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THE POTENTIAL ROLE FOR EMPLOYERS, 
ASSOCIATIONS, AND MEDICAL SAVINGS 
ACCOUNTS IN THE MEDICARE PROGRAM 


THURSDAY, MAY 25, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, DC. 

The Subcommittee met, pursuant to call, at 10 a.m., in room 
1100, Longworth House Office Building, Hon. Bill Thomas (Chair- 
man of the Subcommittee) presiding. 

[The advisories announcing the hearing follow;] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

May 9, 1995 
No. HL-11 


Thomas Announces Hearings on 
Increasing and Improving Options for 
Medicare Beneficiaries 


— Private^Sector Lessons to be Sought — 

Congressman Bill Thomas (R*CA), Chairman, Subcomminee on Health of the 
Comminee on Ways and Means, today announced that the Subcommittee will hold a series of 
hearings to explore increasing and improving options for Medicare beneficiaries, with a focus 
on private>sector successes. 

The hearing dates and subjects are as follows: 

Tuesday, May 16, 1995: Experience in Controlling Costs and Improving 

Quality in Employer-Based Plans 

Wednesday, May 24, 1995: Medicare HMO Enrollment Growth and 

Payment PoUcies 

Thunday, May 25, 1995: The Potential Role for Employers, Associations, 

and Medical Savings Accounts in the Medicare 
Program ^ 

The hearings on May 16 and May 24, will be held in the main Committee hearing 
room, 1100 Longworth House Oflice Building, beginning at 10:00 a.m. The bearing on 
May 25 will be held in room B-318 of the Rayburn House OfHce Building, beginning at 
10:00 a.m. 


Oral testimony at these hearings will be heard from invited witnesses only. Witnesses 
will include health policy experts, representatives from the health care industry, and employer 
groups. However, any individual or organization not scheduled for an oral appearance may 
submit a written statement for consideration by the Committee or for inclusion in the printed 
record of the hearing. 

BACKGROUND : 

According to the 1 995 report of the Board of Trustees, the outlays of the Medicare 
Hospital Insurance (HI) trust fund will exceed income beginning in 1996 and the HI trust 
fund is projected to run out of reserves in 2002, using the intermediate set of assumptions. 

T 0 keep the HI trust fund in actuarial balance for 25 years would require, in the 
absence of spending restraints, an immediate 44 percent increase in the payroll tax rate. As a 
result, taxes on a person earning S20,000 would be increased by S260 armually and a person 
earning $30,000 per year would see their taxes hiked by S390 a year. Those who make 
$75,000 a year would pay an additional $975 in taxes every year. 

in the report, the Board of Trustees called for "prompt, effective, and decisive action" 
to put the HI trust fiind into balance. 


(MORE) 
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The Board of Trustees also expressed "great concern" about spending growth from the 
Supplementary Medical Insurance trust fund. As noted by the Board of Trustees in the 1995 
report: 


"In spite of evidence of somewhat slower growth rates in the recent pasU 
over^l, the past growth rates have been rapid* and the future growth rates are 
projected to increase above those of the recent past. Growth rates have been so 
rapid that outlays of the program have increased 53 percent in the aggregate 
and 40 percent per enrollee in the last 5 years." 

Medicare insurance coverage remains largely as it was originally enacted in 1965: 
traditional fec-for-service indemnity insurance with beneficiary cost-sharing requirements to 
control utilization. 

However, private health insurance has evolved substantially since that time. More and 
more privately insured Americans are enrolled in managed-care plans, such as Health 
Maintenance Organizations (HMOs) and Preferred Provider Organizations. According to the 
Group Health Association of America (GHAA), some 56 million Americans were enrolled in 
HMOs in 1994, up from 36 million in 1990, and 65 percent of people with employer-based 
health insurance plans were eiuolled in some form of managed-care arrangement, according to 
the KPMG Peal Marwick Health Benefits in 1994 (October 1 994). 

Moreover, managed-care organizations have recently been successful in slowing the 
rate of growth of premiums. In 1995, on average, HMOs are expected to reduce their per 
person premiums by 1.2 percent, according to GHAA. 

Some private employers have also begun to offer their employees Medical Savings 
Accounts Such accounts allow employees and their dependents to control their health care 
dollars, providing strong incentives for cost conscious spending. 

Medicare beneficiaries can enroll in HMOs under the risk contracting program and 
other managed-care anangements. but, due to certain features of the program, managed-care 
remains a relatively small part of Medicare, with only S percent of the beneficiaries enrolled 
in managed-care plans as of December 1994, Medicare beneficiaries arc also not currently 
able to enroll in any kind of Medical Savings Account. 

FOCUS OF THE HEARINGS : 

The hearings will focus on successful private-sector approaches at controlling costs and 
improving quality and an exploration of how such approaches can be made more available to 
increase choices for Medicare beneficiaries. 

The hearing on Tuesday, May 16, 1995. on "Experience in Controlling Costs and 
Improving Quality in Employer-Based Plans" will review the approaches employers have 
taken to improve the cost-effectiveness and quality of their coverage for their employees, the 
issues and problems encountered as these approaches were implemented, the effectiveness of 
these approaches, and lessons the Federal Government can learn from these private-sector 
experiences. 

The hearing on Wednesday, May 24, 1995, on "Medicare HMD Enrollment Growth 
and Payment Policies" will investigate the reasons for increasing beneficiary enrollment in 
Medicare risk contracting HMOs, and current and alternative HMO payment methods. 

The hearing on Thursday, May 25, 1995, on "The Potential Role for Employers, 
Associations, and Medical Savings Accounts in the Medicare Program" will explore issues 
involved in enabling employers and associations to offer Medicare coverage to former 
employees and members, respectively, and the p)otential role Medical Savings Accounts could 
play in the Medicare program. 


(MORE) 
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DF.TAn.S FOR SUBMISSION OF WmTTF.N TOMMENTS : 

Any person or organizadon wishii^ to submit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement with their 
address and date of hearing noted, by the close of business, Thursday, June 8, 1995, to Phillip 
D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representadves, 

1 102 Longworth House Office Building, Washington, D.C. 20S15. If those filing written 
statements wish to have their statements distributed to the press and interested public at the 
hearing, they may deliver 200 additional copies for this purpose to the Subcommittee on 
Health office, room 1136 Longworth House Office Building, at least one hour before the 
hearing begins. 

FORMATTING REQUIREMENTS : 

bd AUMMi prMBtMl fv prtadac to fti t «laou. uj whom itiMBMt m rtrtUt lataalBod hr ho neort 

m uy vitoa coouDMa !■ nopwo u t roqioA (« witM oHsaa aut eeafn to ho thihhw IhM Mm. Aiy nif at « 
ohlhU ■« in «Tii— atth tkioo filMtaa alfl M N prhML ta« am ko aoMoM h ho tiMoimoo flloo tar mife o«d uo ky ho 
Coaaltioo. 

1. Alt muaoaa ud any orrmpoijlnff chitta fa prhfiic asatko iy|od h h>|lo m topMu oad uy ■« 
oBood 0 lotoi of 10 pofoo oaoekBoia. 

l Coflm of whMo rtwimiiii «a ohlktt MUrUi «QI let ko oeoapaJ tar yttBhf. hwood. lAlkft MlaMa) hoald ko 

nfmocod oad oiotod « pfnihT***^ All oiUUi aotalo] aot hou t*****«*.^* afll ko Mhhhod h ho faaiaHlii flloo hr 
ravlf* ud uo ky ho Caatttoo. 

1 A alaou op^otrhc u ■ pobUe hotflac, or ntaUtatf • chiaoM for ho noaid of o yablk kooihf. cr ootaWhe ■Mua 

eonaati to roopoaio to « pobUihod raqoooi hr eouoaa by ho Ciowtiinoo. mt iBchdo ■ hti latahoat or nbnMn a Unit oD 
cUoBta, ponai, or ortuttafloM oa Mfloo bobolf ho viaooo appoui. 

4 A fopploBonul iboot noct oeeanpuy oacb suMhoat Urthf ho ubo. foD lAhwo. o loMphao nnbor hbon ho Mum 

or he foproo ooto flto uy bo roaobod ud t toptodl oatUbo or nahiry of ho **»»-«*■ ud twoahMdofleu to ho tall 

ouiomooL Ihlo eopploBoatil oboot «IU o« bo todbdod h ho prUiod t oeo rl 

Tbo obofo nntledou ud Ualttttou oppfy ohy to aourlal bhif oabstnod tor htutof. latMumi ud chiton or nppinaactuy 
■lUrUl octMload oololy for dunlbodoo to ho Moabori. ho prooo ud ho pcbtle dcrtad ho eooM of » paUlc boctUf hty ko Mtotoitod h 
ohor fonau. 

Note: All Committee advisories and news releases are now available over the Internet at 
GOPHER.HOUSE.GOV, under 'HOUSE COMMITTEE INFORMATION*. 
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** NOTICE ~ CHANGE IN LOCATION ** 


ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

May 17, 1995 
No. HL-11 -Revised 


Thomas Announces Change in Location for 
Health Subcommittee Hearing on the Potential 
Role for Employers. Associations, and Medical Saving s 
Accounts in the Medicare Program 


Congressman Bill Thomas (R-CA), Chairman of the Subcommittee on Health of the 
Committee on Ways and Means, today announced that the Subcommittee hearing on the 
potential role for employers, associations, and medical savings accounts in the Medicare 
program, which was originally scheduled for Thursday, May 25, 1995, at 10:00 a.m., in 
Room B-318 of the Rayburn House OfTice Building, will be held instead in the main 
Committee hearing room, 1100 Longwortb House Office Building. 

All other details for the hearing remain the same. (See Health Subcommittee Advisory 
No. HL-II, dated May 9, 1995.) 


***** 
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Chairman THOMAS. The Subcommittee will come to order. 

I want to welcome all our friends to our hearing on the potential 
for employers, unions, and medical savings accounts to add to the 
Medicare Program. As I said yesterday at the Subcommittee hear- 
ing, this Subcommittee is going to undertake a major effort to 
make Medicare a better program, both to improve its insolvency 
and to provide better choices for beneficiaries. 

Today we will examine how we might provide options through 
former employers and through medical savings accounts. In addi- 
tion to that, labor unions, I believe, are a very fruitful area of new 
endeavors. 

Last week we heard from a series of employers about their suc- 
cessful efforts to control their health care costs and improve the 
quality in the coverage they provided for their workers and fami- 
lies. For instance, the Pacific Business Group on Health reported 
a successful effort in negotiating a nearly 10-percent reduction in 
HMO, health maintenance organization, premiums for their mem- 
bers in 1995. 

I would like this Committee to explore how we can tap into that 
kind of creative energy by employers on behalf of Medicare bene- 
ficiaries and the Medicare Program. I believe we must find a way 
to allow employers to play a more defined role in Medicare cov- 
erage so that beneficiaries can stay with the plan they had as 
workers, and if they like it and it is cost effective for the program. 

Clearly, this kind of change raises many questions: What would 
be the payment rate for Medicare in that situation? How would we 
define an employer’s retirees? What would we do about retirees 
who want to stay in the Medicare fee-for-service program? 

I am pleased that the list of witnesses in our first two panels, 
who will address the concept of an employer role in Medicare, have 
a background that will allow us to ask the kinds of questions that 
I just outlined and more. I am also pleased that our last panel will 
address an equally exciting concept, and that is the medical sav- 
ings account for Medicare beneficiaries. 

Clearly, one very promising approach to cost control and quality 
health care is medical savings accounts. With medical savings ac- 
counts, MSAs, as they are called, a person has the protection of a 
very high deductible for significant health expenses. They also have 
the freedom to make wise choices with their money in a medical 
savings account because it is their money and their choice. 

This option is apparently working very well already for one com- 
pany, the RCI Corp. of Michigan. We will hear from that company’s 
director of benefits about how they have successfully instituted a 
MSA Program for their workers, and I believe Members of the Sub- 
committee have already been enrolled in that particular health pro- 
gram by virtue of the cards that we have received. 

We need to explore how we might make a MSA option available 
to Medicare beneficiaries as well. There are some serious questions 
that must be answered before we proceed: What is likely to be the 
premium for the high deductible coverage for an average senior 
beneficiary; how much would that leave in an account for medical 
expenses each year; in addition to a number of other questions. 
Who would sponsor MSA accounts and high deductible insurance 
and who would regulate it? Should all Medicare beneficiaries be 
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given this option or just those beneficiaries entering into the plan? 
Should this be a one-time option for beneficiaries? Should they be 
allowed to disenroll at some point from the MSA and reenter tradi- 
tional Medicare? 

I look forward to hearing from our distinguished witnesses about 
the MSA concept for Medicare and how we might answer some of 
these questions as well as the role of employers and unions. Today, 
this Subcommittee, is to look at new and novel ways to create a 
better Medicare for all seniors. 

And I would yield to the gentleman from California, the Ranking 
Member. 

Mr. Stark. Thank you, Mr. Chairman, and I am sure we are 
going to hear some very novel ideas today. I understand the pur- 
pose of the Chair’s hearing is to assess the potential of various 
ideas to improve the Medicare Program. 

While it may or may not be the Chair’s intention, 1 am afraid we 
could head down a troublesome path for Medicare and its bene- 
ficiaries. If I were going to create the short title, I would call it the 
Medicare Beneficiary Partition Act. It reminds me a little bit of 
what is going on in Eastern Europe. Unless we are careful, we will 
end up carving up the Medicare beneficiary pool with retirees in 
plans sponsored by the former employees, young, well seniors in 
HMOs, the healthiest in medical savings accounts, and the sickest 
staying in the traditional fee-for-service coverage. 

Yesterday, the chairman of the Prospective Payment Assessment 
Commission said that Medicare was beginning to run the risk of 
becoming a very different program, depending upon where a bene- 
ficiary happens to live. I think we are asking for trouble if we at- 
tempt to divvy up the Medicare population beyond our ability or 
willingness to adjust the per capita payments to correspond to the 
health care needs of the various beneficiary groups. 

If we go down the road of subdividing the Medicare population 
before we know how — and we do not — to adjust the Medicare 
capitated payment appropriately, we can just mess up the one good 
system that works in this country. I would urge my colleagues, 
while they have the votes and the will to do whatever they choose 
to Medicare, it is fragile and could easily literally be destroyed by 
capricious experiments when we do not have either the data or any 
experience in trying some of these areas. 

I have no problem with capitated payments or providing bene- 
ficiaries with additional health options, but I do have a concern 
that we are already losing an average of 6 percent for every Medi- 
care beneficiary that enrolls in an HMO and the percentage of re- 
tirees with employer-provided health insurance has been declining 
from over 60 percent today to 40 percent. Why in heaven’s name 
would employers want to take on the whole liability of the over 65 
population? Only, 1 suspect, because they can make some money 
and help pay for the under 65 population. 

As has happened with HMOs, the bucks to be made are not nec- 
essarily from efficient operation, but from cherrypicking the health- 
iest beneficiaries or denying services to the very sickest. 

A more extreme example is medical savings accounts, but 1 think 
that any empirical evaluation and any reasonable disinterested 
study will show that it benefits, to a small percentage, 1 think it 
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is 6 or 8 percent, the young healthy people, and adds tremendously 
to the costs of those who are sicker and need to spend more in the 
medical delivery system. 

It is not fair. It flies in the face of any kind of social insurance 
or commercial insurance. It robs money from the insurance pool, 
which the Chair is already complaining is going broke, and is an 
idea that is right up there with sun spots. 

I want to ask, or I want people to keep in mind that in the 
Chairman’s budget the Medicare growth will have to be limited to 
meet the budget projections to under 4 percent, perhaps 3.7 or 3.8 
percent. I would like these companies who suggest that they might 
like to continue operating their retirees’ programs to tell us today 
if they could survive if the increased payments that they could 
make was limited to under 4 percent — 3.8 or 3.9 — if we do not have 
to adjust for adverse selection. I don’t think they can do it. 

I think if they combine the idea of continuing to maintain Medi- 
care beneficiaries in their retirement plans, with the budget reduc- 
tions that are being discussed, and very likely to happen, that the 
idea will lose its attractiveness. 

I hope they will have a chance to review that today for us as we 
hear the ideas being presented. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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The Honorable Pete Stark 

May 25, 1995 

Hearing on the Potential Role of Employers, Associations, 
and Medicai Savings Accounts in the Medicare Program 


Thank you, Mr. Chairman. 

I understand that the purpose of today’s hearing is to assess the potential 
role of various parties, and certain insurance products, in the Medicare program 
- a benign enough topic for a hearing. 

While it may or may not be the intention of the Chairmen, I am afraid that 
we are heading down a troubiesome path for the Medicare program. We seem 
to be looking for ways to break-up the Medicare population into numerous sub- 
groups. If I were creating a short-title for legislation, I would call it The 
Medicare Beneficiary Partition Act.’ Unless we are careful in how we proceed, 
we may very well end-up carving up the beneficiary pool with retirees in plans 
sponsored by former employers; young, well seniors in HMOs; the healthiest of 
Medicare recipients selecting medical savings accounts; and the sickest 
remainder in whatever is left of traditional Medicare coverage. 

Yesterday, in the Subcommittee's hearing on Medicare HMO enrollment, 
the Chairman of the Prospective Payment Assessment Commission said that 
Medicare was beginning to run the risk of becoming a very different program 
depending upon where a beneficiary happens to live. 

We are asking for trouble if we attempt to diwy-up the Medicare 
population bevond our ability or willingness to adjust the per capita payments to 
correspond to the health care needs of the various beneficiary groupings. If we 
go further down the road of sub-dividing the Medicare population before we 
figure out how to adjust the Medicare capitated payment appropriately, we will 
make the adverse selection problem worse. 

For example, a proposal is floating around that would have retirees 
remain in their fomier employers' plans and receive a capitated payment from 
Medicare. I have no problem with capitated payments, nor with providing 
beneficiaries with an additional health coverage option. But I do have a 
concern that we are already losing an average of 6% for every Medicare 
beneficiary that enrolls in an HMO. The percentage of retirees with employer- 
provided health insurance coverage has been declining dramatically - from 
over 60% in 1985 to under 40% today. Why would employers now want to take 
on the whole liability of the over-65 population? I suspect because there are 
big bucks to be made. And as happened with HMOs, the bucks to be made are 
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not necessarily from efficient operation, but from being able to cherry-pick the 
healthiest beneficiaries. 

A second and more extreme example is medical savings accounts. The 
potential for adverse selection posed by injecting an MSA option into Medicare 
is enormous. 

A study just released by the American Academy of Actuaries found that, for 
the under-65 employer-covered population, the selection effect as a result of 
adding an MSA option to employees' health insurance choices could end-up 
increasing the standard, low-deductible premium by 60%. For the Medicare 
population, where high health care costs are even more concentrated in a small 
percentage of the pop-ulation, the adverse selection problem will be even greater. 

These are only projections, though. MSAs today are a theoretical 
concept without foundation. The few insurers that offer any sizable number of 
MSA-like plans will not let me, or the American Academy of Actuaries, take a 
look at what they are actually offering. 

Medicare is a social insurance otoamm. not a social exoarimentation 
program. We should take extreme caution when using the Medicare population 
to prove or disprove some economist's latest theorem. 

Providing Medicare beneficiaries a range of options is something I 
continue to favor. And as we know, there is no employer in the country today 
that provides the range of health insurance options to the range of Americans in 
the variety of locations as does the Medicare program. But every potential 
option we may provide beneficiaries is not necessarily a healthy one. 

Just some words of caution as we work to make a better Medicare. 


Thank you. 
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Mr. McCrery [presiding]. Thank you, Mr. Stark. 

We would like to call the first panel to the witness bench: Mr. 
Van Bell, Mr. Maher, Mr. Salter. 

Gentlemen, thank you for joining us today. We have Richard J. 
Van Bell, president of John Deere Health Care, Inc.; Walter B. 
Maher, director of Federal relations for Chrysler Corp.; Charles G. 
Salter, director of employee benefits for GenCorp, Fairlawn, Ohio. 

Thank you for joining us today, gentlemen, and any written 
statements that you have, if you would like to present those to the 
Committee, they will be included in the Committee in their en- 
tirety. We would ask you to summarize your testimony in about 5 
minutes. 

So, Mr. Van Bell, if you would start we would appreciate it. 

STATEMENT OF RICHARD J. VAN BELL, PRESIDENT, JOHN 
DEERE HEALTH CARE, INC. 

Mr. Van Bell. I would like to thank the Chairman and other 
members of the House Ways and Means’ Subcommittee on Health 
for the opportunity. My name is Richard Van Bell and I am presi- 
dent of John Deere Health Care, which is a wholly-owned subsidi- 
ary of Deere & Co., better known in the marketplace as John 
Deere. 

Deere provides health care coverage to approximately 110,000 
employees, retirees, and dependents. In 1994, Deere spent $222 
million to provide coverage for this group. In this group there are 
approximately 17,000 retirees, of which 9,000 are Medicare eligible, 
and over half of this group elects to be covered through the compa- 
ny’s managed care plans. 

Over the last 3 years, 2,100 Deere retirees have reached age 65, 
of which 95 percent elected to remain in the company’s managed 
care plans. Overall, John Deere Health Care provides managed 
health care services to over 300,000 enrollees through its two 
HMOs, Heritage National Health Plan and the John Deere Family 
Health Plan. Eighty percent of these enrollees are non-Deere com- 
mercial clients. 

The John Deere Family Healthplan, a primary care staff model 
health center, was established through a strategic alliance with the 
world renowned Mayo Clinic, and with the endorsement and full 
support of the United Auto Workers. 

Our success has been built on three basic principles: High quality 
health care is the most cost effective care; costs can be lowered 
when employers, providers, government, and managed care organi- 
zations create partnerships that utilize a market-based approach; 
patient satisfaction and education are of utmost importance. 

Our overriding priority has been the development of high quality 
delivery systems. We focus our efforts on the primary care physi- 
cian to coordinate the care. Working with Mayo physicians, we are 
implementing disease management strategies, a series of practice 
guidelines to best treat high frequency, high cost diseases. We are 
also deploying an electronic medical record which will provide our 
physicians an important tool to track all patient care and specifi- 
cally these chronic diseases. 

These tools, along with data, provide the physician greater con- 
trol of care which we believe will enhance the quality of care. Em- 
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ployers, hospitals, physicians, and MCOs are responding to the 
need to manage cost while enhancing the quality of care. 

Some examples: Deere health costs, which include supplemental 
costs for retirees, increased 2 percent in 1994. Deere costs equate 
to approximately $2,000 per covered person per year, which we be- 
lieve is the only true method to measure cost. In 1994, we tripled 
the number of Iowa counties in which we served the Medicaid pop- 
ulation. This program began in 1986 and now has 23,000 clients. 

Our quality improvement program, such as the asthma disease 
management strategies, are being used with this population. We 
are encouraged by our recent success with the asthmatic popu- 
lation enrolled in our health centers. With overall success of the 
program, according to the Iowa officials, we are saving the State 
$500 per year per enrollee, and we voluntarily returned $3.5 mil- 
lion to the State last year. 

These changes could not occur without patient satisfaction. Three 
years ago our enrollees rated our service the best in the country, 
according to a leading consumer magazine. In 1994, the Gallup or- 
ganization researched our patients. Gallup compared us to 64 other 
health plans. Our patients scored us significantly higher than the 
national composite in key areas of patient satisfaction. Enrollee 
satisfaction in our staff model center was at 94 percent, or 6 per- 
cent higher than our IPA model. This suggests to us that we are 
able to offer choice, and yet see satisfaction levels above 90 percent 
in our most tightly managed care model. We believe we are adding 
value. 

I would like to briefly speak to the issue of the Medicare insured 
group demonstration project we liave been working on with Health 
Care Financing Administration, HCFA. Our involvement began 
when I chaired the OHMO National Industry Council in the late 
eighties. Former Secretary of Health and Human Services, Richard 
Schweiker, created the council to foster the development of HMOs. 

The Medicare Insured Group, MIG, would be a 5-year demonstra- 
tion project which would provide a savings to the Medicare Pro- 
gram by enrolling Deere retirees in our managed care programs. 
The post-65 retiree would continue to have a choice of plans but 
there would be incentives to move to the managed care programs. 
John Deere Health Care, through our health plans, would manage 
the care, paid for by Medicare, and we would also manage the sup- 
plemental benefits Deere provides this group. 

While there have been many delays, we believe this concept can 
work and we are hopeful that the demonstration project can move 
forward. By utilizing some of the tools I have already mentioned, 
such as Disease Management Strategies, DMS, and Electronic 
Medical Record, EMR, we believe we can add value in managing 
the care and cost of this important population. 

In closing, we believe that many of our programs can be made 
to work in the general Medicare population. Our experience with 
the Iowa Medicaid Program suggests it can work. Quality improve- 
ments in cost savings continue in that group. Current Deere em- 
ployees, upon retirement and becoming eligible for Medicare, by 
and large, remain in our managed care programs. We also continue 
to see high levels of patient satisfaction. 
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With the emerging tools of care for physicians, DMS and EMR, 
we believe our managed care efforts are moving from the tradi- 
tional component management of care to managing the continuum 
of care. This is the real value added. 

We are confident after nearly 20 years of working to improve our 
managed care programs that they have proven their value in pro- 
viding enhanced quality while managing cost. We believe the Medi- 
care population will embrace managed care as they learn the value 
added, as have many Deere retirees. By encouraging choice within 
the Medicare population, we can build on one of our key principles; 
High quality health care is the most cost effective care. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF RICHARD J. VAN BELL 
JOHN DEERE HEALTH CARE, INC. 

I would like to thank the members of the House Ways and Means subcommittee on health for 
this opportunity. I am President of John Deere Health Care, which is a wholly-owned subsidiary 
of Deere & Company. Deere & Company, of course, is best known for manufacturing John Deere 
farm machinery. 

Deere & Company currently employs approximately 34,000 individuals worldwide. Health care 
benefits are provided to these employees, 17,000 Deere retirees and the beneficiaries of both 
groups In 1994, Deere & Company spent $222 million to provide health and accident coverage 
to employees and retirees 

Twenty years ago, the company decided the cost of health care services provided to its employees 
and retirees could be better managed and the quality of care could actually be enhanced. After 
successfully starting two small Health Maintenance Organizations for our own employees, we 
were approached by other employers that they too would like to use the same techniques to 
impact the quality and cost of their own health care benefits. 

Today John Deere Health Care offers health management services and managed care programs 
to Deere & Company, other companies and government agencies in Illinois, Iowa, Wisconsin and 
Tennessee. We serve the needs of over 300,000 members through two subsidiaries - Heritage 
National Healthplan and John Deere Family Healthplan 

We have gained considerable experience with government programs and with the Medicare 
population. Of the 17,000 Deere retirees for whom we currently provide health care benefits, 
more than 9,000 are Medicare-eligible. Just over half of those individuals choose to be covered 
in our managed care programs. We have 2100 retirees who reached age 65 in the past three 
years. Of those in managed care. 95 percent of them choose to remain in our managed care 
programs. 

In addition, we provide health care coverage to approximately 40,000 Medicaid recipients. More 
than half of those are enrolled in the state of Iowa. There we have gained considerable success 
in providing quality health care at lower costs for patients in this population. We hope to see 
similar success in the TennCare project in Tennessee. 

We have traditionally offered our managed care products through an Independent Physician - 
Model HMO named Heritage National Healthplan. In the past two years, Deere has opened three 
staff model health centers and will open four more by the end of 1995. These health centers are 
managed as a primary care, staff-model HMO named John Deere Family Healthplan. The health 
centers were opened as part of a strategic alliance with the Mayo Clinic. We received the 
endorsement and full support of the United Auto Workers to open these centers 

The number of employers using our managed care services has grown from 290 just two years 
ago to over 700 today. Deere employees and retirees now represent about twenty percent of our 
total enrollment. 

Our success has been built on three basic principles. We have applied these principles to other 
government programs with great success, and no doubt they could be applied to Medicare as 
well. 


We believe that high quality health care is the most cost effective care. 

We believe that costs can be lowered significantly when employers, providers, 
government and managed care companies create partnerships that utilize a market-based 
approach. 

We believe that patient satisfaction and education are of utmost importance. 
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High quality health care is the most cost cflecrive care. 

Our overriding priority has been on the development of high quality delivery systems. We have 
found that by emphasizing the quality of care, we can also lower costs. This quality control is 
obtained by focusing on the primary care physician That physician can direct all of the care of 
an enrollee and the enrollee's family. Coordinating this activity helps the physician to improve 
the consistency of care given each patient. 

We emphasize quality of care in many ways. Here are some examples: 

► As we started our health centers, Deere & Company developed an alliance with the Mayo 
Clinic for the continuous improvement of Disease Management Strategies, a series of 
clinical practice guidelines used by physicians in the health centers. These important 
guidelines allow health care professionals to create the best treatment protocols for certain 
high frequency, high cost diseases. These guidelines help the physician to deliver 
consistently high quality care but do not mandate the treatment plan. 

We have three strategies already in use at our health centers They include guidelines for 
asthma, diabetes and high blood pressure. A total of 11 have been designed and will be 
implemented. 

Other diseases targeted include heart disease, depression, chronic headaches, lower back 
pain, breast cancer, gallstones, abnormal uterine bleeding and abnormal Pap smear. 

► We are now deploying an Electronic Medical Record system which allows our physicians 
to track all key aspects of the care given to a patient. The system assists the physician in 
coordinating the care of each patient. The use of technology allows physicians to identify 
chronic disease patterns and act to prevent health care problems. This technology provides 
a tool for more consistent care. 

► In our staff model health centers, Deere & Company handles the management and 
administrative functions. This frees the physician to focus on patient care. We provide 
data about each physician's practice that can be used by the physician to improve the 
quality of care provided. 

► In choosing physicians, we review more than a dozen indicators to assure that the 
physician will practice medicine with a program and patient philosophy consistent with 
our own 


The success we have experienced at Deere in managed care comes from our practical, day-to-day 
recognition that the highest quality health care is also the most cost effective health care. 


Partnerships which take a market-based approach can impact cost 

Employers, hospitals, physicians, community alliances and managed care companies are 
responding to the need to control health care costs while not compromising quality of care. For 
instance, Deere health care costs increased by two percent in 1994 which includes the cost for 
retiree supplemental plans with a slightly older workforce. Our cost last year was approximately 
S2000 per covered individual. We believe this is the only meaningful way to measure this cost 
since a cost per family can vary significantly because of family size. We also know there 
currently is no meaningful data available nationally on a per covered person basis. 

We have not removed choice to achieve these results for enrollees from Deere, other companies 
and in our government programs. Employers have told us they prefer to give employees a choice 
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in health care plans, to allow the individual employee to choose the health care plan best suited 
to their specific situation, This system works when pricing of the various plans is reflective of 
the real market situation. We believe partnerships create plans which allow the interests of 
patients and employers to be met. 

r’artnerships also work in government programs. In 1994, we tripled the number of Iowa counties 
where we serve the Medicaid population. In this program, government served as a catalyst for 
change. Because of concerns by the State of Iowa, private sector alternatives were sought and 
developed. We first became involved with this project in 1986. Today 23,000 Medicaid enrollees 
in Iowa receive health care coverage through our managed care program. The history of our 
project IS as follows: 

^ When the State identified the need, we first worked with local providers to create a 
partnership that was committed to meeting the challenge. 

► \V i believed in one concept then that we maintain today. All patients are part of the 
mainstream in our system. Our quality improvement initiatives are targeted to improve 
the care provided to all patients Our managed care programs and services are used with 
all patient populations. 

As an example, this year we are targeting children with asthma with our Disease 
Management Strategies Our intervention with these patients will aim to improve the 
child's health status Children in our Iowa Medicaid population will be included in the 
project. We will most likely provide financial savings to the State of Iowa by ensuring 
that a consistent and proper treatment plan is in place for this chronic illness. 

► Annually, the State of Iowa pays five percent less than they would outside our program. 
In addition, two years ago we voluntarily returned an additional $3.5 million to the State 
of Iowa. According to Iowa officials, our program is saving the state $500 per year per 
enroilee. 

We also are gaining valuable experience in state-mandated reform by participating in the 
TennCaie program in Tennessee. We currently have 17,000 enrollees in the plan and have pul 
in place some of the same strategies used in our Iowa experience. 

In addiiion, we have 10,000 members enrolled through a Medicare cost contract and are working 
on development of a Medicare Insured Group (MIG) demonstration project with the Health Care 
financing Administration, 

Our involvement with the MIG project started when I chaired the OHMO National Industry 
Council in the late 1980s. This council was created by Richard Schweiker, former Secretary of 
Health and Human Services The Council met to enhance and encourage the development of the 
managed care industry. Through this council, Deere & Company, along with others, envisioned 
a program to encourage more post-65 retirees into managed care. 

The five-year demonstration project would provide for a five percent savings to the Federal 
Medicare program for each enrolled participant in our managed care network. The post-65 retiree 
would cortinue to have a choice in plans. But we believe there would be strong incentives for 
the post-65 year old retirees to move to managed care programs. 

This concept continues to be of interest to us and we are moving forward to put this 
demonstration project in place We believe the MIG project will provide better value to the 
Medicr.re enrollee and allow us to work more effectively with the providers. 

In all of this experience, I would underscore the importance of all patient care being delivered 
in the same manner. No group of patients should be treated differently than another. 
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Patient satisfaction and education is an important emphasis. 

Change cannot occur if patient satisfaction is not maintained. Three years ago, our enroHf raied 
our services as the best in the country, according to research by a leading consumer maga/-^;e. 
This rating came after many of our enrollees had seen dramatic change, moving to mph^ged carr 
programs for the first time in their life. We managed this change with educational and 

open communication. When you introduce more choice to Medicare participants, we believe vou 
must target patient education as a top prioriQr. 

In late 1994, we commissioned the Gallup Organization to do research with our patients. Galluu 
compared us to a national composite database of 64 other health care plans. Our patients score 
us significantly higher than the national composite in key areas of patient satisfaction. These 
include: 

• Overall Satisfaction 

• Satisfaction as compared to their previous plan 

• Satisfaction with Customer Service 

• Courtesy with Physician Office Staff 

• Overall Quality of Physician Care 

• Thoroughness of Physician 

« Satisfaction with the time the physician spends with the patient 

There is a significant finding in this research. Overall enrollee satisfaction in the staff mode! 
health centers was six percent higher than in our Independent Physician Model HMO. Boti» scores 
are very favorable. However, the 94 percent ranking in our staff model managed care program 
means that a population can be moved to a more tightly managed plan without decreasing patient 
satisfaction. We have focused on improving the primary care physician’s relationship witii patients 
in this model and it appears to be adding value from the patient's perspective. 

We also believe strongly in education of all enrollees. We have developed many prc;;raiiis .-imed 
at specific groups to improve their health care. We have a New Generations program for won.en 
who will soon be new mothers. In this program we have improved the rate of pregnant women 
who seek care in the first trimester. We have also had significant success with other educational 
programs targeted at diseases such as diabetes, cervical cancer and breast cancer. 

Can these same principles be applied to Medicare? 

We have focused on quality of care in all of our programs. We believe in parmership with all 
of the stakeholders in the health care industry. We know patient satisfaction shoiild not be 
jeopardized. These pnnciples draw more people into managed care programs, even th^y &'■ e 
given a choice. We believe these same concepts can work in the Medicare population: 

► Our experience with the Medicaid program in Iowa clearly suggests it can work Quality 
improvements and cost savings continue in that program. As we develop new strategies 
to improve the quality of care, we are having an additional favorable impact c.t health 
care costs for that population 

► We can keep current employees in managed care programs as they become Medicare 
eligible. Deere retirees report high levels of satisfaction with their care aiid with the 
administration of the managed care programs. 


Education of patients can attract other retirees not now in managed care. Our retiree 
population continues to grow in our managed care programs This education must be 
focused on the quality of care provided. 
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*■ Mainstreaming Medicare beneficiaries with other patient populations is clearly possible 
and beneficial. Managed care plans have proven their value in providing lower costs and 
higher quality. Managed care is, however, only one tool among an array to manage health 
care cost and enhance quality. 

There are important considerations in introducing more choice into the Medicare program, 
especially when the choices will include managed care programs. Here are some final thoughts 
about our current strategy for the MIG project. 

► The MIG does not contain any monetary inducements for retirees to enroll in one of the 
managed care programs However, we have designed the project to encourage enrollment 
in the MIG. 

*■ We will closely parallel our current options to enrollees. The Medicare eligible will be 
automatically enrolled in the MIG. 

► We believe retirees who currently enjoy the benefits of managed care will want to enroll 
in the MIG project. Our provider panels, our facilities, our commitment to quality, our 
enrollee satisfaction and our benefit levels have served as inducements in the past and will 
continue to be attractive under the MIG. 

► Retiree participation in HMOs has increased over time This appears to be because of the 
growth in the participation of active employees. As our employees retire, they stay with 
the benefits and delivery systems to which they have grown accustomed. And as the 
Gallup Survey showed, they are very satisfied with their current plans 

Deere has traditionally supplemented the Medicare benefit to cover virtually all medical expenses, 
and provided it at little or no charge to retirees. Because of this, there are only subtle reasons to 
choose managed care Retirees have nevertheless chosen the HMD options. We believe this 
increasing success is based on their perception of the quality of care, the coverage for preventive 
measures and the freedom from paperwork. 

Encouraging choice in the Medicare program is important. Designing the choices to encourage 
high quality, cost effective health care will be a foundation for success. 
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Mr. McCrery. Thank you, Mr. Van Bell. 

Mr. Maher. 

STATEMENT OF WALTER B. MAHER, DIRECTOR, FEDERAL 
RELATIONS, CHRYSLER CORP. 

Mr. Maher. Thank you, Mr. Chairman and Members of the Com- 
mittee. My name is Walter Maher. I am director of Federal rela- 
tions for Chrysler Corp., and we appreciate the opportunity to be 
here today to discuss this important issue. 

Chrysler firmly believes that anyone sponsoring a health plan, 
whether an employer or a government, can achieve savings without 
sacrificing quality if those benefits are delivered by selective man- 
aged care plans as opposed to traditional fee-for-service indemnity 
plans. And as such, we commend the Committee for examining all 
the options that are available to increase substantially the number 
of Medicare beneficiaries enrolled in such plans. 

Now, given the current low rate of enrollment of Medicare bene- 
ficiaries in managed care plans and the potential savings inherent 
in increasing that number, real opportunities exist to achieve Medi- 
care savings and help reach balanced budget objectives. 

Increases in Medicare managed care enrollment will also help 
strengthen the hand of employers as they seek to achieve greater 
efficiencies from the health care system. In short, working in tan- 
dem, the public and private sectors can bring about reduced health 
care costs for our country, help bring those costs more in line with 
the costs prevailing in other leading countries, and in the process 
enhance American living standards, American competitiveness, and 
free up funds to help our country meet its other pressing needs. 

Prior to 1989, I was Chrysler’s director of employee benefits. 
With the cooperation of the unions representing many of our em- 
ployees, we had put into place a series of successful innovative 
managed care programs designed to reduce the cost of the health 
care programs covering our employees and our non-Medicare retir- 
ees. During the latter half of the eighties, we entered into a cooper- 
ative research project with Health Care Financing Administration, 
HCFA, to determine whether Medicare and employer retiree health 
costs could be controlled, enrollee satisfaction enhanced, w'hile 
maintaining quality of care. 

Based on the recommendations of Health Data Institute, which 
conducted the study for us, in 1989 we decided not to pursue a 
demonstration project at that time. We were in the relative infancy 
of this concept, the number of unknowns were legion, and the risks 
to any company sponsor were great. More specifically, the parties 
were unable to satisfactorily resolve questions concerning risk se- 
lection and other uncontrollable risks. 

The issue of the demonstration project’s administrative cost was 
a significant one. To achieve lower operating costs would require 
significant investments amortized over long periods and large en- 
rollments, neither of which were ensured. 

We were also unable to secure an agreement with HCFA to per- 
mit the demonstration project to use Medicare’s favorable provider 
payment arrangements. 

Finally, if additional benefits were to be provided to spur enroll- 
ment, the demonstration project would have to generate efficiencies 



20 


great enough to exceed the combined cost of the additional benefits, 
Medicare’s 5-percent retention, and the additional cost of adminis- 
tration if it were to reduce the cost for the sponsor of the dem- 
onstration. 

Now, to say the least, much has transpired since 1989 insofar as 
health care financing is concerned. One major change in today’s en- 
vironment is the reality of financial accounting standard 106 re- 
garding retiree health expensing. Employers providing retiree 
health benefits are more than ever acutely sensitive to such costs. 
They now have an even greater incentive to reduce those costs, but 
they also have incentives to avoid taking on new risks and liabil- 
ities: Witness the decline in the number of employers providing re- 
tiree health coverage. 

Nevertheless, for employers who continue to provide coverage, it 
is clear that both they and Medicare have an interest in reducing 
the cost of retiree health care. Now, whether this will translate into 
employer interest in entering into risk arrangements with HCFA 
will depend on a number of factors, not the least of which is the 
company’s aversion to doing anything likely to increase its retiree 
health cost or risk. 

Now, in this regard, forecasted Medicare cost escalation and Part 
A shortfalls during the post-2002 period, portend further Medicare 
cost reduction efforts which may deter employers from participat- 
ing in a demonstration where they assume the risk. Now, while 
such cost reduction efforts will undoubtedly be required, we would 
hope the primary focus will be on assuring that providers of care 
are committed to a continuous quality improvement process elimi- 
nating all semblances of waste in the system. The goal should be 
to reduce the cost of health care for all payers, public and private, 
rather than shifting costs from the public to the private sector. 

Despite all of this, opportunities do exist for employers and Medi- 
care to work together to realize retiree health care savings. For ex- 
ample, many employers offering managed care options offer plans 
developed by Blue Cross/Blue Shield, commercial insurance compa- 
nies, and well-recognized HMOs. These plans, in turn, contract 
with providers. HCFA could negotiate risk arrangements directly 
with the managed care plans covering Medicare benefits, while the 
employer could negotiate an arrangement with the plan covering 
employer-provided complimentary benefits; and, by doing that, 
meet the combined objectives of Medicare, the employer, and the 
beneficiaries share. 

In conclusion, Mr. Chairman, reforming the Medicare Program to 
incorporate an extensive offering of managed care options available 
to the employee population is a long overdo means to reduce the 
rate of growth in Medicare spending. Both our Federal budget defi- 
cit and our high rate of national health spending pose a major 
threat to sustained economic growth in the future. While solving ei- 
ther or both problems will not solve all of our country’s economic 
and social problems, they are interrelated and solving them will be 
essential if we are to offer future generations of Americans the op- 
portunities we all have enjoyed. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF WALTER B. MAHER 
CHRYSLER CORPORATION 

Mr. Chairman and members of the Committee, my name is Walter B. Maher. I am the 
Director - Federal Relations for Chrysler Corporation. Thank you for inviting me to 
appear here today to discuss employers and the Medicare program, and specifically 
the provision of Medicare coverage to former employees 

Chrysler Corporation produces cars, trucks, minivans and sport-utility vehicles for 
customers in more than 100 countries. It has been in business for seventy years. We 
employ over 120,000 people worldwide, almost 100,000 of whom work in this country. 
Chrysler provides health benefits for its employees, retirees and dependents of both 
groups, in 1994, we spent over $800 million for this coverage 

Chrysler firmly believes that anyone sponsoring a health benefit plan, whether it be an 
employer or a government, can achieve savings, without sacrificing quality, if those 
benefits were delivered by selective managed care plans as opposed to traditional fee- 
for-service indemnily plans. As such, we commend this Committee for examining all 
options to increase substantially the number of Medicare beneficiaries enrolled in such 
plans. 

We also believe that, as Congress sets about the essential task of balancing the 
federal budget by a date certain, it is most appropriate that action be taken to reduce 
the rate of growth of federal Medicare expenditures. Given the current low rate of 
enrollment of Medicare beneficiaries in managed care plans, and the potential savings 
inherent in increasing that number, real opportunities exist to achieve Medicare 
savings and help reach balanced budget objectives. Increases in Medicare managed 
care enrolment will also strengthen the hand of employers and other private sector 
health plan sponsors as they seek to achieve greater efficiencies from the health care 
system. In short, working in tandem, the public and private sectors can bring our 
country's health care costs more in line with costs prevailing in other leading countries, 
and in the process enhance American living standards, enhance America's 
competitiveness, and free up funds to help our country meet its other pressing needs. 

Medicare Insured Group Feasibility Study 

Prior to June of 1989, I was Chrysler's Director of Employee Benefits. While in that 
position, one of my responsibilities was managing Chrysler's health care plans. As is 
the case today, controlling health costs was of the highest priority to Chrysler. Due to 
the highly competitive nature of the global automotive marketplace, and the 
significantly lower health costs in all other auto-producing countries, controlling health 
costs is critical to our competitive success. 

Prior to 1989, with the cooperation of the unions representing many of our employees, 
we put into place a series of innovative managed care programs designed to reduce 
the cost of the health care programs covering our employees and non-Medicare 
retirees. This included not only traditional HMD's and PPO's, but also PPO's designed 
specifically for certain coverages, such as mental health and substance abuse cases, 
as well as programs to reduce the cost of our fee-for-service indemnity plans As a 
result of these efforts, Chrysler kept its rate of health cost growth well below that of 
business in general. 

For retirees eligible for Medicare benefits. Chrysler provides coverage for services not 
covered by Medicare that are covered by our plan for active employees During the 
latter half of the 1980's, as part of our overall effort to better manage health plan 
costs, Chrysler, in cooperation with the UAW, sought to develop a feasible strategy to 
provide cost effective care for Chrysler retirees eligible for Medicare benefits. It was 
hoped that it would be possible to demonstrate that a single, integrated Medicare 
Insured Group (MIG) program would work better than two separate Medicare and 
Chrysler complementary programs. Consistent with the framework provided by the 
Omnibus Budget Reconciliation Act of 1987, a cooperative research project was 
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undertaken with the Health Care Financing Administration (HCFA) to determine 
whether Medicare and employer retiree health costs could be controlled, enrollee 
satisfaction enhanced, while maintaining quality of care. 

Following a lengthy analysis by Health Data Institute (HDI), in 1989 Chrysler and the 
UAW concurred with HDI's recommendation not to pursue a MIG demonstration at that 
time. Several matters contributed to this decision, not the least of which was that we 
were in the relative infancy of this concept, the number of unknowns were legion, and 
the risks to MIG sponsors were great. 

More specifically, given that the demonstration was to be voluntary for retirees (i.e. the 
retiree could choose to opt in to the MIG program or retain traditional Medicare 
coverage), Chrysler and HCFA were unable to satisfactorily resolve questions 
concerning risk selection and other uncontrollable risks. 

Further, the issue of MIG administrative costs was a significant one. The cost to 
Medicare to administer its fee-for-service plan is significantly less than the costs an 
employer must incur to administer a comprehensive managed care plan, even for a 
very large group Not only were ongoing MIG administrative costs anticipated to be 
higher, but since Chrysler was not in the health insurance or HMO business, 
significant start-up administrative costs were projected. To achieve lower operating 
costs would require significant systems investments amortized over long periods and 
large enrollments, neither of which were assured Chrysler and HCFA were also 
unable to resolve this issue 

Given Medicare's favorable provider payment arrangements, we sought to enable the 
MIG to have the same terms available to it. We were unable to secure such an 
agreement with HCFA. 

Another issue we confronted was the fact that certain managed care initiatives, to the 
extent they impacted the number of participating providers, could impact MIG 
enrollment and risk selection. If benefits over and above those provided by the 
combined Medicare/Chrysler benefits were to be provided by the MIG to spur 
enrollment. Chrysler would have to bear the cost of such benefits with no assurance of 
offsetting savings. In this regard, it should be noted that Medicare was to retain 5% of 
the cost of an experience rated capitated payment. Accordingly, if additional benefits 
were to be provided, the MIG would have to generate efficiencies great enough to 
exceed the combined cost of the additional benefits. Medicare’s 5% retention, and the 
additional costs of administration, if it were to reduce costs for the MIG sponsor. 

There were also several uncertainties in 1989, including uncertainties about the then 
recently enacted Medicare catastrophic coverage law and how it might impact the 
MIG, and uncertainties about future Medicare cost containment initiatives, including 
the 1989 recommendation by the Physician Payment Review Commission to change 
the way Medicare reimbursed physicians. 

Current Environment 


To say the least, much has transpired since 1989 insofar as health care financing is 
concerned. Medicare has continued to tighten its provider reimbursement policies to 
the extent that, for a comparable MIG project to save money today, it must rely almost 
exclusively on utilization-related savings. Further, some progress has been made to 
achieve utilization reductions within Indemnity plans, so some of the "low hanging fruit" 
has already been plucked. Nevertheless, managed care still presents savings 
opportunities for Medicare and for employers providing Medicare complementary 
benefits. 

Another difference in today's environment compared with 1989 is the reality of FAS 
106. Financial Accounting Standard 106, which went into effect in 1993, requires 
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companies providing retiree health benefits to accrue the- cost of such benefits during 
the years employees provide services. Prior to FAS 106, the expense recognized for 
these benefits was based primarily on the cash expenditures for the period during 
which the benefits were provided. It is clear that FAS 106 sent a wake-up call to 
corporate America on the future cost of retiree health benefits. Employers providing 
retiree health benefits are, more than ever, acutely sensitive to such costs. They now 
have an even greater incentive to reduce these costs, as well as ample reason to 
avoid taking on new liabilities. 

According to a 1994 study released by KMPG Peat Marwick, Retiree Health Benefits: 
The Uncertainty Continues , employers' offering of retiree health benefits continues to 
shrink, even among the largest firms. According to this study, "Corporate America is 
against the wall on retiree health coverage, and firms are taking dramatic measures in 
response." It goes on to say, however, that employers are not necessarily out of 
options: 


" .. there are considerable opportunities for decreasing the burden of retiree 
health coverage on a firm's balance sheet. Managed-care plans, flexible benefit 
plans, and defined contribution health plans are just a few of the ways 
employers may be able to significantly reduce their retiree medical liabilities 
while still providing some level of retiree health coverage." 

It is clear, therefore, that both Medicare and employers have a shared interest in 
reducing the cost of retiree health care. However, whether this will translate into 
employer interest in entering into risk arrangements with HCFA will depend on a 
number of factors, not the least of which is a company's aversion to doing anything 
likely to increase its retiree health costs or Its risk. In this regard, employers must 
take cognizance of the fact that, according to recent testimony earlier this month 
before the Senate Budget Committee by Henry J. Aaron , Director of Economic 
Studies. The Brookings Institution, budget projections indicate that while Medicare 
outlays, absent change, are scheduled to rise from $176B in 1995 to well over $300B 
in 2002, they are scheduled to rise further to over $400B by 2005. Likewise, trust 
fund projections for Medicare Part A indicate that while the cash flow deficit is 
expected to hit $50B in 2003, it will grow to $100B in 2008. Given such forecasts, 
continued Medicare cost reduction efforts will likely be required if the federal budget is 
to remain in balance without resorting to tax increases. This prospect may deter many 
employers from participating in a MIG like arrangement Further, as efforts continue to 
reduce Medicare outlays, a primary focus should be on assuring that providers of care 
are committed to a continuous quality improvement process, eliminating all 
semblances of waste in the system, and meeting best practice benchmarks. The goal 
should be to reduce the cost of health care for all payers, public and private, rather 
than shifting costs from the public to the private sector. 

Alternatives 


Notwithstanding the above, opportunities exist for employers and Medicare to work 
together to realize retiree health care savings. For example, many employers offering 
managed care options, offer plans developed by Blue Cross Blue Shield, commercial 
insurance companies, and well. recognized HMDs. These plans, in turn, contract with 
providers. While these managed care plans often incorporate benefit administration 
techniques developed in concert with the employer. HCFA could seek to negotiate a 
risk arrangement directly with the managed care plan covering Medicare benefits, 
while the employer could negotiate an arrangement with the plan covering employer 
provided complementary benefits. In this way. the retiree would be able to remain in 
the same health system, subject to the same or similar cost containment rules 
applicable during pre-Medicare years, free of the administrative hassle retirees coping 
with both Medicare and a former employer's claims processing procedures must 
endure, and both Medicare and the former employer could realize health care savings. 
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In this regard, it should be noted that it has been the existence of ERISA which has 
facilitated the growth and development of high quality, cost effective employer 
sponsored health plans, the very plans you seek to enlist to help control the rate of 
growth in Medicare outlays. For this reason, both the federal government and 
employers have a mutual interest in preventing the adoption of anti-managed care 
proposals. 

In addition, to assure Medicare does realize savings from the expansion of managed 
care enrollment, it appears that, in addition to revising the program to provide a 
reason for a Medicare beneficiary to want to enroll in a managed care plan. Medicare 
must also develop a risk adjusting technique to guard against risk selection. Based on 
testimony this Committee received earlier this year from Bruce Vladeck, HCFA 
Administrator, the Adjusted Average Per Capita Cost (AAPCC) method HCFA uses to 
pay Medicare risk contractors (not MIGs), is not adjusted for the health status of the 
enrollee. As a result, managed care currently costs the Medicare program rather than 
achieving savings, as these plans appear to attract the healthier members of the 
Medicare population. While negative for Medicare, beneficiaries enrolled in some of 
these plans receive additional benefits at no cost to them {which often serve as the 
incentive for them to join the plan in the first case). If Medicare wishes to achieve 
savings and increase enrollment in managed care plans, this cannot continue. 

Conclusion 


Mr. Chairman, reforming the Medicare program to incorporate the extensive offering of 
managed care options available to the employed population is a long overdo means to 
reduce the rate of growth in Medicare spending. Efforts to achieve Medicare savings 
which rely mainly on constrained provider fees, and which ignore the savings 
opportunities presented by managed care, often end up shifting costs to private sector 
payers and doing little to reduce overall national health spending. Both our federal 
budget deficit and our high rate of national health spending pose a major threat to 
sustained economic growth in the future. \Miile solving either or both problems wilt 
not solve all of our country's economic and social problems, they are interrelated, and 
solving them will be essentia! If we are to offer future generations of Americans the 
opportunities we have enjoyed. 
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Mr. McCrery. Thank you, Mr. Maher. 

Mr. Salter. 

STATEMENT OF CHARLES G. SALTER, DIRECTOR, EMPLOYEE 
BENEFITS, GENCORP, FAIRLAWN, OHIO 

Mr. Salter. Mr. Chairman and Members of the Subcommittee, 
my name is Charles G. Salter, director of employee benefits of 
GenCorp. I am also pleased to serve on the board of directors for 
the Association of Private Pension and Welfare Plans, an associa- 
tion I am sure each of you are familiar with, with their construc- 
tive and thoughtful assistance in legislative matters affecting pen- 
sions and health care. 

GenCorp is a technology -based company in Fairlawn, Ohio, with 
positions in aerospace/defense, automotive and polymer product 
markets. We cover approximately 26,000 employees and depend- 
ents in our employee medical plans and approximately 21,000 retir- 
ees and dependents under various retiree medical programs. 

As a representative of a plan sponsored by a self-insured em- 
ployer and an employee benefits professional, my intent today is to 
encourage you in your further exploration of the ways in which em- 
ployers can participate constructively in the Medicare Program. 

Like many other emplyers, we are engaged in examining the fea- 
sibility of contracting with HMOs that have risk-sharing contracts 
with Medicare. Briefly stated, I wish to encourage you in the fol- 
lowing specific areas: 

Congress should encourage the expansion of managed care with- 
in the Medicare Program. Managed care should be positioned to en- 
hance the quality of health care delivered to Medicare beneficiaries. 
Confess should seek to attract more HMOs to participate in the 
Medicare risk-sharing program. Congress should encourage the 
participation of employer groups in the HMO risk-sharing program. 

First, the experience of employers like GenCorp indicates that 
the strategy of managing health care produces better results than 
the passive use of the unmanaged fee-for-service system. Working 
with health care providers and network managers, such as HMOs 
or insurers, employers have driven the employee group health mar- 
ketplace in the direction of organized systems of care that focus on 
the course of a patient’s treatment, the coordination of necessary 
care, and attention to the overall allocation of scarce resources. The 
extension of these advances to Medicare beneficiaries should be en- 
couraged and expanded. 

Many managed care concepts and innovations have been devel- 
oped and honed in the marketplace for active employees. Requiring 
health care providers and managed care networks to be responsive 
to the needs of plan participants and the employer/payers has lit- 
erally transformed the marketplace for private employer groups in 
the last 7 to 10 years. It is not merely an economic phenomenon. 
Most successful employer managed care programs are focused on 
improving the quality of health care delivery. Good financial re- 
sults typically follow efficient delivery of quality health care serv- 
ices. This model has much to offer the Medicare population, par- 
ticularly in the areas of disease management, wellness, care of 
chronic health conditions, and the continuity of care. 
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Next, one of the hallmarks of the movement of employer plans 
toward managed care has been a focus on improved quality in the 
health care system. Among the lessons we have learned in manu- 
facturing, as well as in delivering health care benefits to our em- 
ployees, is that illusive concepts such as health care quality can be 
reduced to identifiable elements. The relative presence or absence 
of these elements can serve as indicators of the quality of network 
management and ultimately the quality of health care delivery. 

The coalescence of health providers, network managers, insurers, 
and other professionals around such benchmarking activities as the 
HEDIS, Health Plan Employer Data and Information Set, measure- 
ment tool and the collaborative efforts of employer-led initiatives 
like the Cleveland Health Quality Choice program are evidence of 
marketplace activity that is having success and positive impact on 
improving the quality of care and reducing cost. 

Both, the government and the private sector have substantial fi- 
nancial obligations with regard to retiree medical coverage. Ap- 
proximately 40 percent of all Americans receive their health care 
benefits from self-insured employer-sponsored plans. It is clear that 
both parties have a significant interest in seeing that quality im- 
provement continues to be a hallmark of managed care as it is in- 
troduced to the Medicare population. 

My message to you today, simply put, is that quality costs less. 
Incorrect diagnoses, improper treatments, unnecessary service, and 
the inappropriate setting for care are, by definition, not quality. 
The key is identifying a reasonable consensus view on quality indi- 
cators, communicating that view to managed care organizations, 
and then driving the change. 

Today, less than 10 percent of Medicare beneficiaries are enrolled 
in managed care for the receipt of their benefits. Despite increased 
efforts by HCFA and the HMO community, the level of participa- 
tion is far below the level of participation in the pre-65 population. 
At GenCorp, the figure in managed care is close to 80 percent. 

I will leave it to the HMO community and managed care net- 
works to identify technical factors that may need to be revisited in 
order to increase managed care enrollment under Medicare. Gen- 
erally, however, I would call your attention to one significant char- 
acteristic of the current Medicare risk-sharing program. 

Under the HMO risk-sharing program, HMOs contract with 
HCFA on a capitated basis to provide at least the full Medicare 
benefit package, usually along with additional supplemental bene- 
fits. This has led, however, to the development of an HMO Medi- 
care product focused on individuals rather than on groups. 

The individual nature of the product contributes to the labor in- 
tensive way in which HMOs must market, enroll, and administer 
their Medicare members. It also leads to the final suggestion I wish 
to offer to you today. Increased employer involvement in enrolling 
retirees in Medicare risk-sharing HMOs can help bring greater 
group related efficiencies, greater retiree acceptance as well. 

Increased employer participation in the Medicare risk-sharing 
marketplace has several benefits to the beneficiaries, employers, 
and the government. Current and future Medicare beneficiaries 
will be more willing to enroll in Medicare risk-sharing HMOs if 
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their employers are actively involved in reviewing and monitoring 
those plans. 

Employees are also able to negotiate and improve plan desi^s 
from risk-sharing HMOs hy seeking supplemental benefits and im- 
prove pricing arrangements for employer groups. Experience with 
enrolling active employees in managed care has also taught em- 
ployers what needs to be communicated to participants in order for 
their decisions to be well informed and for a managed care program 
to be successful. 

At GenCorp, we are currently participating in an employer coali- 
tion lead by a national benefits consulting firm, Towers Perrin. 
This coalition of over 70 employers is exploring the offering of se- 
lected risk-sharing Medicare HMOs to over 1.5 million Medicare- 
eligible retirees. We recently completed the first phase of analysis 
in which we identified the areas where our retiree population, com- 
bined with others in the coalition, have a geographic match with 
current risk-sharing HMOs. The response of HMOs so far is en- 
couraging. We are hoping to negotiate and approve meaningful sup- 
plemental benefits on favorable terms in addition to the required 
Medicare package. 

We believe that employer involvement in the process will contrib- 
ute to higher than average retiree enrollment and satisfaction with 
the selected HMOs involved. This is a developing example of the 
positive role that employers committed to the benefits of managed 
care can play in connection with the Medicare Program. 

I thank you for the opportunity to testify today, and I would be 
pleaseu to respond to any questions you might have. 

[The prepared statement follows:] 
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TESTIMONY OF CHARLES G. SALTER 
GENCORP 


Mr. Chairman and mambera of the Subcommittaa, my nama ia 
Chartaa 6. SaKar, Director, Employee Banafita of GanCorp. 

GanCorp ia a tachnology-baaad company located in Falrtawn, 
Ohio, with atrong poaitlona in aaroapaca/dafanae, automotive and 
polymer product markata with nat aalaa of Si -7 Billion in 1994. Wa 
cover approximately 26,000 amployaaa and dependents in our 
employea medical plana and approximately 21,000 ratireaa and 
dependants under various retiree medical programs- 

As a repreaentativa of a plan sponsored by a self-insurad 
employer and an employee benefits professional, my intent today is to 
encourage you in your further exploration of the ways in which 
employera can participate constructively in the Medicare program. Like 
many other employers, wa are engaged in examining the feasibility of 
contracting with HMOa that have risk sharing contracts with Medicare. 
Briefly stated, I wish to encourage you in the following specifle areas: 

» Encourage the expansion of managed care within the Medicare 

program. 

The experience of employers like OenCorp indicates that the 
strategy of managing healtii care produces better results than the 
passive use of the unmanaged fee-for-service system. Working with 
health care providers and network managers, such as HMOs or 
insurers, employers have driven the employee group health 
marketplace in the direction of organized systems of care that focus on 
the course of a patient's treatment, the coordination of necessary care 
and attention to the overall allocation of scarce rssourcea. The 
extension of these advances to Medicare beneficiaries should be 
encouraged and expanded. 

Many managed care concepts and innovations have been 
developed and honed in the marketplace for active employee group 
health benefits. Requiring health cars providers and managed care 
networks to be responsive to the needs, of plan participants and the 
employer/payers has literally transformed the marketplace for private 
employer group health coverage in the last seven to ten years. This is 
not merely an economic phenomenon. Most successful employer 
managed care programs are focused on improving the quality of health 
care delivery; good financial results typically follow efficient delivery 
of quality health care services. This model has much to offer to the 
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M«dic«r« population, particularly In tita araaa of diaaaaa managamant, 
wallnaaa, tha cara of chronic haalth condHiona and tha continuity of 
eara. 


^ Uaa managad cara to anhanca tha quality of haalth cara dallvarad 

to Madicara. 

Ona of tha hallmarka of tha movamant of amployar plans toward 
nnanagad cara has baan a focus on improvad quality in tha daiivary of 
haalth cara banafits. Among tha lassons wa hava laamad In 
manufacturing, as wall as in daiivaring haalth cara banafits to our 
amployaaSi is that elusiva concapts such as haalth cara quality can ba 
raducad to Mantiflabia alamants. Tha ralativa prasanca and/or abaanca 
of thssa alamants can sarva as indicators of tha quality of network 
managamant and uMmataly tha quality of haalth cara daiivary. Tha 
coaiascanca of haaith providare, natwork managers, insurers and other 
professionals around such benchmarking activKlas as tha HEOiS 
maasuramant tool and tha coliaborativa efforts of amployar-tad 
initiativas like tha "Clavaland Haaith Quality Choica'* program are 
avidanea of marketplace activity that it having suceass and posMiva 
impact on Improving tha quality of eara and reducing cost 

Both tha govammant and tha private sector hava substantial 
financial obligations with regard to rstirsa medical coverage. 
Approximately 40% of all Americans racalva thair haalth eara banafits 
from satf-inaurad. amployar sponsored plans. It is clear that both 
partias hava a significant Intarast in seeing that quality improvamant 
continues to ba a hallmark of managad cara as it la introduced to tha 
Madicaro population. My massage to you, simply put, is that quality 
costs lass. Incorrect diagnoses, improper treatments, unnecessary 
sarvicas and inappropriate settings for cara are, by definition, not 
quality. Tha key is WantHying a reasonable, consensus view on quality 
Indicators, communicating that view to managad cars organizations 
and than driving tha process in our roles as payer through continual 
qualify hnprovamants. 

>■ Attract more HMOs in tha Medicare risk sharing program. 

Today, lass than tan percent of Medicare beneficiaries are enrolled 
in managad care programs for tha receipt of their Medicare banafits. 
Despite Increased efforts by HCFA and tha HMO community, this level 
of participation la far below tha level of participation of the pra46 
population in managad care. Among active eligible amployeas, more 
than 60 percent are enrolled in some type of managed health cara 
system. At QanCorp this figure is ctossr to 80%. Tha employers who 
moved In this dira^on, soma of them many years ago now, hava 
enjoyed tha banafits along with tha risks of being pioneers. In similar 
fashion - that is, to drive marketplace change for Medicare 
banaficiarlas - I ouggest you focus on those policy changes that will 
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continue to attract HMOa in iU ragiona of tha country into the risk 
sharing program. 

I wiii isavs it to tha HMO community and managed care networks 
to identify those technical Victors that may naed to be revisited in order 
to increase managed care enrollment under Medicare. Qenerally, 
however, l would call your attention to one significant characteristic of 
the current Medicare risk sharing program. Under tha HMO risk 
sharing program, HMOa contract wHh HCFA on a capitated basis to 
provide at least the full Medicare benefit package, usually along with 
additional supplemental beneflta. This has led, however, to the 
development of an HMO Medicare product focused on individuals, 
rather than groups. The individual nature of this product contributes 
to the labor Intensive way in which HMOa must market, enroll and 
administer their Medicare members. It also leads to the final 
suggestion l wish to offer you; increased employer Involvement in 
enrolling retirees in Medicare risk sharing HMOs can help bring greater 
group*relatsd afRciencies and greater retiree acceptance to this aspect 
of the Medicare program. 

>■ Continue to encourage the participation of employer groups in the 

HMO risk sharing program. 

increased employer participation In the Medicare risk sharing 
marketplace can have several benefits for Medicare beneficiaries, 
employers and the government Current and future Medicare 
benefleiarfes will be more willing to enroll in Medicare risk sharing 
HMOs if their employers are actively involved in reviewing and 
monitoring these plans. No amount of HMO marketing and advertising 
can compete with the positive effect of a communication from the 
retiree's former employer introducing the managed care concept and 
the potential benefits of participating in a managed care network or 
HMO. As I indicated earlier, approximately 80% of our employees are 
already participating in managed care programs; therefore, 
continuation of managed care Into retirement will be anticipated and 
considered the norm. 

Employers also are able to negotiate improved plan designs from 
risk sharing HMOs by seeking supplemental benefits and improved 
pricing arrangements for employer groups. This existing flexibility in 
the risk sharing program is sometimes not even fully understood by 
HMOs that have risk sharing contracts with Medicare. As sophisticated 
purchasers of health services, employers involved in this market place 
can bring about product Innovation by HMOs and greater value to 
retirees. 

Experience with enrolling active employees in managed care 
programs has also taught employers what needs to be communicated 
to participants in m-der for their decisions to be weH informed and for 
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a managad car* program to ba auccaaaful. Suceaaa in ttiaaa program# 
ia maaaurad by participant undaratanding and accaptanca, not by 
eoareion. Employar involvamant in anrolHng ratiraaa in risk aharing 
HMOa that tha ampioyar andoraaa can laad to lowar diaanrollmant by 
ratiraaa from riak aharing HMOa. 

At OanCorp, wa ara currantiy participating in an ampioyar 
coalition lad by a national banafita conaulting Arm, Towara Parrin. Thia 
coalition of over 70 amployara la axploring tha offaring of aalactad liak 
aharing Madicara HMOa to ovar 1.6 million Madicara-aligibla ratiraaa. 
Wa racantty complatad tha flrat phaaa of analyaia in which wa idantiflad 
tha araaa whara our ratiraa population, combinad with othera In tha 
coalition, have a geographic match with currant riak aharing HMOa. 
Tha raaponaa of HMOa to far la ancouraging; wa ara hoping to 
nagotiata improvad and maaningful aupplamantal banafita on Mvorable 
tarma in addition to tha raquirad Madicara package. We baiiave 
ampioyar involvamant In thia procaaa will contribute to higher than 
average ratiraa anrollmant and aatiatactlon with tha aalactad HMOa 
involved. Thia ia a developing example of tha poaltiva role that 
amployara committed to tha banafita of managad care can play In 
connection with tha Madicara program. 

Thank you for tha opportunify to taatHV today. I would ba pleated 
to raapond to any quaationa you may have. 
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Mr. McCrery. Thank you, Mr. Salter, and thank all of you for 
your excellent testimony. 

Now I am going to ask Mr. Ensign if he would like to inquire of 
the witnesses. 

Mr. Ensign. Thank you, Mr. Chairman. 

I want to explore some of these ideas you talked about. Mr. Van 
Bell, you talked about saving $500 per year. I think that all of you, 
through a lot of the innovations you have done through your com- 
panies and with some of the coalitions, have been able to bring the 
costs down in some cases, in some cases slowing the rate of growth 
similar to what we are talking about doing with the Medicare pop- 
ulation. 

In Mr. Stark’s opening testimony, he talked about severe cuts in 
Medicare spending. I want to address that issue because I think it 
is a very important issue. The other day we had a person that was 
in charge of the University of California health care systems, and 
they talked about savings, over $650 per year per enrollee. Because 
of the innovations they had done, they actually had savings that 
much per year. 

I asked the question, and I am asking you the same question, do 
you consider the savings through innovation, and all of you men- 
tioned that you had improved quality and not decreased the level 
of satisfaction from your enrollees. Do you consider those cuts? 

Mr. Van Bell. I would certainly be happy to try to respond to 
the question. I don’t believe that our retirees or the Medicaid eligi- 
ble in the State of Iowa that are in our program would look upon 
our innovations as cuts. I believe that they would look upon them 
as enhancements to the quality of the care we provide. 

In a number of initiatives surrounding our disease management 
strategies with the asthmatic population, we are beginning to see 
some real benefits through the education process, teaching these 
patients how to use peak flow meters and manage their own condi- 
tions so they are not needing to run to an emergency room at 3 
o’clock in the morning. These kinds of innovations, we believe, are 
going to clearly enhance the quality of care. 

People have told us that they feel they are in control and they 
are managing their care much more efficiently with the primary 
physician that they are now a part of, in a relationship. 

Mr. Ensign. What Mr. Stark said this morning, though, you just 
cut their benefits because you are spending less money. You are 
saving money by not going to the emergency room. That is a cut. 
Just because you are giving them better care, that doesn’t mean 
anything, I guess. That is a cut. 

Mr. Van Bell. Well, I can’t really represent what was said ear- 
lier. I can only say what we are doing, and I look upon it as a way 
to improve the quality of care, and that is really one of my mis- 
sions. If I am saving money in the process that can be used for 
other types of care or other services in this country, then that is 
a positive that flows from this activity. 

Mr. Ensign. Mr. Stark also mentioned in his testimony about 
maybe these companies getting involved with the retirement popu- 
lation do not have the purest motives at heart when they are try- 
ing to get involved with this type population. 
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Could you, anybody on the panel, address some of the reasons 
that you would want to be involved with the retirement population, 
the Medicare population? 

Mr. Maher. I think the only reason a company would want to 
get involved is the same reason that the government wants to get 
involved, and that is to have a win-win situation. For that reason, 
a company is not likely to want to get involved if they think the 
deck is stacked against them and they are going to lose money, 
very clearly for the reasons in my testimony. I would submit that 
Medicare, likewise, should not enter into an arrangement if it 
would lose money. 

I happen to believe that, as you go down this path, which makes 
an awful lot of sense in terms of trying to get more people in man- 
aged care plans, that the current methodology that is used to pay 
for these beneficiaries appears to be working against the govern- 
ment. The last thing you want to do is to worsen the budgetary sit- 
uation. 

So, I would encourage the Committee to look into how the gov- 
ernment pays to make sure that it is a good deal for the govern- 
ment. The only way this is going to work is if it is a good deal for 
both parties, and, frankly, it can be. 

Mr. Ensign. Well, not as far as the rhetoric up here is concerned. 
It is one or the other. I would agree with you. We need to change 
our paradigm. We need to change our mindset, similar to what 
business is doing in the United States with labor unions and man- 
agement. 

There are ways to have both parties win. 1 think the best way 
for us is to design programs where the Medicare population and 
the government both win. 

Mr. Van Bell. I would just add that in our health plans, on the 
boards of our health plans, labor is represented and has been rep- 
resented for 15 years. So, we have an ongoing dialog with labor. 

As we look at managing the costs of our parent company, that 
is one of our missions within John Deere Health Care. Our retirees 
are an important part of that, as I mentioned. We believe that it 
is important to manage all the supplemental benefits that we pro- 
vide. 

Beyond Medicare, we provide the pharmaceutical benefit, drug 
benefits, vision, hearing, dental. All of those are components of cost 
that we have to bear as a corporation, and we need to work on 
managing those costs and that is part of our responsibility. 

Mr. Ensign. My time is up. Thank you, Mr. Chairman. 

Mr. McCrery. Thank you, Mr. Ensign. 

Mr. Cardin. 

Mr. Cardin. Thank you, Mr. Chairman. Let me thank all three 
of our witnesses, not only for their testimony, but for the ways in 
which you have managed your health care for your respective enti- 
ties. Very impressive testimony and very impressive results. 

One of the purposes for today’s hearing is to explore the feasibil- 
ity of looking to private employers to assume more of the respon- 
sibility in Medicare, if we were to look at your employees once they 
reach the age of Medicare eligibility, all remaining in your health 
care plans. 
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The Republican-passed budget in the House provides for an an- 
nual increase in Medicare over the next 7 years of 5.4 percent. 
Now, if you adjust that for the demographic changes that are an- 
ticipated, that would be approximately a 3.9 percent per capita in- 
crease over the next 7 years. 

The question that I would like to focus on, would you be willing 
to assume the responsibility of all of your retirees who have 
reached the age of Medicare eligibility, and assume full responsibil- 
ity for their health care costs with the Federal government paying 
to you the current per enrollee federal cost for Medicare, adjusted 
annually by 3.9 percent? Can that work? 

One of the difficulties we have on optional plans is, we run into 
the problem of potential adverse selection or cherrypicking, how- 
ever you want to refer to it, and there is a tendency for the more 
disabled seniors to stay in fee-for-service under Medicare and not 
to come into a managed care environment. 

So, my question is, if the system were so designed that every per- 
son that is in your plan remains in your plan on reaching Medicare 
eligibility, and the Federal Government were to pay you that sum 
of money, is that a feasible alternative? Understanding, of course, 
that we would require that the benefit levels not be reduced or the 
cost to the seniors increased as one of the ways of bringing the 
plans into balance. 

Who wants to tackle that? Are you willing to assume that re- 
sponsibility? 

Mr. Maher. I will start. Mr. Cardin, there are a lot of employers, 
including our company for a sizable number of our retirees, that 
have already taken the step the Congress is trying to take, that is, 
by trying to limit our future liability for cost by just assuming that 
we are going to pay x dollars, perhaps inflated each year by some 
amount, and, in essence, the risk gets transferred, in this case to 
beneficiaries. For a lot of the reasons set forth in my testimony, I 
think that you will find a lot of apprehension in the employer com- 
munity about the proposal that you mentioned. 

Let me get to the larger question, and that is businesses in this 
country today, if they are going to succeed in a global economy 
must operate with a continuous improvement mentality, setting 
breakthrough objectives and then, hopefully, meeting them; and 
setting new breakthrough objectives. The objective should not be 
whether it is reducing the rate of growth or cutting Medicare costs, 
it is trying to get the job done as efficiently as possible. 

Given all of the indicators of excess in the health care delivery 
system in this country, I am not prepared to say that 3.9 percent 
is not doable. 

Mr. Cardin. The question is would you be willing — how would 
you feel if legislation were crafted that required you to assume this 
responsibility without diminution of benefits to the seniors or with- 
out additional cost to the seniors, guaranteeing you the funds that 
I said? How would Chrysler feel about that? Would you support 
that legislation? 

Mr. Maher. Well, first off, I think you saw the attitude of the 
great bulk of the employer community in the last 2 years when the 
subject was taking on the risk for active employees on a mandated 
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basis. I suspect that if you are talking about, all right, we are going 
to therefore mandate everybody to take on not only 

Mr. Cardin. I will do it voluntarily. Will you step forward and 
volunteer to take 

Mr. Maher. I think my testimony makes clear all of the reasons 
why you would find a lot of apprehension in the employer commu- 
nity for the employer to assume that risk. 

Mr. Cardin. I understand that. 

Mr. Maher. I think I have set some alternatives here. There are 
people in the business called HMO plans who are in the business 
of assuming risk, and there is no reason why HCFA and employers 
cannot contract with them. 

Mr. Cardin. The difficulty is that unless you take the full group, 
you run into the 

Mr. Maher. Selection problem. 

Mr. Cardin. The selection problem. We know that is one we have 
not been able to come up with a satisfactory solution for. Maybe, 
you all have the answer to that. We welcome your suggestions. We 
are still tiding to figure out how to deal with selection. 

The bottom line is this: Can the business community, which has 
been successful in dealing with health care by better educating 
your enrollees and developing better ways of offering additional 
choice to your employees, can you take on more of this responsibil- 
ity, at a 3.9 percent annual growth, without diminution of the ben- 
efits or additional cost? 

I think the answer is — and you were pretty direct — you would be 
pretty reluctant to accept that kind of responsibility. 

I don’t know if either of the other two witnesses want to com- 
ment or not. 

Mr. Van Bell. I would quickly add that I don’t believe we know 
the answer to the question. There are so many variables when you 
look at our population versus, say, Chrysler’s or anyone else, trying 
to understand how you would do it. We as an HMO are looking into 
seeking a risk contract as we speak. Some of the work we are doing 
with a MIG addresses 

Mr. Cardin. That doesn’t assume all your employees. 

Mr. Van Bell. Pardon? 

Mr. Cardin. That doesn’t assume that everyone will join the risk 
contracts. 

Mr. Van Bell. No, I am talking about the commercial aspect of 
John Deere Health Care. The risk. 

Mr. Cardin. I’m sorry. 

Mr. Van Bell. There are so many variables that we would have 
to understand, plus the administrative activities. Seeking a risk 
contract, as I understand it, is probably a year’s proposition at the 
very best. So, there are a lot of things that go into that decision, 
and it is very difficult. The variation from different parts of the 
country. It is so difficult to answer that question. 

Mr. Cardin. Thank you. 

Mr. Salter. I can say that at GenCorp we certainly believe this 
whole issue is a national issue; probably needs to be spread in 
some form over the economy as a whole. 

What I think each one of us, independently, has said is that 
managed care has worked at our companies. If you have a level 
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playingfield, there is absolutely no reason why it cannot work na- 
tionally. When we talk about cuts, we are really talking about cuts 
in waste, cuts in inefficiency. 

Our companies are not in the position to continue to invest in 
waste. Quite the opposite. We are trying to cut that. That, in turn, 
relates to improved service and improved quality, and so forth. 

So, I believe what we are really saying is that quality costs less 
and the only way you get to quality is to begin to measure what 
you do. Right now we are not doing that in our health care delivery 
system. 

Mr. McCrery. Thank you, gentlemen. Thank you, Mr. Cardin. 

Since, Mr. Cardin’s questions are always so penetrating and elic- 
it such enlightening information, and because he has no help on his 
side today, I allowed him to go further than we normally would. 

Mr. Christensen. 

Mr. Christensen. Thank you, Mr. Chairman. 

Let’s just go over some Medicare facts in terms of the spending 
per senior citizen this year and in terms of medical benefits re- 
ceived. Currently, we are spending $4,800 per Medicare recipient. 
In year 2002, we are going to spend $6,400 per Medicare recipient 
in terms of medical benefits received. That is a $1,600 increase. 

Listening to Mr. Stark speak, it would seem as if we are bringing 
an end to Medicare as we know it. These “Mediscare” tactics that 
have been promulgated by the liberals in this House is really dis- 
gusting, and we keep hearing it from our friends on the left. It 
doesn’t help us get to a solution of the Medicare problem. 

Clinton’s own trustees, as you know, have stated that Medicare 
goes bankrupt in the year 2002. It is growing at a 10-percent 
growth rate. We are going to slow it down to 6 percent. But yet, 
to listen to Mr. Stark and others speak, innovative and novel ideas 
are not what we need at this time. 

My question would be regarding the Democrats’ big government 
experiment with health care last year that was soundly rejected by 
the American people. Where were each of your companies on this 
approach to solving health care last year? And then I have a follow- 
up. 

Mr. Van Bell. We followed the legislation throughout the proc- 
ess and we felt very strongly that the private sector held many of 
the solutions. We were very concerned about the creation of alli- 
ances and more government intervention with our programs. 

We felt very strongly that we should continue to work to unleash 
the private sector in health care. We felt a number of the innova- 
tions that we had embarked on and invested in to improve the 
quality of care would probably not continue if we moved in that di- 
rection. So we were terribly concerned with the direction of legisla- 
tion last year. 

Mr. Maher. Our company believes that the health cost in this 
country and the cost shifting that is inherent in this country will 
really never be fully resolved until you get all people in this coun- 
try covered. As a result, there were many aspects of the Health Se- 
curity Act, including the goal of getting everyone in this country 
covered that we supported. 

To the extent the country decided that it wanted to continue with 
a public-private system as opposed to a fully tax supported system. 
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if we were going to rely on employers to provide coverage for people 
who worked, the great bulk of people do that, we did support the 
fact that all employers should be required in some way to contrib- 
ute to the cost of health care in this country. 

We supported reliance on competition in terms of health plan de- 
sign as opposed to a fully rated regulated system. Because we 
think that competition, in terms of solving the cost problem, if it 
is competition versus full rate regulation, you are better to have 
some blend of both rather than having a fully rated regulated sys- 
tem. Because, clearly, the marketplace has shown that you can get 
efficiencies in the system. We are starting to see the introduction 
in some European countries experimenting with HMOs, and so 
forth, even within their budgeted systems. 

We did support a requirement that all employers in some way 
participate in the system, because my company, for example, and 
the manufacturing sector in general, is paying about 28 percent ad- 
ditional in health costs because of cost shifting. A great deal of that 
is because people in our industry, in manufacturing and other large 
industries end up not only paying for their employees, but also 
spouses of their employees who have jobs elsewhere. It is just, in 
our sense, not a fair way of distributing costs. 

Mr. Christensen. Mr. Salter, also, I would like you to address 
whether your company has experimented with MSAs at all? 

Mr. Salter. No, we have not. I have a comment on that, though. 
I think it is interesting, I had a chance to explore the issue as far 
as allowing individuals through MSAs, for example, to purchase 
their own health care. It gets to the subject or the topic of innova- 
tion in health care. 

It is interesting. It is not very innovative if you look at somebody 
who is selling an appliance in a store. They have a price tag, and 
they even have a consumer report that will rank all the quality. 
I think what we have said today is that we really would like to see 
the force of the markets unleashed at producing efficiencies in the 
system. 

There is no consumer report on health care. Quality is assumed 
in the system. That is dangerous because we have already recog- 
nized we have measured some. There is a large variance in quality 
within even communities. Price is very difficult to obtain. There- 
fore, if you are purchasing based upon value, and value typically 
is some tradeoff between quality of a product and the cost of that 
product, that is not available in the health care system. 

So, really, consumers today cannot go out there and, quote, shop 
for their health care. I think if we had something like that, it 
would perhaps go a ways toward helping with MSAs. 

Mr. Christensen. You are exactly right, and we had a panel yes- 
terday, including, among others, Stuart Altman, who summed it up 
perfectly about the HCFA and the health care system delivery we 
have now for the Medicare. His quote was, we are talking about 
efficiency here. That, unfortunately, sums up our system. 

Thank you, Mr. Chairman. 

Mr. McCrery. Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. Just a couple of 
questions, one specific and one a little broader. 
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Specifically about John Deere. Is this correct, that you give retir- 
ees the same health care coverage if they go outside the managed 
care arrangements? 

Mr. Van Bell. Their benefit offering provides that they have ba- 
sically the same package. There would be some enhancements 
through our managed care program, effective case management, 
some education in preventive medicine, and things like that. They 
are very much the same plans. 

Mr. Houghton. OK. Now, the more general question really is, 
the difference between the approach that Chrysler and John Deere 
are taking as far as retirees. 

If I understand it, Chrysler rejected the concept — working closer 
with HCFA — to be able to blend the Medicare and the non- 
Medicare expenses. It somehow did not work out. John Deere was 
willing to do that, assuming, of course, that the whole push would 
be more toward the managed care area, and you thought that that 
was a good sort of common denominator. Why the difference in the 
two approaches here? 

Mr. Van Bell. I will let Wally answer that and then I will try 
to respond, too. 

Mr. Maher. Two things. First, the time period. Our involvement 
was 1988 and 1989. In addition to the uncertainties that I men- 
tioned in my oral testimony today, my written testimony talks 
about a lot of the other things on the table then. For example, at 
that time the Medicare Catastrophic Act had just passed. The ques- 
tion was how in the world is that going to impact our negotiations 
with HCFA? The Physician Payment Review Commission had just 
recommended to Congress a total overhaul in the way Medicare 
paid physicians, which was probably going to be implemented, and 
indeed was. How was that going to impact our arrangements? 
Probably the biggest factor is that we are not in the HMO business; 
John Deere is in the HMO business. They have been working on 
this project with HCFA for 5 years and will likely start it, as I un- 
derstand it, next year, 1996. 

Being in the health plan business eliminates from consideration 
a significant amount of the investment in administrative systems. 
In other words, to a certain extent there is some sunken cost al- 
ready there in an ongoing HMO that we don’t have, and we are in 
the car and truck business and not in the HMO business. 

So, the question to our management at that time, do we want to 
make an additional investment in this type of system which, to 
make sense, would have to be amortized over a long period of time 
and over a large enrollment? The question: Are you going to be in 
this demonstration for a long enough period of time and get enough 
people in it to make it worthwhile? And those questions were just 
not satisfactorily resolved. 

Mr. Houghton. OK. 

Mr. Maher. Conceptually, what I think is important, is we con- 
tinue to believe that both companies offering complimentary bene- 
fits and Medicare, both can gain if that Medicare beneficiary is en- 
rolled in a good, efficient health plan. The question is: Who is going 
to bear that risk? 

I think one suggestion we have is there are businesses out there 
in that business of managing health plan delivery. I suggest that, 



39 


in terms of accountability, it may be best to have the health plan, 
the accountable health plan, be the one bearing that risk. Indeed, 
that is the business that John Deere Health Care is in, to be an 
accountable health plan. 

Mr. Van Bell. There clearly are differences. First of all, we feel 
very strongly that health care is local. Our environments are very 
different, where Chrysler would be located and maybe where Deere 
is located with a number of its facilities. I also need to preface any 
remark by indicating it has been 5 years and that is not really a 
problem because of HCFA, it has been a combination of a lot of 
things that had to be dealt with. 

We believe with health care being local that we can work with 
those providers very effectively. We know that most of our retirees 
domicile in the community in which they work when they retire. 
We have been in this business for about 20 years. We have a 
database of retiree costs, at least supplemental costs. The situation 
was significantly different looking at Chrysler and John Deere. 

Now, there are applications, I am sure, very similar to ours in 
other parts of the country where a MIG might very well work. 

Mr. Houghton. Mr. Chairman, could I just ask one more quick 
question? 

Gentlemen, since you are not willing to accept the succulent offer 
of Mr. Cardin here on the 3.9 percent, I must assume, therefore, 
that you are going to be able to control your costs over the next 
5 years below that. Is that right? 

Mr. Van Bell. I don’t know as anyone really knows what is 
going to happen with costs over the next 5 years. I know we will 
negotiate additional labor contracts in that period of time. I have 
no idea what might be envisioned in labor negotiations that might 
impact retiree costs. I have no idea what might happen at the 
State or Federal level. It is very, very difficult to try and forecast 
what those costs are. 

What I try to do is to manage those costs as well as I possibly 
can with a quality thrust. Our whole effort, we really believe that 
enhancing the quality of care is going to reduce the cost of that 
care. Everything we do, our physicians that are on staff in our cen- 
ters, our work with Mayo, all are directed to do that. We believe 
the payoff is in managing that cost. The peripherals out there, 
many things I cannot control. 

Mr. Houghton. Thank you, Mr. Chairman. 

Mr. McCrery. Thank you, Mr. Houghton. 

Mr. Van Bell, if you can, let us explore some of the negotiations 
that have been taking place with HCFA over the last several years. 
I am going to try to characterize the interests of HCFA and the in- 
terests of John Deere and you tell me if it is a proper characteriza- 
tion and then let us expound on it. 

HCFA, I assume, is concerned that if they give you a capitated 
rate for folks in your HMO that you will get the low-cost employees 
into your HMO and the high-cost employees will stay in the fee- 
for-service and Medicare will have to reimburse them on a fee-for- 
service basis. 

Your concern, I would assume, is that if you accept a capitated 
payment, you don’t want to get all the high-risk patients in your 
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HMO under a capitated rate and have the better risk stay in fee- 
for-service. 

Is that the tug and the pull that has been taking place? 

Mr. Van Bell. I don’t know it is fair to characterize it as a tug- 
ging and pulling, but I would say that trying to understand what 
the rate ought to be is the question. We have been working with 
HCFA in very positive ways to try to determine what the appro- 
priate rate is, looking at the Deere experience, looking at the coun- 
ty experience, looking at national experience. 

We have engaged the help of Deloitte & Touche as we work 
through this and in attempting to come up with what is appro- 
priate. Obviously, the MIG has a 5 percent savings right off the 
top, on whatever rate you establish for the beginning of the dem- 
onstration for the Medicare Program. There also is a cap on what 
we would be able to retain if, in fact, we do generate the savings 
that we believe are there through local involvement, local control. 

I believe that the rate setting will be established. I think it is a 
question of making sure that we have the appropriate risk and re- 
ward relationship put together. 

Mr. McCrery. And where are you right now? 

Mr. Van Bell. We are really in the final stages of reviewing 
where we are on rates. We have had some dialog in the last few 
weeks. We expect that we will be sitting down with HCFA very 
shortly. 

Our goal would be to do that, to continue to visit with the UAW, 
United Auto Workers. We have brought them along as this process 
has evolved over the last several years. It has been in phases, if 
you will. Factfinding, rate setting, and education. Our goal would 
be that we would start that MIG sometime the end of this year or 
January 1, 1996. That is at least the objective set in place. 

Again, I will assume that we can work through the rate-setting 
issues. I assume that we will have continued endorsement from the 
UAW to do the demonstration. 

Mr. McCrery. Well, are you basing your assumptions on a nor- 
mal or average group or are you trying to get more specific than 
that and analyzing who your participants are going to be? 

Mr. Van Bell. The work that we have been doing is a dem- 
onstration in one community where Deere has a major presence. It 
is in the quad city, Moline, where our corporate office is located. 
About 350,000 people reside in that community and we have a good 
concentration of retirees that live there. 

We are trying to understand the experience of that population, 
which is data that HCFA has. We would only have supplemental 
data. What the county rates are versus national rates and trying 
to understand how the Deere population stacks up in there so we 
can set the rate that is appropriate and HCFA then in fact is 
incented with their 5 percent and we are incented to perform the 
kinds of things I mentioned earlier we are working to do. 

Mr. McCrery. Will all of your retiree population participate? 

Mr. Van Bell. In that community they would be placed in the 
MIG, but could elect to opt out of that program if they so elect. It 
is my understanding that that is acceptable as to how we would do 
it. 
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We would have to go into an exhaustive education process. Keep 
in mind, a lot of our retirees already are in our managed care pro- 
grams in that community. 

Mr. McCrery. But if they have that option to get out of the 
HMO, isn’t HCFA concerned that their high risk beneficiaries will 
opt out and go for the fee-for-service? 

Mr. Van Bell. I have not personally been in a discussion where 
that was mentioned. It may be that that is an issue that they will 
raise with us, I don’t know. 

Mr. McCrery. OK. One last question for Mr. Salter. If you want 
to entice your retirees to join a Medicare HMO, how would you do 
it? 

Mr. Salter. Well, probably the easiest way is an evolutionary 
approach. We have, for example, close to 65 or 70 percent of our 
active employees on the West Coast in HMOs now. Our biggest 
challenge, obviously, is the challenge of change, and it takes some 
time to get people used to the managed care concept. 

I think any time that you run parallel systems where you are al- 
lowing essentially two delivery systems to operate side-by-side, one 
that allows, “total freedom of choice to go anywhere you want on 
a fee-for-service basis and another, managed care system that has 
restrictions on utilization, people with higher risk will tend to opt 
for the fee-for-service system.” 

The way we have expressed it at GenCorp, is that we are on a 
continuum of care and we are moving from fee-for-service toward 
full managed care. So, where GenCorp will ultimately spend its 
money is in the managed care environment. It will become, I be- 
lieve, prohibitively expensive for employees and then, later, as re- 
tirees, to go into the fee-for-service system, if that is provided as 
a choice at all. 

I think you do it in an evolutionary manner. In the short term 
your biggest problem is with change, changing purchasing behavior 
and having confidence that the care that is delivered in the new 
setting, the managed care setting, is equal to and, in fact, better 
than the care that can be obtained by self- referral, 

Mr. McCrery. So, I am inferring that when you say if they 
choose to stay in fee-for-service it would become prohibitively ex- 
pensive, that you are going to either reduce their benefits or in- 
crease their coinsurance if they choose to stay in that form of serv- 
ice? 

Mr. Salter. I believe that is necessary just as in other areas of 
our business. Remember part of my message here today is that the 
phenomena of having a price on an item with a quality indicator, 
is not unique in this country, it is only unique that it is absent in 
the health care delivery system. 

Our company purchases a number of things on a wholesale basis. 
When we do that, we are also allowed to set higher specifications 
for the production of the services and products that we receive. So, 
what we are saying is that if the company has determined after a 
period of time that it can produce, it can purchase rather, a higher 
quality product at lower cost, it only makes sense, then, if someone 
chooses to continue to purchase retail, that the company charge the 
differential. 

Mr. McCrery. So, the answer is yes. 



42 


Mr. Salter. Yes. 

Mr. Van Bell. Mr. Chairman, one additional comment I would 
make. It may sound a little unusual, but it is really to our benefit 
if we can get the people with the greatest illnesses in our plan, be- 
cause we then can more effectively manage that care and the sup- 
plemental benefits that we provide, the pharmaceutical, the drug 
costs, if you will. 

So, it may sound a little unusual, but trying to encourage the 
sickest, if you will, into our managed care program would be bene- 
ficial to Deere in managing its supplemental cost. 

Mr. McCrery. Thank you, gentlemen, for your comments. We 
appreciate your testimony. 

We now call up the second panel. Matthew Stover, president and 
chief executive officer of NYNEX Information Resources Corp., and 
he is here on behalf of the National Association of Manufacturers 
and accompanied by Sharon Canner, vice president, human re- 
sources policy department. National Association of Manufacturers; 
James S. Ray, counsel, National Coordinating Committee for Multi- 
employer Plans, and he is accompanied by Judith Mazo, counsel. 

Thank you for joining us today, and like the previous panel, any 
written prepared remarks that you have will be entered into the 
record and we would ask you to summarize your testimony in 5 
minutes. When the yellow light comes on, you will have about 1 
minute to conclude. When the red light comes on, if you would just 
attempt to reach a conclusion. 

Mr. Stover. 

STATEMENT OF MATTHEW STOVER, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, NYNEX INFORMATION RESOURCES 

CORP., ON BEHALF OF NATIONAL ASSOCIATION OF 

MANUFACTURERS, ACCOMPANIED BY SHARON CANNER, 

VICE PRESIDENT, HUMAN RESOURCES POLICY DEPART- 
MENT, NATIONAL ASSOCIATION OF MANUFACTURERS 

Mr. Stover. Thank you, Mr. Chairman, Members of the Commit- 
tee. I am Matthew Stover, president and chief executive officer of 
NYNEX Information Resources Corp., the information services sub- 
sidiary of NYNEX Corp. NYNEX employs 67,000 active individuals 
and we have 63,000 retirees, for all of whom we provide approxi- 
mately $640 million in annual medical coverage. I am also a mem- 
ber of the board of directors of the National Association of Manu- 
facturers and chair the NAM’s employee benefits committee. 

NAM would like to thank you and your colleagues for taking a 
leadership role in the Medicare debate. The NAM agrees the 
present Medicare system needs to be restructured and we are 
pleased to be given the opportunity to participate in your search for 
the best restructuring solutions. 

Your concept of seamless coverage in which the Federal Govern- 
ment would make payments to employers who retain their Medi- 
care-eligible retirees in their health plans is an innovative response 
to the crisis in the Medicare system. Employers would have the op- 
tion to assume the risk of these retirees and manage their care 
with the same tools that we have been using to successfully man- 
age the care of active workers. 
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In summarizing my written statement today, I would like to dis- 
cuss the NAM’s principles for Medicare reform, highlight several 
trends in employer-sponsored health coverage, and conclude by not- 
ing several specific concerns of beneficiaries, government, and em- 
ployers. 

The NAM urges this Committee to consider the following prin- 
ciples as it modifies Medicare; That any modification should; (1) 
provide incentives for greater use of managed care; (2) maintain 
quality health care for employees, retirees, and Medicare bene- 
ficiaries; (3) seek solutions that reduces escalation of medical costs 
for the Nation as a whole; (4) avoid initiatives that result in cost 
shifting; and finally, continue to pursue market approaches to en- 
sure access to quality medical care for all Americans. 

Consistent with these principles, the NAM board of directors 
adopted a resolution on Medicare and Medicaid in February of this 
year. Within that resolution, the NAM supports efforts to reduce 
our Nation’s budget deficit, however, we believe that unilateral 
across-the-board reductions in the Medicare and Medicaid Pro- 
grams should be avoided because they are likely to exacerbate cost 
shifting to the private sector and individuals. The challenge for 
business individuals and the government is to reduce the total cost 
of health care, both public and private. 

Specifically, the NAM supports restructuring Medicare with an 
emphasis on greater use of quality managed care, which delivers 
higher value by encouraging more efficiency and the wiser use of 
services. Cost containment is important to all Americans and it is 
very important to many NAM companies that provide broad medi- 
cal benefits and are forced to compete internationally with compa- 
nies that do not incur similar expenses. 

Consistent with this, the NAM commends you for proposing ways 
to restructure Medicare and for exploring opportunities to increase 
the use of managed care for Medicare beneficiaries. As you consider 
a role for employers in the Medicare system, it is important to note 
a few facts. While 97 percent of NAM members provide health cov- 
erage to active workers, only 61 percent of all working age Ameri- 
cans receive employment-based coverage. In addition, 52 percent of 
employers surveyed provide early retiree benefits, in 1992, down 
from 64 percent in 1987. So, there is a trend downward in the cov- 
erage of retirees. 

According to the Health Care Financing Administration, 75 per- 
cent of Medicare beneficiaries have private insurance to supple- 
ment Medicare while 38 percent have employer-sponsored coverage. 
So, we see that employers are disengaging themselves from the re- 
tiree health system. In fact, between 1987 and 1992 it reduced 
from 57 percent down to 46 percent. 

In considering the creation of a seamless health care option for 
Medicare beneficiaries, the benefits and costs of Medicare-eligible 
retirees, the Federal Government, and the employer community 
must be considered. Medicare-eligible retirees would benefit from 
greater access to quality managed care plans offered by former em- 
ployers, particularly if this allowed them to remain in their current 
managed care plan. However, Medicare-eligible retirees may have 
some geographic difficulty gaining access to employer-sponsored 
plans because they may not be located where the retiree is living. 
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The Federal Government may overestimate savings from this 
concept, particularly if the only employers who choose to partici- 
pate are the ones with, “healthier retirees.” Greater savings would 
result from moving the less healthy Medicare populations into 
managed care arrangements, not the healthier ones. The solution 
to this issue may, unfortunately, not be found without more gov- 
ernment regulation, looking at risk adjustor systems and also look- 
ing at increased government regulation and review to monitor the 
solvency of employer’s health plans and the proper use of pay- 
ments. 

Employers will insist that the seamless coverage concept be vol- 
untary for both the employer and the retiree. Clearly, any mandate 
to shifting cost from government to business would be unpopular 
and would not address the fundamental issue of reducing the over- 
all rate in the growth of health care costs. It is of note that some 
employers already are trying to increase retiree participation in 
managed care plans by encouraging their retirees to join risk con- 
tract HMOs. These are HMOs that contract with HCFA to treat 
Medicare-eligible retirees. 

NYNEX and seven other large employers are participating in 
Florida in a Medicare Risk Coalition which is designed for employ- 
ers with large retiree populations in Florida. The employer mem- 
bers of the coalition, which began on January 1 of this year have 
approximately 27,000 Medicare-eligible retirees in Florida and we 
have contracted with four Florida HMOs to provide a voluntary 
conversion to managed care. So far, a few hundred of these retirees 
have elected to make the switch this year. 

Let me conclude by saying again how pleased the NAM is that 
you and your colleagues are exploring ways to restructure and im- 
prove Medicare. The NAM commends your efforts. Our comments 
today are offered to be helpful and highlight issues that will need 
to be considered in developing a seamless coverage option. NAM 
agrees more retirees should be covered by cost-effective and quality 
managed care plans. Of course, there will be, as with any major re- 
structuring of a system, technical issues that must be considered 
in the final approach, but the overall concept of employers and gov- 
ernment working together to reduce waste and inefficiency in our 
Nation’s health care system is one with which the NAM very much 
agrees. Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF MATTHEW STOVER 
NATIONAL ASSOCIATION OF MANUFACTURERS 


Mr. Chairman and members of the Subcommittee, I am Matthew J. Stover, President 
and Chief Executive Officer of NYT4EX Information Resources Corporation, an information 
service company which is a subsidiary of NYNEX Corporation. NYNEX has 67,000 
employees and 63,000 retirees worldwide. 1 am also a member of the National Association 
of Manufacturers Board of Directors and I chair NAM’s Employee Benefits Committee. 1 
am testifying today on behalf of the NAM. I am accompanied by Sharon Canner, Vice 
President of NAM’s Human Resources Policy Department. 

The NAM would like to thank you and your colleagues, Mr. Chairman, for taking a 
leadership role in the Medicare debate. The April 3 report of the Board of Trustees of the 
Federal Hospital Insurance Trust Fund concerns us all. As you know, the Trustees 
essentially told you that Medicare Part A. if left unchanged, would be insolvent by 2002. 

The NAM agrees that the present Medicare system needs to be restructured and we are 
pleased to be given the opportunity to participate in the debate. 

Your concept of "seamless coverage," in which the federal government would make 
payments to employers who retain their Medicare-eligible retirees in their health plans is an 
innovative response to the crisis in the Medicare system. Employers would assume the risk 
of these retirees and manage their care with the same tools employers have been using to 
successfully manage the care of their active workers. The NAM urges this committee to 
consider the following principles as it modifies Medicare: 

• Provide incentives for greater use of managed care; 

• Maintain quality health care for employees, retirees and Medicare 
beneficiaries; 

• Seek solutions that reduce the escalation of medical costs as a whole; 

• Avoid initiatives that result in cost-shifting; 

• Continue to pursue market approaches to ensure access to quality medical 
care for all Americans. 

Today, I would like to discuss the following matters with you. First, 1 will provide a 
general background on employers and retiree health coverage. I will then discuss the NAM 
principles for Medicare reform. I will conclude with a discussion of the issues that will 
concern Medicare beneficiaries, the federal government and employers should the Congress 
move forward to develop the seamless coverage concept. 

1. Background ■ Employers and Retiree Health Coverage 

A. Early Retiree Coverage. Many employees retire before they are eligible for 
Medicare. To understand how Medicare might be integrated with employer-provided 
coverage, it is important to examine health care coverage for this group of retirees. 

In 1992, slightly over half - 52 percent of employers surveyed by the benefits 
consulting firm A, Foster Higgins, provided health care benefits to their retirees under age 
65. This figure was down from 64 percent in 1987. Manufacturers, according to the 
Employee Benefits Research Institute (EBRI), provided the bulk of this coverage with 
approximately 64 percent (in 1991) of manufacturers making health insurance available to 
retirees aged 51 to 61. 

Firm size is the major predictor in determining if a firm provides retiree health 
benefits. A 1993 survey, reported by EBRI in its most recent Databook on Employees 
Benefits , showed that in firms of 10 to 49 employees, only 8 percent provided health 
insurance coverage to retirees under age 65. By contrast, in firms of 20,000 or more 
employees, 84 percent provided health insurance coverage to such early retirees. Given 
these statistics, it seems likely that larger employers would be the employers most interested 
in participating in a seamless coverage system. Most firms (68 percent) that provided health 
coverage for retirees under 65 require that the retiree pay the entire premium. Only eleven 
percent of responding firms shared the cost with the early retiree. 

B. Medicare-Eligible Retirees. Medicare is the primary payer of benefits for 
retirees aged 65 and over. Employer benefits arc secondary. In 1993, 10 percent of 
employers surveyed by A. Foster Higgins provided health insurance to their retirees aged 65 
and older. Only 22 percent of those employers paid the entire cost of this coverage. The 
most common type of coverage was a Medicare coordination of benefits (COB) plan. Under 
the COB method, the private plan pays the difference between the Medicare payments and 
the total charge, as long as (hat difference is less than the total amount the private plan would 
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have paid in the absence of Medicare. 

In 1991, the Health Care Financing Administration (HCFA) found that approximately 
percent of Medicare beneficiaries had some form of private insurance to supplement 
Medicare. Approximately 38 percent supplement Medicare with employer-sponsored private 
insurance. 

It is important to note that the number of Medicare beneficiaries with employer- 
sponsored supplemental coverage declines with age. The 1991 Medicare beneficiary survey 
showed that employer-sponsored coverage is at its highest among beneficiaries ages 65 - 69 
(41.5 percent). The number drops steadily until reaching a low point of 15.5 percent 
covered under employer-sponsored plans for beneficiaries 85 or older. 

This trend is troubling. We are here today to discuss the potential role for employers 
in die Medicare system. At the same time, employers are disengaging themselves from the 
retiree health care system. As the number of Medicare beneficiaries with employer- 
sponsorexl health coverage continues to decline, due to forced reductions by many large 
employers and business decisions to reduce retiree benefits, creating a role for employers in 
the Medicare system will be more challenging. 

C. Managed Care and Employer Health Care Costs. Many employers have 
found managed care to be a crucial component in their efforts to control their health care 
costs and provide quality, cost-effective health care to their employees. More than 90 
million Americans are now enrolled in some form of managed care. In fact, HMO 
enrollment alone has nearly doubled since 1986 to 50 million people in 1994, The 
Congressional Budget Office reports that the most effective HMO’s - group and staff model 
HMO’s — can reduce employers’ health care costs by 22 percent compared to typical 
indemnity plans. In contrast, approximately 8 percent of Medicare beneficiaries — 2.3 
million " were enrolled in HMO’s as of December 1994. 

n. NAM Principles 

In February 1995, the NAM Board of Directors approved a resolution on Medicare 
and Medicaid. The NAM supports efforts to reduce our nation’s budget deficit; however, 
unilateral across-the-board reductions in the Medicare and Medicaid programs should be 
avoided because they are likely to exacerbate the cost-shifting to the private sector and 
jniividuals. The challenge is for government, business, and individuals working together to 
reduce the total costs of health care, both public and private. 

Specifically, the NAM supports resiruciuring Mftiicare with an emphasis on greater 
use of quality managed care, which delivers higher value by encouraging more efficiency and 
wiser use of services. Strategies to accomplish this goal should include reducing barriers to 
managed care, promoting innovation, and fostering competition among program providers. 

Given our Board’s resolution, we commend you, Mr. Chairman, for proposing ways 
to resirjcture Medicare and for exploring opportunities to increase the use of managed care 
for Medicare beneficiaries. Current health care expenditures by the government, businesses 
and individuals cannot be sustained. The United States devotes a much larger portion of its 
GNP to health expenditures than do other industrialized nations. The NAM supports a 
redu'’tion in the rate of growth in overall health care costs for ail payers. Cost-effective 
purchasing and management of care will be critical. At the same time, any solution must 
mainuiin quality health care for employees, retirees and Medicare beneficiaries. The solution 
should not shift costs. It is in the nation’s best interest if the solution reduces the rate of 
growth in all health care spending without resorting to cost-shifting. 

Further, as background, long-standing NAM policy suggests the following guidelines: 
Public programs (Medicare and Medicaid) should be structured to distribute the burdens 
equitably between the public and private sector and among consumers, payers, and health 
care providers. Cost-conscious consumer behavior should be encouraged through greater 
cost-sharing and other incentives. Cost-conscious provider behavior should be encouraged 
through measures such as prospective payment systems and at-risk arrangements. 

ni. Issues to Consider in CreatinE a Seamless Coverage System 

In considering the creation of a seamless health care system for Medicare 
beneficiaries, the benefits and costs to M^icarc-eligible retirees, the federal government and 
the employer community should all be considered. 

A. Considerations for Medicare-Eligible Retirees. Medicare-eligible retirees 
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would benefit from greater access to quality managed care plans offered by their former 
employers, particularly if this allowed them to remain in their current managed care plan. 
They could remain with the same doctors they had before they became Medicare-eligible, 
and they would be familiar with the plan’s procedures. 

Medicare-eligible retirees may have some difficulty gaining access to employer- 
sponsored managed care plans. First, to make educated decisions about their health care, 
employees need to be adequately informed of their options. Providing this information to 
retirees may place an increased administrative burden on the former employer. There may 
also be geographic issues to consider. The former employer's managed care plan may not be 
located where the retiree now lives. In this situation, remaining with the former employer’s 
managed care plan would not be a viable option. 

Redrees who are "snowbirds" — that is, they live in one, usually warm place for 
some or all of the winter and elsewhere for the rest of the year — often cannot enroll in 
"closed panel" HMO’s. This model HMO does not cover the cost of care outside the HMO. 
Using a provider outside the network is prohibited. These individuals could enroll in their 
employer-sponsored open panel HMO’s, which permit visits to a provider outside the HMO, 
but the cost of using a non-network provider may be prohibitive. 

B. Considerations for the Federal Government. If the former employer who 
successfully manages the Medicare-eligible retirees’ care is allowed to retain any savings, 
employers with healthier retiree populations are more likely to be attracted to this seamless 
coverage concept. These employers could expect to successfully manage their retiree’s care. 
This trend will leave the higher-cost retirees in traditional Medicare plans. As a result, the 
federal government would save less than anticipated because greater savings would result 
from moving the less healthy Medicare populations into managed care arrangements, not the 
healthier ones. 

The solution to this favorable selection issue may unfortunately be more government 
regulation, which runs counter to the expressed philosophy of many members of Congress 
and the NAM. The solution may be a risk adjustor that incorporates some measure of health 
status. Such a system would pay employers accurately for the risk that their retirees 
represent, thereby bringing government costs down. However, implementing such a risk 
adjustment may be prohibitively expensive and administratively burdensome for many 
employers and their health plans. As a result, it may fall on the government to bear the cost 
of a risk adjustment system. 

Another factor to consider is that Medicare enjoys lower administrative costs, as a 
percentage of total spending, in administering fee-for-service payment than the private sector 
does in administering managed care plans. According to HCFA, in 1988, the administrative 
costs of the Medicare program were 2 percent of total program costs, but were 5.5 percent 
for the large group market -- firms with more than 50 employees. Employers who provide 
expanded coverage to their retirees may require additional funding to cover their higher 
administrative costs. 

Increased government regulation and bureaucracy may be needed to monitor the 
solvency of an employer’s health plan and the proper use of payment from the government to 
the employer. This raises both a jurisdictional and a cost-benefit issue. Under the Employee 
Retirement Income Security Act (ERISA), the I>epartmenl of Labor has general oversight of 
how private employee benefits plans are administered, but the Health Care Financing 
Administration (HCFA) administers Medicare. No matter which agency monitors such a 
process, regulations would be needed to protect Medicare beneficiaries whose former 
employers slopped providing health benefits or became insolvent. Monitoring the 
transactions and solvency of private plans, although necessary, would create additional 
government regulations and costs. The costs and benefits of this additional regulation would 
need to be further analyzed. 

C. Consideratioiis for Employers 

1. Seamless Coverage Must Be Voluntary. The concept of seamless 
coverage raises a number of issues for employers. First, a seamless coverage system should 
be voluntary for both the employer and the retiree. Since 1974, the Employee Retirement 
Income Security Act (ERISA) has given employers the ability to structure their benefit 
packages according to the needs of their employees and retirees. The voluntary ERISA- 
system has been crucial to the ability of employers to find innovative and creative ways to 
provide cost-effective, quality health care benefits. Clearly, any mandate or shift in costs 
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from government to business would be unpopular and would not address the fundamental 
of reducing the overall rate of growth in health care costs. 

It would be administratively difficult for self-insured employers to accept payments 
nirecily from the government for the provision of health care benefits. A more attractive 
arr^jigenient from the perspective of employers may be for the government payments to go 
hre. tly a the managed care plan, which would then bear the risk. 

2. FAS 106. Another issue to consider is Financial Accounting Standard 
!0b (’.'AS 106), which went into effect for most companies in 1993. This standard requires 
cumnamcs that sponsor retiree health plans to record unfunded liabilities for future 
e^;^.'(::tures on their balance sheets. The standard increases balance sheet liabilities for 
corjjori.’ions that have large retiree populations and/or generous health benefit plans. To the 
extent tv:: any payment did not adequately compensate employers for their retirees’ health 
care costs, the FAS 106 rule would make these employers appear to be less attractive 
mves'.i ;cnts and adversely affect their competitiveness. 

3. Continued Budget Cutting, The environment of government 
downsizing and deficit reduction may make many employers leery of participating in this 
concept of seamless coverage. Congress may decide to reduce payments to employers in 
fu'vre years. Such a reduction would leave employers with a costly and unsustainable 
ivjroen is more of their employees become Medicare-eligible. This would induce fear 
among employers who have volunteered to participate and may lead to many leaving the 
program. In fact, anticipation of the budget cuts that are being considered by Congress may 
be enough to discourage many employers from participating in this new seamless system in 
the ftrit place. 

4. Elmployers and Risk-Contract HMO’s. Some employers are already trying 
to i tCTftase retiree participation in managed care plans by encouraging their retirees to join 
rirV-contract HMO’s. These KNiO’s which contract with HCFA to treat Medicare-eligible 
rel-.'e'".' usually have a special expertise with Medicare beneficiaries. Under Medicare risk 
contrv.cls, an HMO receives 95 per cent of the average per capita rate reimbursed under 
conventional Medicare coverage for each of its Medicare members, and it must absorb any 
loss’..s if its costs to provide care to those members exceed that rate. The few employers that 
h.w? iucnessfully led more of their retirees to enroll in risk-contract HMO’s have lowered 
tiijir supplemental premiums and often provided their retirees with more comprehensive 
covf;ragf;, all within the construct of existing law. 

r-or example, NYNEX and seven other large employers are participating in the 
Florida Medicare Risk Coalition, which is designed for employers with large retiree 
populations in Florida. The employer members of the Coalition, which began January 1st of 
this year, together have 27,000 Medicare-eligible retirees in Florida. 

The Coalition contracted with four Florida HMO’s to promote a voluntary conversion 
to iP.anaged care. So far, only a few hundred of the retirees have made the switch. For each 
re.iree ihat has switched, his or her former employer will save from $500 to $2,000. 
dcpt'nding on how much the employer had been spending on supplemental coverage. If the 
go c-iiinent redesigns the HMO payment formula in the risk program, it too could save 
money from the current Medicare risk contract program. 

VS’. Conclusion 

Mr. Chairman, let me conclude by again saying how pleased the NAM is that you 
and your colleagues are focused on the Medicare system and exploring ways to restructure 
the program. The NAM commends you for your efforts. Our comments today are offered 
to be ndpful and highlight issues that will ne^ to be considered when developing a seamless 
co\ er5g? system. 

The growth in the rate of health care expenditures cannot be sustained, particularly in 
ou; public programs. Restructuring of the Medicare system needs to be a top priority for 
this C '.ngress, particularly in light of the Trustee’s report on the looming crisis. 

The NAM agrees that more retirees should be covered by cost-effective and quality 
managed care plans. There will be, as with any major restructuring of a system, technic^ 

hii must be considered but the overall concept of employers and the government 
workbi-.g together to reduce waste and inefficiency in our nation’s health care system is one 
the very much agrees with. 

^gain, NAM urges this Subcommittee to consider the following principles as it 
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reforms Medicare: 

• Provide incentives for greater use of managed care; 

• Maintain quality health care for employees, retirees and Medicare 
beneficiaries; 

• Seek solutions that reduce the escalation of medical costs as a whole; 

• Avoid initiatives that result in cost-shifting; 

• Continue to pursue market approaches to ensure access to quality medical 
care for all Americans 

We look forward to working with you in the months ahead and congratulate you on 
your vision in seeking innovative ways to remedy the Medicare crisis. Mr. Chairman, 1 
would be happy to answer your questions or those of any other member of this 
subcommittee. 
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Mr. McCrery. Thank you, Mr. Stover. 

Mr. Ray. 

STATEMENT OF JAMES S. RAY, COUNSEL, NATIONAL 

COORDINATING COMMITTEE FOR MULTIEMPLOYER PLANS, 

ACCOMPANIED BY JUDITH F. MAZO, COUNSEL 

Mr. Ray. Thank you, Mr. Chairman. I am accompanied by Judy 
Mazo, who is also a member of the NCCMP’s professional staff, and 
by Jack Curran, the NCCMP’s long-time legislative director. On be- 
half of our chairman. Bob Georgine, let me express our apprecia- 
tion for the opportunity to participate in this discussion. 

For 20 years now, the NCCMP has been representing the inter- 
ests of the more than 10 million workers and families who obtain 
their health coverage through joint labor-management multiem- 
ployer plans established by collective bargaining under the Taft- 
Hartley Act of 1947. I should note, Mr. Chairman, that our popu- 
lation of plan participants and beneficiaries is defined by coverage 
under a collective bargaining agreement and not by health status. 
So, there is no cherrypicking with regard to our plans. 

Mr. Chairman, the multiemployer plan community is interested 
in exploring cost-effective means by which Medicare-eligible em- 
ployees, retirees, and their spouses, covered by our health and wel- 
fare plans, can look to those plans for both their Medicare benefits 
and other health, disability, and death benefits that our plans may 
provide. We believe that arrangements for multiemployer plans to 
deliver such seamless coverage, as workers move through active 
employment into retirement, can be worthwhile for all parties: 
Medicare beneficiaries, multiemployer plans, and taxpayers alike. 

We would appreciate the further opportunity to submit to the 
Subcommittee at a later date a proposal for such “one-stop shop- 
ping” for multiemployer plan participants and beneficiaries. 

In developing a proposal, we are guided by a fundamental prin- 
ciple: They must be designed to help, not hurt, our plan partici- 
pants. This means Medicare-eligible participants and beneficiaries 
must be assured of coverage at least as good as what the current 
Medicare Program delivers, and the program must not imperil the 
plan’s ability to continue providing other participants with good 
health coverage at a moderate cost. We believe that this is doable 
under certain conditions. 

Financing is the key, however, both for the government and for 
our plans. In managing multiemployer plans, the trustees are not 
running a business in which they are free to take big risks in the 
hope of achieving big gains. They are nothing more and nothing 
less than fiduciaries of a fund that must be administered in a way 
that maximizes the benefits of those it covers. 

Because Medicare has provided the lion’s share of health cov- 
erage for the over 65 population for so long, multiemployer plans, 
like other private sector payers, do not have reliable independent 
bases of experience from which to estimate the potential cost of fol- 
lowing that age group back into their basic coverage. 

Initially, a fair amount of trial and error will be needed to cost 
out these programs. To attract multiemployer plans to such vol- 
untary arrangements, various concerns relating mostly to financial 
risk will have to be addressed. Among those are, number one, the 
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pricing. How much will Medicare pay to the plan? To what extent, 
if any, do cost sharings or do cost savings from favorable experi- 
ence have to be shared with the government? 

Design. To what extent will plan trustees have flexibility to de- 
sign the benefit package and delivery system for Medicare eligibles 
as well as our other participants? 

And regulation. To what extent will plans be required to comply 
with Medicare regulations on top of ERISA’s regulatory scheme? 

We believe that there is much to be gained for all parties, Medi- 
care eligibles, multiemployer plans and their participants as a 
whole, and the Medicare Program itself, if an arrangement that 
satisfactorily addresses these concerns can be designed. 

Mr. Chairman, we thank you, and Judy and I are prepared to an- 
swer any questions you may have. 

[The prepared statement follows;] 
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TESTIMONY OF NATIONAL COORDINATING COMMITTEE FOR 
MULTIEMPLOYER PLANS (NCCMP) 

AS PRESENTED BY JAMES S. RAf AND JUDITH F. MAZO 


Mr. Chairman and Members of the Subcommittee: 

On behalf of the National Coordinating Committee for Mulliemployer Plans 
(NCCMP), its afniiates, and its Chairman, Robert A. Georgine, we are pleased to have 
'Mis opportunity to share with you the interest of the multiemployer plan community in 
exploring cost-effective means by which Medicare-eligible employees, retirees and tbelr 
spouses who are covered by multiemployer health and welfare plans can look to those 
cnultiemployer plans for both their Medicare beneCts and any other coverage — 
supplemental, for retirees, or primary for active workers - that the health and welfare 
plan provides. We believe that arrangements for the muhiemployer plans to deliver that 
kind of 'seamless' coverage can be worthwhile for the beneDclaries, the plans and the 
U.S. taxpayers. We would appreciate the further opportunity to submit to the 
Subcommittee at a later date a more detailed proposal for such 'one stop shopping.* In 
considering the specifics, we have a fundamental guiding principle: its must ht designed 
10 help, not hurt, our plan participants. This means that Medicare-eligible participants 
Slid beneficiaries must be assured of coverage at least as good as what the current 
Medicare program offers, and the program must not imperil the plans* ability to 
..ontinue providing the other participants with good health coverage at moderate cost 
We believe this to be do-able. 

To assist you in understanding the perspective firom which we approach this 
question, let us first describe the NCCMP, the nature of muhiemployer plans, and the 
c jneems of muhiemployer plans and the miUions of families they cover with regard to 
'he current health care system. 

The NCCMP 

The NCCMP is a non-partisan, non-profit organization of multiemployer pension, 
health and welfare plans and their labor-management sponsors. The NCCMP was 
established in 1^75 to represent the lejpslative, regulatory, and legal interests of the 
multiemployer plan community - a community composed of thousands of plans, more 
than ten million American workers and their families, and tens of thousands of labor- 
management sponsors. 

The national, regional and local benefit plans afOliated with the NCCMP cover 
workers in a variety of industries including building and construction, food and 
commercial, transportation, service, clothing, textiles, bakery and confectionery, 
entertainment, and maritime. 

Since the enactment of the Employee Retirement Income Security Act of 1974 
^FRISA), the NCCMP has provided guidance to Congress, the Labor Department, the 
Internal Revenue Service, the Pension Benefit Guaranty Corporation, other government 
agencies, and the courts on a wide variety of legislative, regulatory and legal Issues of 
concern to the multiemployer plan community. Hie organization’s contributions to the 
development of employee benefits law with regard to multiemployer plans has been 
' ublicly recognized on many occasions by Congress, by administrative agencies, and by 
the Supreme Court. 

The retirement, health, and income security of millions of Americans depends 
upon the continued existence and well-being of multiemployer plans - an express 
legislative finding of Congress itself.-^ 

The Nature of Mnltiemplover Health & Welf »f* Ptan^ 

Among the proudest achievements of collective bargaining is the decades-old 
nationwide system of joint labor-management multiemployer health and welfare plans 
Uiat provide more than ten million Americans workers and their families with medical. 


^ Set Midtumpioyer Fmsion Flan Amaruimeno Aa oj 1990, Fubhc Law 96-364, Section 3(oy 
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hospital, sickness, death, disability, and related beneCts.-^ Workers covered by 
mnltiemployer plans are employed throughout the Nation in industries as diverse as 
building and construction, retail, food, clothing, textiles, transportation, service, mining, 
entertainment, hotel and restaurant, and maritime. 

But for multiemployer plans, most of these millions of Americans would be 
uninsured and at risk for financial ruin in the event of a serious illness. The seasonal, 
intermittent, and mobile employment patterns that characterize these industries would 
prevent the workers from obtaining health benefits coverage absent a central pooled 
fund through which portable coverage is provided to workers as they move bom one 
participating employer to another. In addition, most employers In these industries are 
small and would not maintain their own employee health plans, particularly for 
transient or short-term workers. 

For example, a building tradesman may be employed by a particular employer for 
only a day, a week, a month or a few months to work on a specific project, and then 
move on to work on another employer’s project, and thereafter another, etc. Between 
jobs, he or she might be off work for a day, a week, a month, or longer. A building 
tradesman might work for scores of different employers over bis or her working life, with 
periods of unemployment between jobs. Most construction employers would not 
maintain their own employee health plans, particularly for transient workers, if they did 
not participate in our multiemployer plans. In fact, very few non-union contractors 
maintain health plans for their employees. The non-union segment of the building and 
construction industry is among the worst of all industries in terms of health care 
coverage. In contrast, virtually all union workers who are employed on jobs covered I7 
collective bargaining agreements have health care coverage for themselves and their 
dependents. 

For several decades now, our multiemployer health and welfare plans have been 
accommodating these employment patterns by providing a central bmd through which 
portable coverage is provided to workers as thQ' move from one participating employer 
to another. In effect, all of the participating employers - scores, hundreds, and even 
thousands of employers - are treated as a single employer for purposes of providing 
health and welfare benefits coverage to workers and their families. 

Multiemployer health and welfare plans are financed, in reality, by covered 
workers through their labor. Collective bargaining agreements typically require 
signatory employers to contribute to a particular health and welfare plan at a set 
dollars-and-cents rate for each hour worked by a covered worker. While the law 


^ A muJdanployo- heaiA md wetjore plan, ofiai rrfemd ai a *Taft-HartJey plan," is: 

* « oust fund estabdshtd throu^ labor-managment coOecsive bargaining and purmaia to the 
Labor ManagonerU Relations (^aft-Harlley'} Act of 2947 by one or more labor unions and 
mote than one anployer of the union-represerued workas; 

* administered by a foinl boant of trustees Irish ajual labor md marutgesnerU represeruadon; 

* ptoviSng medical, hosp itahr e s i o n, and other health-felated benefits, as well as death, disabiSty 
and sichtess benefits, to covered workers and their depoulenss; and 

* financed by employer coritribudons which are collectively-bargained between the sponsoring 
union(t) and the patidpating onployas. 

These structural rerptirements art imposed by Section 302(c)(5} of the Toft-Hartley Act (29 US.C. 
§186(c)(5}J. Multiemptcryo health and welfare plans are also repdated by the Employee Retirernent Income 
Security Act (ERISAf as mployer welfare benefit plans. A multiemployer plan is nsf a “multiple employo 
welfare mrangement" or a “t4EWA“ within the meaning of ERISA. 
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considers these to be 'employer contributions/ Che reality is that the employer’s 
contributions are substitute wages for labor received. Instead of putting this money into 
the worker’s paycheck, the employer pays it to the health and welfare plan to finance 
benefits coverage for the worker and his family. Covered workers are well aware of the 
cost of health care coverage; they pay the cost by accepting employer contributions in 
lieu of cash wages. They know that they are paying the fiiU cost of their health care 
coverage, do not need a new law or tax to motivate them to hoid down health care 

costs Co Che extent possible. 

For example, the nature of collective bargaining in the building and construction 
industry is that the total compensation package cost is negotiated with the employers, 
and the workers, through their union, decide how to allocate the total hourly rate among 
cash wages, pensions, health and welfare, apprenticeship and training, and other 
beneficial programs. An increase in the contribution rate for the health and welfare 
plan means less in wages, or less in pension plan contributions, or less in contributions 
to another benefit plan. This process makes the workers very sensitive to increases in 
the cost of health care coverage. 

From the plan’s perspective, financing depends upon the level of covered work, as 
well as the collectively«bargained contribution rate. That is, the plan generally receives 
employer contributions only for hours worked in employment covered by a collective 
bargaining agreement. If the level of covered work declines, plan income declines, llie 
per hour contribution rate set by the collective bargaining agreements osually cannot be 
increased unless and until the labor*management parties negotiate a new or modified 
agreement. A multiemployer plan cannot simply reach Into the corporate treasury of an 
employer, in contrast to single-employer corporate plans. 

Over the years, the labor-management boards of trustees of our plans, with 
professional assistance, have designed health and welfare programs that balance the 
benefit needs and wants of the covered workers with the financing that can be provided 
by the collectively-bargained contributions. To balance these factors, the trustees have 
developed various eligibility rules, benefit packages, and operational practices tailored 
to their particular circumstances. For example, plans have developed various systems 
for continuing coverage during gaps in employment and into retirement. These systems 
include 'hours-bank* arrangements under which a worker’s hours of covered employment 
are 'banked* and used to pay for benefit eligibility during periods of unemployment. 
Other systems use eligibility periods during which a worker’s covered employment builds 
credit towards benefit eligibility in a future period (e.g.. covered employment in the first 
quarter earns the worker benefit eligibility for claims incurred in the second quarter). 

By pooling the contributions of many employers into a central fund, 
multiemployer health and welfare plans enjoy economies of scale in administration as 
well as enhanced purchasing power in dealing with health care providers and Insurers. 
Multiemployer plans are prototype purchasing cooperatives. Many of our plans are self- 
funded. Many others insure some or all of their benefits with commercial carriers or 
other health insurers. Some of our plans have In-house administration, although most 
use professional third-party administrators who answer to the plan’s labor-management 
board of trustees. 

Participating employers are advantaged in that they are required to do little 
other than submit their periodic contributions to the plan with verifying information. 
The employers need not become involved in plan administration or plan design. These 
functions are the responsibility of the plan’s labor-management board of trustees and 
the professionals they hire. 
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These Cnancial advantages are even greater for the manjr multiemployer plans 
that are multi-state in coverage. Many multiemployer health and welfare plans cover 
workers, dependents, and/or retirees in muitiple States. Some multiemployer plans arc 
national In coverage. Fortunately, because of federal preemption under the Employee 
Retirement Income Security Act (ERISA), most of our multi-state plans are not subject 
to regulation by the Stales; although ERISA preemption is being dangerously diluted by 
recent court decisions, some of which have narrowly construed ERISA to allow State 
taxes relating to plans, and some of which have read ERISA too broadly to strike down 
State laws that Congress intended to preserve. The cost and operation of mnltiemployer 
plans, if not their very existence, would be adversely affected If the plans were subject to 
multiple, inconsistent regulation by the Slates in addition to Federal regulation. Indeed, 
even Intra-state plans would be adversely impacted if the State could regulate and tax 
them. Every dollar spent by a plan on regulatory compliance and administration is a 
worker’s dollar, and a dollar that cannot be returned to covered workers in the form of 
benefits. 

Among the unique characteristics of multiemployer plans is the involvement of 
the covered workers in their health coverage. The plan’s financing is the subject of 
collective bargaining between the workers’ union and their employers. And, the design 
and operation of the plan is, by law, controlled by a board of trustees, half of whom 
represent the covered workers. As mentioned above, the workers’ influence is reflected 
in the benefit packages provided by plans, which are typically custom-designed to meet 
the needs and wishes of the workers, within the coniines of what the particular plan can 
afford with the collectively-bargained contributions generated by the covered workers’ 
labor. 


Many mnltiemployer plans provide health benefits coverage to retirees and pay 
all or a substantial portion of the cost from contributions generated by the active 
workers’ labor. This retiree health coverage reflects the reality that many covered 
workers are engaged in heavy physical labor that wears down their bodies and drives 
them from the workforce earUer. These members have earned a secure retirement 
without fear of financial catastrophe if they become ill or are injured without health 
benefits coverage. 

Beyond health benefits coverage, multiemployer health and welfare plans provide 
an array of other valuable employee benefits such as disability, sickness, and death 
benefits. But for multiemployer plans, most covered workers and families would not 
have access to such benefits for all the same reasons that health benefits coverage is 
effectively available only through multiemployer plans. 

Prohlems With Ibe Current Health Care System 

Our system of multiemployer health and welfare plans is a proud achievement in 
self-reliance and iabor-roonagement cooperation. We are most reluctant to invite 
additiona' government regulation that would unnecessarily disturb our successful system 
by ipjectiug more costs. But, there are forces in the current health care system that are 
beyond our control and threaten the security of our participants’ health and welfare 
coverage. Only action by the Federal Government can effectively address these forces. 

Inflation in the cost of health care and insurance has cut severely into wages. 
Labor-management bargainers have had to shift increasing amounts of wages into 
health and welfare contributions to offset cost increases. In many cases, cash wages 
have been ftozen, with negotiated increases being redirected into the health and welfare 
plans to keep them adequately funded. In some areas, pension plan contribution rates 
have been reduced by the bargaining parties, and the 'savings' rechanneled to the health 
and welfare plans. Many health and welfare plan boards of trustees have been 
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compelled by cost pressures to cutback benefits, tighten eligibility rules, and Increase 
out-of-pocket payments by covered workers. Workers are less secure about their 
coverage, especially if they have been unemployed for a period, as many have. 

The economic recession in some industries, like the building and construction 
industry, itself is a product, in part, of health care cost inflation. As health care costs 
consume ever-increasing portions of government budgets and private sector resources, 
less money is available for investment in public and private building and construction 
projects. This means fewer Jobs for our covered tvorkers and less income for our health 
and welfare plans. 

While we have struggled with these pressures to maintain responsible health 
coverage for covered workers, our non-union competition has gained an unfair 
competitive advantage. Non-union employers have found a way to shift the cost of 
medical treatment for their employees and families onto the backs of our health and 
welfare plans and covered workers; a way to cut their costs and increase ours. 

Most non-union employers against whom our employers compete do not provide 
health plan coverage for their employees or their employees’ families. If the employer 
provides any, it is inadequate coverage. This social irresponsibility gives the non-union 
employer an immediate cost advantage over responsible union employers who contribute 
to our multiemployer health and welfare plans. 

This unfair competitive advantage is multiplied when the employer’s uninsured 
worker or his family needs medical treatment. Lacking insurance coverage, they have no 
regular doctor, but rather go to hospital emergency rooms for treatment of minor and 
mqjor ailments; the most expensive place to get treatment. And, when the worker is 
unable to pay for the treatment, the cost is passed onto our multiemployer health and 
welfare plans in the form of higher hospital bills, higher insurance premiums, or State 
uncompensated care taxes and assessments. 

In other words, our covered workers are being compelled by the current system to 
pay twice for health care: once for themselves and their families, and a second time for 
the non-union workers who take our jobs and their families. Government statistics show 
that the vast migority of the millions of uninsured Americans are workers or dependents 
of workers. The cost of health care for these millions - and for millions more who are 
underinsured — is being unfairly shifted to employers and workers who do maintain 
adequate health plans, penalizing us for being socially responsible. 

Government - at the State, as well as the Federal, level - is a major player in the 
cost-shifting game that unfairly Inflates the cost of health care and health plan coverage. 
Concern about State regulation and taxation increasing the cost of maintaining a 
multiemployer plan is at the core of our longstanding support for ERISA preemption of 
State and local laws relating to employee health, welfare and pension plans. As recently 
observed by the United States Supreme Court in New York State Confemmx of Blue 
Cron Blue Shield Plans v. Travelers Insurance Co.. 63 U.S.LW. 4372 (April 26, 1995), 
the 


'basic thrust of the [ERISA] preemption clause, then, was to 
avoid a multiplicity of regulation in order to permit the 
nationally uniform administration of employee benefit plans. 


[Congress intended] to ensure that plans and plan sponsors 
would be subject to a uniform body of benefits law, the goal 
was to minimize the administrative and financial burden of 
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compiling with conflicting directives among States or 
between States and the Federal Government to prevent the 
potential Tor conflict in substantive law requiring the 
taiioring of plans and employee conduct to the peculiarities 
of the law of each jurisdiction^.' 

63 U.S.L.W. at 437S. 

Despite this recognition of the essential protective purposes of ERISA 
preemption, the Supreme Court created a large loophole In these protections by its 
decision in the Travelen case. The Court ruled that ERISA does not preempt New YorE 
State’s law requiring hospitals to impose surcharges (amounting to up to 24%) on the 
bills of patients covered by commercially-insured health plans, even though the State law 
exempts from those surcharges patients who are insured by a Blue Cross/Blue Shield 
plan and certain other patients. The imposition of such surcharges on self-funded 
health plans is at issue in the case on remand to the lower courts. 

The TrmrltTT decision appears to have cleared the way for States to impose 
discriminatory surcharges - taxes, really - on hospital and other provider bills to shift 
the cost of uncompensated care for uninsured workers to insured workers, and to 
control such fundamental plan decisions as whether to insure (and. If so, with what 
insurer) or whether to self-fund benefits. The impact of the Travdm decision will be to 
drive np the cost of health care even further as States seize on health plans as a source 
of public revenues and as a dumping ground for the cost of care provided to uninsured 
persons in the State. 

State oCflcials do not want the political heat created by general tax increases to 
pay for charity health care for uninsured workers and families. So, they impose hidden 
taxes on workers who do have health plan coverage - an approach that discourages 
health plan coverage and exacerbates the uninsured and cost-shifting problems. 

Hie Travelers loophole was preceded I 9 another Court-made loophole in the 
protections which ERISA preemption was designed to provide. In MetropoUtan Life 
Insurance Cn. v. Massachusetts. 471 U.S. 724 (1985), the Supreme Court ruled that 
ERISA does not preempt States from dictating what benefits must be included in every 
health insurance policy, including policies sold to ERISA-covered plans. In effect. States 
can — and do, extensively - mandate the benefits and services to be provided by any 
insured health plan. Hundreds of State laws so mandating health benefits and services 
have been enacted under the authority of the MetropoUtan Life reading of ERISA 
preemption. And, in response, many multiemployer plans and employers alike have 
dropped insurance coverage and undertaken to self-fund benefits to avoid the costs and 
governmental control imposed by mandated benefit laws. Ihe Travelers decision may 
provide States with the means for retaliating against these plans and employers — 
through taxation; indeed, discriminatory taxation. 

The Federal Government, too, plays a major role in the cost-shifting aspects of 
health care cost inflation. Changes in the Medicare and Medicaid programs often have 
an indirect, but predictable and cosily, impact on multiemployer health and welfare 
plans. Congress has a record of achieving savings in these public programs by shifting 
a portion of their costs to private sector plans like ours. Reimbursement rates for 
hospitals and doctors who treat Medicare and Medicaid patients have been reduced by 
congress with the realization that these care providers tend to recoup such reductions by 
raising their rates for private, insured patients — workers with moltiemployer plan 
coverage. Another example of cutting public program costs at the expense of private 
health plans is the Medicare Secondary Payor program that requires private plans. 
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inclDding multiemploj'er health plans, to provide priinaiy coverage for Medicare eligible 
workers. 

This government cost-shifting Is particularly troubling because it taxes only those 
of us who have health insurance or other health plan coverage. And, this tax 
discourages health plan coverage, driving more people into the ranks of the uninsured 
whose health care costs, too, are shifted to the shrinking pool of persons with health 
plan coverage. This effect is directly opposite of the direction in which national policy 
should be traveling. Clearly, Medicare and Medicaid costs need to be contained, but not 
through taxation of only persons with health plan coverage. A fairer means of 
financing- that also reaches those employers who do not provide health plan coverage 
for employees - needs to be found. 

In short, our workers and their families are generally pleased with their health 
and welfare plans; plans which have been custom-designed for them and which they 
control through collective bargaining and through the plans’ boards of labor- 
management trustees. But, health care cost inflation and cost-shifting beyond our 
control is undermining the plans and our workers’ standard of living, while piecing 
them at an unfair competitive disadvantage. 

Retiree Benefits and Medicare 

As mentioned earlier, Che majority of multiemployer health and welfare plans 
provide some coverage for participants who are retired and drawing retirement benefits 
ftom a related multiemployer pension plan. Practice varies by tndustiy, geographic 
area, and plan size. Most often, this coverage applies to all retirees (and their 
dependents) — under age 65 as well as Medicare eligibles. Some plans limit coverage to 
early retirees as a bridge between coverage as an active vrorfcer and Medicare eligibility. 
Coverage for Medicare eligibles is designed to supplement Medicare coverage. 

Retiree coverage is usually financed (subsidized) at least partially by the 
collectively bargained contributions generated by the labor of active workers. Employers 
are not required to contribute to multiemployer plans on behalf of retirees, but o^y for 
the work performed by active workers covered by a collective bargaining agreement. 
However, a portion of these contributions is used by the plan to finance coverage for 
retirees. 

In addition, most plans require a retiree to make a contribution (self-pay) 
towards Che cost of his or her coverage as a condition of maintaining the coverage. Of 
course, coverage is voluntary for retirees. 

Inasmuch as retiree coverage is subsidized by current coUectively-bargained 
contributions, declines in contribution-generating work by active workers creates 
financial pressures on retirees’ coverage - as well as on actives’ coverage. Cutbacks in 
retiree coverage or increases in retiree contributions may result from reductions in 
covered work. Such necessary changes are harder on early retirees who are not yet 
eligible for Medicare. 

Multiemployer plans would much prefer to expand retiree coverage - if they 
could work it out financially. There is a strong feeling of commitment and loyalty to 
long-service members, and a desire to maintain their affiliation with the union that 
sponsors the plan. There is a sense that they have earned health coverage in their 
retirement years because contributions made during their work careers helped to fund 
coverage for earlier retirees. 
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Financing is (he key, however. Multiemployer plan tnislees must maintain a 
proper balance between the beneficial needs and wants of all participants, on the one 
hand, and the available funding to backup benefit promises on the other hand. 

An arrangement under which the Medicare program provides funding to a 
multiemployer plan for Medicare-eligibles’ benefits may provide the means for more 
plans to maintain and expand retiree coverage. Such an arrangement would give 
retirees the advantage of a 'one-stop shop* for all of their health care heneOts — a shop 
with which they are familiar and which is familiar to them, and which may also be 
providing them with life insurance and other types of benefits. Most importantly, of 
course, a retiree’s or older worker’s multiemployer plan is an organization over which 
the covered population, through their union representatives on the board of trustees, 
have an equal say in plan management, and which, under the joint stewardship of the 
labor and management trustees, is dedicated exclusively to serving the interests of its 
participants and beneficiaries. Coverage could be seamless as the individual moves 
ftom active employment into retirement. Savings from efficiencies could be used to fiind 
early retiree coverage, and to ease the pressure on active workers to generate 
contributions to finance retiree coverage. 

Financing is, of course, a key concern, both to the government and to the plans. 

In managing multiemployer plans, the trustees are not running a business in which they 
are free to take big risks in the hope of achieving big gains. They are nothing more, and 
nothing less, than fiduciaries of a fund that must be administered in a way that 
maximizes the benefits of those it covers. Because Medicare has provided the lion’s 
share of health coverage for the over-dS population for so long, multiemployer plans - 
like other private sector payors - do not have a reliable independent base of experience 
from which to estimate the potential cost of folding that age group back into (heir basic 
coverage. Initially, a fair amount of trial and error will be needed to cost out these 
programs and, as noted, plan trustees do not have much room for errort 

To attract multiemployer plans to such a voluntaiy arrangement, various 
concerns (mostly relating to financial risk) will have to be addressed, including: 

• Pricing - How much will Medicare pay the plan? Will the amount vary by 
location and demographics of the eligible group? On what basis will 
Medicare’s payments to the plans increase? To what extent, if any, do 
cost-savings from favorable experience have to be shared with the 
government? To what extent, if any, will Medicare provide guarantees 
against plan losses? 

• Design - To what extent will plan trustees have flexibility to design the 
benefit package and deliveiy systems for Medicare eligibles as well as 
other participants? To what extent can the plan link Medicare benefits 
and supplemental benefits? Will plans be free to cutback benefits if 
Medicare benefits are cutback? Could a plan use Medicare funding to 
finance early retiree coverage? 

• Regulation - To what extent will plans be required to comply with 
Medicare regulations on top of ERISA’s regulatory scheme? Does the plan 
gain Medicare law protections (e.e.. limit on physician charges)? How, if 
at all, would the Medicare Secondary Payor program apply with respect to 
the plan’s active workers who are Medicare eligible? 

We believe that there is much to be gained for all parties - Medicare eligibles, 
multiemployer plans and their participants as a whole, and the Medicare program - if 
an arrangement that satisfactorily addresses all of these concerns can be designed. 


Thank you. 
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Mr. McCrery. Thank you very much for your testimony. 

We have a vote on the floor, and since I am the only one who 
has not voted, I am going to recess the Subcommittee for just a few 
minutes. If you will just stay where you are, someone will be back 
to open the Subcommittee for questions. Thank you. 

The Subcommittee is in recess. 

[Brief Recess.] 

Mr. Ensign. It is just us. 

Mr. Ray. Is it something we said, Mr. Chairman? 

Mr. Ensign. I happened to be the only one left walking over 
here. 

Let’s start off by talking a little bit about one of the problems as- 
sociated with Medicare costs. Most of the medical expenses are ex- 
pended in the last months of a person’s life; and the problem there 
is that a lot of the expense is not for the benefit of the patient. I 
mean, when a lot of the care is given, it is totally hopeless care. 
The chances of the outcome being positive are virtually nil; and we 
know a lot of that money and services that could be going to help 
healthy patients is not there because the resources are taken up 
by those kinds of situations. 

If employers were involved with the Medicare population, how 
would you foresee — because hospice care is something that is done 
so well in this country, and sometimes it is the best thing that peo- 
ple would choose for themselves if they had the capacity to make 
that decision for themselves. A lot of times these patients are on 
life support systems, or they do not have the ability to make those 
kinds of decisions for themselves. 

How would you design a system that would, allow for or encour- 
age people to set up living wills, or whatever it is, so that at that 
point we aren’t spending the bulk of the health care dollars in this 
country on patients that, first of all, wouldn’t want it spent on 
themselves? 

Mr. Stover. You know, there are a couple of ways to approach 
that question; and one way verges on the theological, and I am not 
going to take that approach. 

I think the other one is to really look at the experience we have 
had over the last few years and say, it is more an issue of how do 
we give people more choices. I think a lot of the outcomes from a 
standard way of dealing with people toward the end of their lives 
has been, well, there has been one system and there has been one 
set of expectations and that is sort of what the overall health care 
system has allowed. 

When you speak of hospices, I think what we have seen over the 
last — you want to say 4, 5, 6 years, is there have been more HMOs, 
as there have been more alternative ways of looking at how medi- 
cal care can be delivered, and then you get some different answers. 
It really gets down to individuals having a choice in how they 
would like to manage things and becoming more involved in defin- 
ing for themselves what they view value to be in terms of their 
medical care. That is not always a price issue, and it is not always 
a “how many tests can you run” issue, but a sort of “how do you 
feel about the care that you are receiving,” “how does that relate, 
not just to you, but the involvement of your family members and 
where they are living” and so on and so forth. 
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So, I think that, clearly, if we have some more flexibility for peo- 
ple to select some options 

Mr. Ensign. When would they select those options, when they 
are signing up for their particular plan, or on an annual basis? 

Mr. Stover. I think this is — really, when it comes to medical 
care, it needs to be a lifelong education process. I think that is 
something that a lot of us as employers or certainly with group 
plans do a lot of education; and increasingly, we are providing 
background on medical care so people can make informed choices 
on a much better basis instead of just having, some faith as you 
go into it that the system is going to take care of me. 

Ms. Mazo. Of course, we are all working on a program, so we can 
identify what is the last month of a person’s life. Until that time — 
another feature, by the way, this is an equal problem from the 
point of view of employer-funded plans at the beginning of life, a 
major cost is enabling families to make decisions about damaged 
babies and how far they go. 

I think one of the things that a fund that has been involved with 
the person following them all along — and the John Deere people 
and the Chrysler people talked about this — is when you get into in- 
dividualized, major case management, which is delivered by an in- 
stitution that the person and the family trust, it can help the 
choices that have to be made at the ultimate point. Choices and ad- 
vice are given at an early point, but finally someone has to decide, 
yes, this is what we believe is hopeless. This is what we believe is 
not true life. 

There always has to be an individual decision, and when it is 
coming under the guidance and through a payer who has a per- 
sonal involvement in the way — the way a union does, the way an 
employer does with the person and their family, I think it may be 
a little more credible and a little more useful than when it is just 
coming from the government or from an insurance company. 

Mr. Ensign. We — obviously, are in a situation where we don’t 
have a choice about Medicare going on as it has in the past because 
of the findings of the trustee report. Do we think that the Taft- 
Hartley plans may be one of the answers to more efficiently deliv- 
ering health care to the elderly than the Medicare Programs? 

Ms. Mazo. Not all of them but some might be. I have to say that 
the Taft-Hartley plans are not as far advanced, in general, as the 
major corporations represented by NAM in their sophisticated use 
of managed care, but they are moving in that direction; and they 
capture a population which can’t be captured by the large corpora- 
tions, and so they provide a useful supplement. 

Just as business is in a position to do it now, 1 think the Taft- 
Hartley plans, in fact, perhaps given the added incentive of the op- 
portunity to maintain the connection with their retirees — in a 
sense this option might also be an incentive to move them along 
generally down the managed care path. 

Mr. Stover. I might just add to that, I think what we are find- 
ing in common is both the issues of portability and continuity that 
we come back to. The Taft-Hartley plans allow them some continu- 
ity. If we had more portability vis-a-vis the other kind of private 
plans that are tied to a specific employer now, that would also help 
ensure more continuity, which we think is a positive. 
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Mr. Ray. Mr. Chairman, if 1 could underscore that comment, one 
of the unique parts of our Taft-Hartley plans is, we do have port- 
ability, by definition, with a group of employers who are signatories 
to collective bargaining agreements. You get seamless coverage as 
you move from job to job with different employers who are bound 
by the collective bargaining agreement to contribute. 

Mr. Ensign. One of the other aspects I would like to explore just 
a little bit, and that is when you are getting into a situation of as- 
suming too much risk, the risk where you are getting the patient 
populations that are going to jump on board and potentially bank- 
rupt your company; the Medicare population as a whole obviously 
is a very large population. It can be spread out over a very large 
population. 

How do you avoid the cherrypicking, but also avoiding the poten- 
tial massive risk if you get a higher percentage of AIDS cases or 
diabetic cases or whatever; to stop cherrypicking results when you 
have a system set up in its totality that has incentives and dis- 
incentives to do things that would otherwise make the system 
work? 

I think the earlier panelists have talked about the issue of qual- 
ity as being very important, and if we set up options in which peo- 
ple can select quality care in a number of different ways, so that 
there is not a perception that the value for me as an individual for 
getting medical care from this provider is less than it is going to 
be over here, then you are not going to drive to cherrypick situa- 
tions like that. 

So, I think that it is not an either/or, employers or the govern- 
ment — let’s look at how we set up something with the flexibility so 
that positive outcomes can come from individuals either way. 

Ms. Mazo. You obviously have put your finger on the hardest 
question and that is why I think it has to evolve over a period of 
time. We are also not cherry picking because we are working with 
a population we know that we have been taking care of up until 
age 65. Often their health traits and the problems of their family 
are — they may be sort of linked to the industry in which they have 
been working. 

Just as we can begin to get a sense of what the costs are going 
to be once people reach age 55 and 60 from what the costs have 
been when they were 35 and 40 and 45, over — I can’t say that the 
first 3 years of this program we are going to have excellent predic- 
tors. Within some period of time we will begin, and we will be 
building on a base of knowing how they have been operating up 
until this date. 

Mr. Ensign. I would like to thank the panel very much for your 
excellent testimony and call the next panel forward. 

We have Tom Erhart, vice president, human resources for RCI 
Corp. from Brighton, Michigan; Peter Ferrara, senior fellow. Na- 
tional Center for Policy Analysis; Jane Orient, a medical doctor, ex- 
ecutive director of the Association of American Physicians and Sur- 
geons, Inc. 

Mr. Erhart, why don’t you proceed. You have 5 minutes. When 
there is 1 minute to go, the amber light will appear; and if you 
could keep your remarks around 5 minutes, we would appreciate 
it. Thank you. 
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STATEMENT OF TOM ERHART, VICE PRESIDENT, HUMAN 
RESOURCES, RCI CO., BRIGHTON, MICHIGAN 

Mr. Erhart. Thank you. I am Tom Erhart, vice president, 
human resources, for RCI, an automotive specialty manufacturer in 
Brighton, Mich. I would like to relate to you the terrific experiences 
our company and employees have enjoyed with medical savings ac- 
counts, MSAs. 

One year ago we replaced our traditional employee insurance 
program, which offered a very high level of benefits and was fully 
company paid, with the medical account program. MSAs are an ex- 
tremely cost-effective way to offer health care benefits to employees 
because they put the consumer, the employee, back in the process. 

Employees are free to choose where they want to go for their 
medical care. They make choices based on the quality of care pro- 
vided and the cost of such care. Even though employees have a 
higher level of benefits with the MSA than our previous health pro- 
gram, our annual health benefit costs were reduced from $4,800 to 
$4,200 per employee, a 14.3 percent savings. For a business with 
200 employees, this amounts to an annual savings of $120,000 per 
year; and we don’t even anticipate a premium increase for the sec- 
ond year of our program. 

The MSA program at RCI works very simply. An employee with 
dependents receives an MSA of 1,700, a single employee receives 
1,200. This MSA is provided by the company. RCI then purchases 
a health insurance policy with a $2,000 deductible for employees 
with dependents and $1,500 for single employees. 

This insurance policy pays 100 percent of all covered medical ex- 
penses after the deductible is met, no employee copay. Employees’ 
maximum amount of out-of-pocket expense is $300 per year, the 
difference between the MSA and the deductible, and employees 
only have this out-of-pocket expense after their MSA is expended. 

At the end of the year, employees receive any money remaining 
in their MSA or carry over to next year’s MSA. Since there is cur- 
rently no tax advantage to rolling the remaining money over, most 
employees elect to take the cash option. This is an incentive to be 
conscientious consumers of health care. 

Our employees use only one MSA health I.D. card to pay for all 
their medical, prescription, dental and vision expenses. We find 
that our employees shop around for their health care needs; and 
what better way to control costs than through free enterprise? A 
managed care system is an added feature that our employees may 
choose to utilize to lower their medical expenditures. 

Our employees are proud to point out that they have saved 
money by comparing costs. They often save $50 to more than sev- 
eral hundred dollars on routine procedures. One employee even 
bragged that he saved $2.59 on a prescription by comparing costs. 

After the first year of our MSA Program, nearly 75 percent of our 
employees received money back and the average amounted annu- 
ally to over $1,000 per employee. Employees are enthused and ex- 
cited about MSAs because they have the freedom to go to the pro- 
vider they would like. They have the opportunity to receive a sig- 
nificant amount of money back at year end or build up a pool of 
money in their MSA to pay for health care, retirement, or when 
they are out of work. They can control how their health care dollars 
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are spent, and MSAs provide employees with the financial incen- 
tive to stay healthy. 

Our company is pleased with MSAs because we are able to offer 
an increased level of benefits and are reducing costs at the same 
time. By putting the consumer back in the loop, health care ex- 
penses are kept to a minimum. Paperwork is significantly reduced. 
Payments are not subject to the scrutiny of reasonable and cus- 
tomary determination, preexisting conditions and other administra- 
tively burdensome reviews. I know of no other program that pre- 
sents such a win-win situation for both employer and employee. 

Companies from across the country call me daily to seek informa- 
tion about MSAs and how well they work. Workers — I should say 
organizations — such as Crown Northrop, Quaker Oats, Danville, 
Ohio schools. United Mine Workers of America now provide MSAs 
and hundreds of others are considering the program. 

At RCI we envision a great future for MSAs. If the Federal Gov- 
ernment authorizes medical savings accounts and grants them tax 
deductible status, these programs will thrive. MSAs would be of- 
fered by a greater number of insurance companies, allowing for 
more competition, better pricing, greater portability and more 
widespread savings on the part of employees for their future health 
care needs. Paperwork expenses would be slashed drastically be- 
cause employees and retirees could use their MSA card like a uni- 
versally accepted credit card. The MSA credit card-type system will 
reduce paperwork costs from 30 cents of every dollar to 6 cents of 
every dollar spent on health care. 

MSAs would be a natural replacement for Medicare. Individuals 
accumulate their MSA nest egg through the years and, by age 65, 
could have $200,000 or more, assuming an average accumulation 
of $1,000 a year since age 21 at a 6 percent interest rate. That indi- 
vidual could then purchase a super MSA from an insurance com- 
pany with a $200,000 deductible for the remainder of their life at 
a verj? economical rate. 

The challenge in acceptance of medical savings accounts nation- 
ally is merely getting the public to understand the concept and ad- 
vantages of a program and for the government to implement MSAs. 
I envision the education process to explain what MSA means as 
being no different than the evolution of HMO. Ten years ago that 
was an unknown. Today HMO is a household word, and that is the 
kind of growth and potential we could expect to see from MSAs. 

Based on my firsthand experience with medical savings accounts 
at RCI and exhaustive research on health care alternatives, I can 
tell you that MSAs work. I strongly believe not another health in- 
surance program offered compares with the MSA concept. MSAs 
can and should play a major role in reducing health care costs na- 
tionally. If the Federal Government authorizes tax deductible sta- 
tus for MSAs, we will see them flourish. Now is the time to expand 
MSAs as the choice for providing health care to all Americans. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF TOM ERHART 
RCI, BRIGHTON, MICHIGAN 

Medical Savings Accounts at RCI 

I would like to relate to you the terrific experiences our Company, RCI and its employees have 
enjoyed with Medical Savings Accounts (MSA's) 

RCI is an automotive specialty manufacturer located in Brighton, Michigan One year ago we 
replaced our employees traditional health insurance program which offered a very high level of 
benefits and was fully Company paid, with a Medical Savings Account program MSA's are an 
extremely cost effective way to offer health care benefits to employees because they put the 
consumer, the employee, back in the process. Employees are free to choose where they want to 
go for their medical care They make choices based on the quality of care provided and the cost 
of such care Eventhough employees have a higher level of benefits with the MSA than our 
previous health insurance program, our annual health benefit costs were reduced from $4800 to 
$4200 per employee, a 14 J% savings For a business with 200 employees, this amounts to an 
annual savings of $120,000 per year! We do not even anticipate a premium increase for the 2nd 
year of our program 

The MSA program at RCI works very simply An employee with dependents receives a MSA of 
$1700 and a single employee receives $1200 This MSA is provided to employees by the 
Company RCI then purchases a health insurance policy with a $2000 deductible for employees 
with dependents and a $ 1 500 deductible for single employees This insurance policy pays 1 00% 
of all covered medical expenses after the deductible is met - no employee copay! Employees 
maximum out-of-pocket expenses $300 per year, the difference between the Medical Savings 
Account and the deductible Employees only have out-of-pocket expenses after their MSA is 
expended 


CLAIM EXAMPLES 

(Assume a $1700 MSA and $2000 Annual Deductible) 


Annual Medical Claims less than MSA amount 

MSA $1700 

Medical Expenses (doctor visits, prescriptions, x-rays. -$ 500 

hospital charges) 

MSA payout at year-end $ 1 200 

Annual Medical Claims greater than MSA amount 

Medical Expenses (doctor visits, prescriptions, x-rays, $5000 

hospital charges) 

Paid from MSA -$1700 

Employee out of pocket expenses -$ 300 

Paid by Health Insurance $3000 
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At the end of the year, employees receive any money remaining in their MSA or carry it over to 
next year's MSA This is the incentive to be conscientious consumers of health care Employees 
have a direct role in seeing that their health care dollars are spent wisely This also provides 
employees the incentive to take care of their health and utilize preventative health care to avoid 
costlier procedures 

Employees use only one MSA health ID card to pay for all of their medical, prescription, dental 
and vision expenses 

We find that our employees shop around for their health care needs and what better way to 
control costs than through free enterprise'' A managed care system, PPOM, is an added feature 
our employees may choose to utilize to lower their medical expenditures 

Our employees are proud to point out that they have saved money by comparing costs They 
often save $50 to several hundred dollars to routine procedures, and one employee even bragged 
that he saved $2 59 on a prescription by comparing costs 

After the first year of our MSA program, nearly 75% of our employees received money back, 
and the average amount returned annually is over SIOOO per employee Since there is 
currently no tax advantage to rolling the remaining money over to next year's MSA, most 
employees elect to take the cash option Since the average employee only spends approximately 
$1000 on health care annually, the majority of employees will have a surplus in their MSA 

Employees are enthused and excited about MSA'a because: 

• They have the freedom to go to any doctor, hospital or pharmacy they would like 

• They have the opportunity to receive a significant amount of money back at year-end, 

• They control has the health care dollars are spent 

• They can build up a pool of money in their MSA to pay for health care at retirement or 
when they are out of work 

• MSA's provide employees with a financial incentive to stay healthy 
RCl is pleased with MSA's because: 

• We were able to increase the level of benefits to employees while reducing our health 
insurance by nearly 15% 

• Putting the consumer back into the loop keeps health care expenses to a minimum 

• Paperwork is significantly reduced - Since 75% of our employees don't spend more that 
the amount in their MSA, these payments are not subject to the scrutiny of reasonable and 
customary determination, pre-existing conditions and other administratively cumbersome 
reviews The expenses are simply paid out of the MSA! 

• Future premium increases will be reduced because the premium base is lower with the 
higher deductible. 

1 know of no other program that presents such a win/win situation for employer and employee! 
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Companies from around the country call me daily to seek information about the Medical Savings 
Account concept and how well it works. Numerous organizations including Crown Northrop, 
Quaker Oats, Danville, Ohio Schools, United Mine Workers of America and Forbes Magazine 
now provide MSA's to their employees and hundreds of others are considering the program 

Oiir Vision for MSA's 

At RCI we envision a great future for MSA's If the Federal government authorizes Medical 
Savings Accounts and grants them tax deductible status, these programs will thrive MSA's 
would be offered by a greater number of insurance companies allowing for more competition, 
better pricing, greater portability and more widespread savings on the part of employees for their 
future health care needs Participants will accumulate large nest eggs in their MSA to be used for 
health care upon retirement 

I envision a dramatic reduction in health care expenses nationally with MSA's, mainly because the 
consumer is involved in cost control Additionally, administrative/paperwork expenses would be 
slashed drastically because employees and retirees could use their MSA card like a universally 
accepted credit card Use of the MSA "credit card system" will reduce paper work costs from 
$ 30 of every dollar spent on health care to $.06 of every dollar 

Providers would be paid on a monthly basis, with the insurance company merely debiting their 
account and sending them one statement Participants would also only receive one consolidated 
statement from the insurance company showing their activity for the month 

MSA's will also help eliminate the very costly government programs of Medicare and Medicaid 
Concerning Medicaid, the government would give an individual on welfare an MSA voucher 
which could be taken to an insurance company of his or her choice to get an MSA/insurance 
policy If that individual has money coming to them at the end of the year, it will be held until 
they find ajob, providing them with another financial incentive to seek work 

Eventually MSA's would be a natural replacement for Medicare Individuals accumulate their 
MSA nest egg through the years and by age 65 could have $200,000, assuming an average of 
$1000 is accumulated per year since age 21 at 6% interest That individual could then purchase a 
"super MSA" from an insurance company with a $200,000 deductible for the remainder of their 
life at a very economical rate 

The major challenge to implementing Medical Savings Accounts nationally and gaining 
acceptance from employees, employers and Medicare/Medicaid participants is merely getting the 
public to understand the concept and advantages of such a program and having the government 
implement MSA's This can be readily addressed I envision the education process to explain 
what MSA means as being no different than the evolution of the HMO Ten years ago it was an 
unknown, today HMO is a household word. That's the kind of growth and potential we can 
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expect to see from MSA's 


Conclusion 

Based on my first-hand experience with the Medical Savings Accounts at RCI and exhaustive 
research on health care alternatives, I tell you that MSA's work! I strongly believe there is not 
another health insurance program offered that compares to the MSA concept when it comes to 
providing a high level of employees benefits, employee satisfaction, cost control, freedom of 
choice, and administrative efficiency 

MSA's can and should play a major role in reducing health care costs and improving health care 
delivery nationally It's time to expand MSA's as ihe choice for providing health to all Americans 
If the Federal government authorizes tax deductible status for MSA's, we will see them flourish 
for employees, employers, individuals. Medicare and Medicaid 



69 


Chairman Thomas [presiding]. Thank you very much, Mr. 
Erhart. 

Mr. Ferrara. 

STATEMENT OF PETER J. FERRARA, SENIOR FELLOW, 
NATIONAL CENTER FOR POLICY ANALYSIS 

Mr. Ferrara. Thank you, Mr. Chairman. My name is Peter Fer- 
rara, and I am a senior fellow at the National Center for Policy 
Analysis. 

We all know why we are here. We are here because the Medicare 
Program is not only going bankrupt; it is finally collapsing in a 
most disastrous manner. President Clinton’s own trustee’s report 
shows, if you study carefully the data that is published, that in 
order to pay all the promised benefits by the time today’s young 
workers retire, under current policies if the benefits are not 
changed, you would require at least tripling the payroll tax under 
Medicare, increasing the deductibles paid by the elderly under 
Medicare to the equivalent of $4,000 per year per elderly couple 
and you would still be running a deficit of $250 billion in the Medi- 
care Program in today’s 1995 dollars, which is bigger than the en- 
tire Federal deficit. 

I would submit to you that this effectively is Mr. Stark’s plan, 
Mr. Gephardt’s plan, Mr. Clinton’s plan, the plan of anyone who 
says they are not going to make any changes in Medicare benefits. 
Their plan is to triple the payroll taxes, raise the deductible pre- 
mium to $4,000 per couple and run a deficit in the Medicare sys- 
tem bigger than the entire deficit. That is what is going to happen 
according to President Clinton’s own report if changes aren’t made, 

I am here today to present a proposal which — to address this 
problem, which I think can address it in a very appealing way. The 
proposal I am presenting that is advanced by my organization, the 
National Center for Policy Analysis, has broad support from many 
other groups that many of you worked with in the past, including 
the Cato Institute, the United Seniors Association, the Seniors Coa- 
lition, the National Taxpayers Union. Citizens For a Sound Econ- 
omy is helping me with this and many other groups you all have 
worked with in the past. 

Let me try to explain how this works. The broad concept is 
encaptured by medical choice. Elderly recipients under Medicare 
would have the freedom to withdraw their share of funds of Medi- 
care from Medicare each year and use it to buy anything in the pri- 
vate sector that they want. They could buy an HMO, coverage from 
an HMO. They could buy coverage from a current or former em- 
ployer plan. They could buy traditional insurance, but also they 
could buy a medical savings account to receive their coverage. The 
amounts they could withdraw from Medicare would be risk ad- 
justed, based on age, geographic location, health status, so those 
who are relatively younger and healthier would take less if they 
left for the private sector. Those who were older and sicker would 
take more and the system would be protected from any adverse 
problems because people are just taking the share of funds that are 
represented by the risk that they present. 

This proposal is designed to meet the budget targets, without 
question. The amounts that people withdraw from Medicare each — 
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have the right to withdraw from Medicare each year would be tar- 
geted to grow no faster than the budget target, whether it is 5 or 
6 percent or whatever. So, everyone who exercises this option and 
leaves Medicare for the private sector would take an amount each 
year that grows no faster than the budget target. 

In addition, we are advocating that for people who stay in Medi- 
care that an automatic up front deductible be added to the Medi- 
care benefit structure each year of sufficient magnitude so the rest 
of Medicare does not grow faster than the budget target of 5 or 6 
percent or whatever it is. 

So, here you have a plan that is guaranteed to meet your budget 
targets regardless of any other factor. 

Now what is intriguing about this, from our perspective, is the 
medical savings account option, because that will enable people to 
meet these budget targets while still getting better benefits than 
even Medicare offers them today. Let me explain how that would 
work. 

We have had actuaries estimate this for us and what they have 
indicated is that if you take the amount of funds that can be with- 
drawn from Medicare through this program each year, the amount 
the elderly are already spending out of pocket for medical expenses 
and for health care, private supplemental health insurance, the 
amount they are already spending on average, there is enough in 
that pool to buy an insurance policy covering all expenses above a 
deductible of $3,000 to $4,000 and still put $3,000 to $4,000 in an 
account; and they could use the funds in that account to pay for 
medical expenses below the deductible of $3,000 or $4,000. So, they 
are entirely covered by either insurance or savings in the medical 
savings account. Whatever they don’t spend by the end of the year, 
they could then withdraw and use for any purpose. 

I think that is very important to protect that freedom of control. 
That provides the most powerful incentive because now people have 
the money; it is their money. They now have great incentives to 
control costs, like you have heard from the prior witness. In fact, 
what is fascinating about this — and this was a perfect example, 
employers across the country are already adopting these medical 
savings accounts. They are achieving bigger reductions in their cost 
increases than is targeted in the House budget from Medicare, 
They were doing more than reducing growth from 10 to 5 percent. 
They are often reducing growth from 15 percent down to zero per- 
cent and even less. 

What that shows is that, with the MSA option, people can 
achieve the targeted cost reductions while still maintaining their 
benefits. Under this medical savings account structure that I have 
defined, they have better benefits than under Medicare. They have 
unlimited catastrophic coverage for all expenses over the coverage, 
over $4,000. They have a cap on out-of-pocket expenses. If they 
have the MSA, they only have to pay up to the deductible and also 
they get money from Medicare in that account to help pay those 
expenses below the deductible. All they have to pay out of pocket 
is the difference. 

Actuaries have estimated for us that would be about $1,900 a 
year today. So, in other words, the MSA option is offering people 
a cap on out-of-pocket expenses they don’t have under Medicare, 
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unlimited catastrophic coverage, yet while achieving the budget 
targets. 

So, let me just make one more point. I heard Mr. Stark present 
what I have to insist is a very uninformed presentation of what 
medical savings accounts are. Under our proposal, anyone from 
these private sector options would have to accept everybody from 
Medicare that wanted to join. You could not just come in and say, 
we will only take a few healthy people; you have to accept every- 
body who would come. 

My estimate of the number of people — ultimately, the potential 
for MSAs is — I will put my number out; it is 90 percent, I estimate, 
is where the people — ^based on how people are choosing MSAs in 
the private sector. 

The last thing I want to say is, let me suggest to you that you 
should not be in the business of, increasing managed care enroll- 
ment in Medicare or reducing costs by greater use of managed care 
or emphasizing managed care over anything else. There must be a 
level playingfield. All the options should be out there, and the em- 
phasis should be on freedom of choice; and I think in terms of ap- 
pealing to the grass-roots who are — try to support what you are 
doing here, MSAs, which really appeal to the idea of greater power 
of the people, what we are really doing here by this proposal is tak- 
ing control of the program, and the funds, away from just the gov- 
ernment, the doctors and the hospitals that control it today and 
shifting the power back to the people, to the elderly recipients 
themselves. 

Thank you very much. 

[The prepared statement follows;] 
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TESTIMONY OF PETER J. FERRARA 
NATIONAL CENTER FOR POLICY ANALYSIS 


The government’s own latest annual report for Medicare established beyond contention that 
the program must be fundamentally reformed. As has been widely noted, the report indicates that 
Medicare will likely run short of funds to pay promised benefits within 7 years, by 2002. But 
what has not been as clearly reported is how big the financial gap becomes. Without change, 
paying all promised benefits to today’s young workers would require: 

• Tripling the current total Medicare payroll tax of 2.9%; 


• Increasing the annual Medicare premiums paid by the elderly relative to income to the 
equivalent of almost S4,000 per elderly couple per year in today’s terms: 


• And still running an annual deficit in the program of over S250 billion in constant 1995 
dollars, larger than the entire federal deficit today. 

For those who say they oppose any change in Medicare benefits, this effectively is their 
reform program for Medicare. 

And all of this is just under the so-called intermediate projections in the report. Under the 
so-called pessimistic projections, which many top experts think are more realistic or at least more 
prudent, the problem is much worse. 

This financial disaster will occur even though Medicare is already effectively rationing 
health care for the elderly to reduce costs. Medicare pays doctors and hospitals only about 70% of 
the costs of the services provided under the program. TTiis is leading to lower quality care and 
reduced access to care for many patients. In addition. Medicare pays the same fees, regardless of 
the quality of care provided. This encourages lower quality, less expensive care. The Medicare 
payment system also allows hospitals to make more net income by discharging patients earlier, 
regardless of health condition. Evidence suggests that resulting premature discharges have harmed 
some patients. 

Medicare is also slow to approve new medical technologies, leaving the elderly without the 
latest and best treatments and care. For example. Cochlear implants are far superior to previous 
technology for treating some types of hearing loss. But the elderly under Medicare are stuck with 
hearing aids because Medicare doesn’t pay for the more costly implants. 

All of this is apart from the problems of the general federal budget, and the need to reduce 
the total federal deficit. But unlike Social Security. Medicare is already running deficits 
contributing to the federal deficit. This year. Medicare alone will add over $50 billion to the federal 
deficit, about one-fourth of the total deficit. By 2000. Medicare will be increasing the federal 
deficit by over $100 billion in today’s dollars. By 2010, Medicare alone will be running a deficit 
almost as large as the entire federal deficit today. And, again, this is all just under the intermediate 
projections. Clearly, we cannot bring the total federal deficit under control without comroUing 
these deficits under Medicare. 

Indeed, by the year 2000 Medicare alone will consutute 13% of the entire federal budget. 

If Medicare is exempted from spending restraint along with Social Security, interest on the national 
debt (which is constitutionally protect^), and the defense budget as proposed by Clinton (which 
has already been cut sharply), then about two-thirds of the total budget in that year would be 
shielded from spending reductions. The rest of the government would then have to be cut by one- 
third to balance the budget. 

But how can Medicare spending be restrained? Fortunately, a Medicare reform plan with 
true popular appeal that would accomplish this has already been developed by free market and 
conservative organizations, led by the National Center for Policy Analysis m Dallas. This 
proposal was designed so that it would be assured of achieving the cost control targets for 
Medicare included in the budget resolution adopted last week by the House. That resolution calls 
for reducing the annual rate of growth of Medicare from 10% to 5%. 

Under the proposal, the elderly would each be free to withdraw their share of Medicare 
spending each year and use it to purchase private coverage of their choice instead, including an 
MSA option, HMO plans, employer plans, or traditional insurance. The share each retiree could 
withdraw from Medicare would be risk rated to reflect the retiree’s age, geographic location and 
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health status. Consequently, those who are older and sicker would receive more from Medicare to 
purchase private coverage. Those who are younger and healthier would receive less, reflecting the 
lower amounts they would be charged for such coverage. This would prevent adverse selection 
problems, since retirees who leave the program would only take the share of funds that acluarially 
reflects their own risks. 

The key is that these amounts that could be withdrawn from Medicare each year would be 
restricted to grow by no more than 5% per year. So for those who chose the private options, 
Medicare spending would grow no faster than the budget targets. 

Another provision would ensure that for anyone who chose to stay in Medicare, spending 
would also grow no faster than budget targets. An upfront deductible would be added to the 
Medicare benefit structure. The deductible would be set at whatever amount necessary each year to 
ensure that the rest of the program for those staying in the current system would not grow faster 
than 5% per year. 

Consequently, Medicare overall would be assured of growing no faster than 5% per year, 
meeting the budget targets. 


The MSA Option 

The MSA option in the above reform plan would enable the elderly to gel even better 
benefits and health care than under the current Medicare system, while staying within the budget 
targets. That is because the powerful incentives of the MSAs would control costs while other 
features of the MSA option would actually improve benefits and the quality of care. 

Under the MSA option, the retiree would use part of the funds from Medicare to purchase 
insurance covering all expenses over a high deductible, say $3,000 - $4,000 per year. The 
remaining funds would be saved in the MSA and used to pay medical expenses below the 
deductible. The retiree could then withdraw any remaining MSA funds at the end of the year and 
use them for any purpose. 


Health insurance actuaries have estimated for the NCPA that the amounts the elderly could 
withdraw from Medicare, plus the amounts they are already paying oui-of-pocket for health care 
and supplemental Medigap insurance, would be enough to pay for the insurance and put $3,000 - 
$4,000 in the MSA for expenses below the deductible.' 

Under this structure, the elderly choosing the MSA option would effectively be spending 
their own money on health expenses below $3,000 - $4,000 per year. This would make them 
fully cost conscious consumers of health care for such expenses. They would consequently seek 
to avoid unnecessary or overly costly care, or any care where the costs exceed the benefits. 

Perhaps more imponanlly, because of this new consumer cost concern, doctors and hospitals 
would compete to reduce costs to ariraci consumers trying to preserve their funds. 

Several studies show that for those who used the MSAs. these incentives would quite 
likely produce savings more than sufficient to hold costs within the 5% per year growth rale 
target^ under the budget for Medicare; 

• The prestigious Rand Corporation conducted a rigorous scientific study of the health 
expenditures of 2.5(X) families from 1974 to 1982. The families were each provided 
with one of four different insurance plans, ranging from a zero deductible and all health 
expenses paid, to 5% of the first $1,000 in expenses paid, and 100% after that. The 
families with no deductible incurred 53% more in hospital expenses, and consumed 
63% more in doctors’ visits, drugs, and other health services, than the families with the 
highest deductible. Yet, the study also found no difference between these families in 
health outcomes.^ 


• Overall, these Rand studies indicate that families today with a deductible of about 
$3,000 would consume 30% less health care than families with no deductible — with 
no adverse effects on health. 


' See Peter J. Ferrara and John C. Goodman, "Medical Savings Accounts for Medicare,” Brief Analysis No. 160. 
National Center for Policy Analysis. Dallas. Texas, April !7. 1995 

^ Joseph Newhouse, ei al., "Some Interim Results from a Controlled Trial of Cost Sharing in Health Insurance,” 
New England Journal of Medicine. December 17, 1981. 
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• The Con^ssional Budget Office estimates that Medicare etirollees with private 
Mcdigap insuxance shielding them from Medicare deductibles and co-payments use 
about 24% more services than those who do not have such coverage and face the cost- 
saving incentives of these deductibles and co-payments.- 

A 1992 study by the National Center for Policy Analysis estimated that if the public 
generally switched from traditional third party insurance to MSAs, the resulting cost 
control incentives and competition would reduce health spending by about 30%.'* 


• Another study by the health consulting firm of Milliman and Robertson estimated that 
the cost control incentives and competition created by MSAs, if generally adopted in the 
private sector, would reduce national health care spending by $600 billion over 5 
years. ^ 


• A recent Cato Institute study estimated that if MSAs were generally adopted, leaving 
traditional third party payment insurance to cover 25% of total health costs, the cost 
incentives and competition created by MSAs would reduce health costs by about 40% 
per year.® 


• Another Cato Institute study examined the experience of employers across the country 
who were already adopting MSAs. The resulting cost-savings for those employers 
would be more than enough in the case of Medicare to hold program costs within 
targeted growth limits. Indeed, cost-growth for almost all of these employers was zero 
or even negative.’ 

Such cost savings would result for the elderly who used MSAs for their Medicare 
coverage, enabling them to obtain their benefits within the growth-capoed payments they could 
withdraw from Medicare.* 

Indeed, such an MSA structure would offer improved benefits and quality for the elderly; 

• The MSA catastrophic insurance would provide unlimited coverage for all expenses 
over the deductible, unlike Medicare benefits, which are limited in duration and do not 
provide fiill catastrophic coverage. 


• The above MSA model would cap all annual out-of-pocket expenses, unlike Medicare, 
which does not cap out-of-pocket payments. Indeed, the estimates from the actuaries 
indicate that the MSA could cap out-of-pocket contributions and expenses from the 
elderly at less than $2,000 per year. 


• Through the MSA. the elderly could avoid the increasing rationing under Medicare, 
which is reducing the quality of their care and their acces.s to care. 

This proposal achieves the targeted cost controls for Medicare, essentially by giving the 
elderly direct control over the program’s funds. Retirees can consequently profit by wise use of 
those funds. By avoiding unnecessary expenses, they can each pay themselves a large rebate each 
year under the MSA option. When they gel sick, this reform would also allow them to escape the 
increasing rationing of health care under Medicare. Instead, they would be free to choose the 
doctors, hospitals, treatments, and benefits they want. Moreover, the MSA actually offers better 
benefits than Medicare. These and other benefits of the reform for the elderly would make the 
necessary reductions in program expenditures politically possible. 


^ Congressional Budget Office, "Reducing the Deficit' Spending and Revenue Options," Washington. D C . 
February, 1995. p. 287. 

* John C. Goodman and Gerald L. Musgrave. “Controlling Health Care Costs with Medical Savings Accounts.” 
NCPA Policy Report No. 168, National Center for Policy Analysis, Dallas, Texas, January, 1992. 

’ Lilow, Milliman and Robertson, "Financial Impact of Medical Savings Accounts on Health Care Spending in the 
Federal Budget," Council for Affordable Health Insurance. October, 1993. 

* Stan Liebowitz, "Why Health Care Costs Too Much,” Cato Institute. Washington, D.C.. Policy Analysis No. 

21 I. June 13. 1994. 

’ Peter J. Ferrara, "More Than a Theory; Medical Savings Accounts at Work," Cato Institute, Washington. D.C. 
Policy Analysis No. 220, March 14. 1995 

* Note, however, that even if such savings were somehow not fully achieved, that would not affect whether the 
necessary budget savings were achieved, as (hose savings would result from the 5% growth cap on the funds that 
could be withdrawn from Medicare in any event. The only result would be that the withdrawn Medicare funds would 
buy less in private benefits than otherwise. 

’ See Peter J. Ferrara and John C. Goodman, "Medical Savings Accounts for Medicare,” Brief Analysis No 160, 
National Center for Policy Analysis, Dallas. Texas, Apnl 17, 1995. 
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Other Reform Features 

Other features of the reform proposal would include the following; 

• The private plans offered as an alternative to Medicare would have to cover the same 
medical services and treatments as Medicare. 


• The private plans would have to accept anyone from Medicare for coverage to 
participate in the system. 


• Those who chose a private plan could go back to Medicare after one year, but not 
before. The could switch to another private plan that would accept them at any time, 
but those plans again would not be required to accept them from another plan. 
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Chairman Thomas. Thank you very much, Mr. Ferrara. 

Dr. Orient. 

STATEMENT OF JANE M. ORIENT, M.D., EXECUTIVE DIRECTOR, 

ASSOCIATION OF AMERICAN PHYSICIANS AND SURGEONS, 

INC. 

Dr. Orient. Mr. Thomas, I am executive director of the Associa- 
tion of American Physicians and Surgeons. Our association thanks 
you for the opportunity to participate in this discussion. 

We will not claim to have a plan to save Medicare, because it is 
a serious offense to lie to Congress. The fact is that the hand- 
writing is on the wall. You can read it for yourselves in the 1995 
Report of the Medicare Trustees. Medicare has been weighed in the 
balance and found wanting. Next year, it will be wanting about $30 
billion. The gap between income and expenditures will increase 
progressively, and the HI, Health Insurance, Trust Fund will be ex- 
hausted long before baby boomers retire. 

In 1967, Frederick Exner, a former secretary of our association, 
wrote, “Medicare can never be sound. The projected tax increases 
when the plan was adopted should be enough to scare us even 
though they failed to scare the Congress; but actually they will pro- 
vide only a fraction of what the expenses are sure to be.” In 1966, 
the maximum Medicare HI tax was only $46.20 a year. 

The truth is that Medicare was built on an unsound foundation 
and straddles a major fault. The foundation is crumbling and the 
building is about to be hit by a major earthquake: the demographic 
dislocation of baby boomer retirement. 

The structure cannot be fixed by remodeling the executive suite 
and hiring a new management team. If all Medicare patients were 
forced into HMOs, the structure would still collapse and the private 
sector would be blamed. Medicare HMOs would also help to destroy 
the rest of the medical system. In the appendix to our written testi- 
mony, physician’s assistant Jim Morris, from his position as an in- 
sider selling HMO products, describes the deception and the ration- 
ing forced on employers, patients and physicians. 

Medicare is a pyramid scheme founded on deceit. Seniors think 
that they have paid for their benefits, but in reality current work- 
ers are paying for them and, in addition, must bear the brunt of 
the cost-shifting and price inflation caused by Medicare. 

It is time to admit that we cannot repair the Medicare building 
and to shift our attention to the people who are trapped inside. 

Medicare traps patients and those who care for them into govern- 
ment dependency. We must immediately allow people who are able 
to do so to escape from Medicare. This will help to unload the 
stresses on the system. 

To unstop the safety valve provided by the private market, we 
should encourage private contracting outside the system for which 
no Medicare claim is filed. 

We must also repeal price controls and allow balance billing so 
that the marketplace can compensate when Medicare reimburse- 
ments do not cover the cost. 

The long-term solution is to phase out taxpayer-financed medical 
insurance for retirees. This requires fixing the problem in the rest 
of the medical system. 
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What Congress must do and can do without cost to the Federal 
Treasury is to reform the basic inequity in the Federal Tax Code. 

The Tax Code should not punish Americans for paying for medi- 
cal care at the time of service or for buying individually owned, 
portable, true insurance. Because of the Tax Code, most Americans 
prepay for medical care through tax-favored employer-owned ar- 
rangements which arrangements cannot even be transferred to a 
different job much less into retirement. It diverts a large fraction 
of the medical dollar to the pockets of middlemen and leads to in- 
flated prices and overutilization. 

Medical savings accounts and individually owned catastrophic in- 
surance should receive the same tax treatment as employer-owned 
comprehensive coverage, which is really a tax-free substitute for 
wages. Medical savings accounts allow patients to benefit from 
their cost-saving decisions because when patients are spending 
their own money, they consider costs, and this type of market pres- 
sure tends to drive down the price paid per service rendered. Com- 
panies that have tried medical savings accounts have found that 
their medical costs have actually decreased. 

In contrast, managed care can, at best, claim to contain expendi- 
tures by reducing both quality and quantity of services. The patient 
bears the cost of rationing, inconvenience, poorer care and loss of 
choice, but receives none of the benefits of savings. 

Patients own their medical savings accounts; managed care com- 
panies own patients. 

Medicare is socialized medicine. We must replace socialism with 
free enterprise. Because free enterprise works, all Congress needs 
to do is to remove the impediments, the most important of which 
is that Americans have to earn about twice as many dollars after 
taxes to wrest control of their medical care from employers and 
third parties. 

The long-term cure for American medicine, including Medicare, 
is tax equity. The short-term symptomatic treatment for Medicare 
is, let the people go. 

The Medicare experiment provides one more demonstration that 
socialism doesn’t work. We have no choice but to replace this failed 
and unjust system. If we act promptly, we can ease the transition 
to free enterprise and minimize the pain for those who are trapped 
in this misguided social engineering project. 

You have heard about the financial foundations of the system. 
Let me say one word about the moral foundations. Free enterprise 
is morally right; socialism is morally wrong. Money given in Medi- 
care benefits is first taken from those who earned it. That — in the 
words of a former Congressman named David Crockett — money is 
not yours to give. 

[The prepared statement and attachments follow;] 
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TESTIMONY 

ofihe 

ASSOCIATION OF AMERICAN PHYSICIANS AND SURGEONS, 

INC 


to the Subcommittee on He^lh 
Committee on Ways and Means 
U.S. House of Representatives 

Presented by; Jane M. Orient, M.D. 
Executive Director 

May 25, 1995 


The Association of American Physicians and Surgeons thanks you for the invitation to 
participate in this discussion. We cannot, however, in good faith, propose a plan to save 
Medicare. That's because we understand it is a serious offense to lie to Congress. 

The fact is that the handwriting is on the wall. You can look at the figures yourselves, or 
you can read the 1995 report of the Medicare Trustees. Medicare has been weighed in the balance 
and found wanting. Next year, it will be wanting around S30 billion. The gap between income 
and expenditures will increase progressively, and the trust fund will be exhausted long before the 
baby boomers retire. 

In 1967, Frederick B. Exner, M.D., a former Secretary of the .Association of American 
Physicians and Surgeons wrote: "Medicare can never be sound.. .The projected tax increases 
when the plan was adopted should be enough to scare us even though they failed to scare the 
Congress; but actually they will provide only a fraction of what the expenses are sure to be." [In 
1966, the maximum Medicare HI tax was only $46.20 per year.] 

The truth is that Medicare was built on an unsound foundation and straddles a major fault. 
The foundation is crumbling, and the building is about to be hit by a major earthquake: the 
demographic dislocation of baby boomer retirement. 

The structure cannot be fixed by remodeling die executive suite and hiring a new 
management team. If all Medicare patients were forced into HMDs, the structure would still 
collapse, and the private sector would be blamed. Medicare HMOs would also help to destroy 
the rest of the medical system. The reasons are graphically described by physician's assistant Jim 
Morris in die appendix to our written testimony. From liis position as an insider, selling HMO 
product, he describes the deceptions and rationing forced on employers, patients and physicians 
alike. 
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The dreadful truth is thdt Medicare is a pyramid scheme founded on deceit. Seniors think 
they have paid for their benefits. In reality, current workers are paying for them, and in addition, 
must bear the brunt of the cost-shifting and price inflation caused by Medicare. 

It is time to admit that we cannot repair the Medicare building and shift our attention to 
the people trapped inside. Medicare traps patients and those who care for them into government 
dependency. 

We must immediately allow people who are able to do so to escape from Medicare. This 
will unload the stresses on the system to some extent, to the benefit of those who remain trapped. 

The first step, which would actually save money for the Federal Treasury, is to unplug the 
safety valve provided by the private market 

(1) Encourage private contracting outside the system. For such services, 
no Medicare claim is hied. 

(2) Repeal price controls. This means to allow balance billing so that the 
marketplace can compensate for Medicare reimbursements that do not cover 
costs. 

The long-term solution is to phase out taxpayer-financed medical insurance for retirees. 
This requires fixing the problem m the rest of the medical system. 

What Congress must do, and can do without cost to the Treasury, is to reform a basic 
inequity in the federal tax code. 

The lax code should not punish Americans for paying for medical care at the time of 
service or for buying individually owned, portable insurance. Because of the tax code, most 
Americans prepay for medical care through employer-owned insurance. Such insurance cannot 
even be transferred to a different job, much less into retirement. It diverts a large fraction of the 
medical dollar to the pockets of middlemen and leads to inflated pnces and overutilization. 

Medical savings accounts and individually owned catastrophic insurance should receive 
the same tax treatment as employer-owned comprehensive coverage, which is really a tax-free 
substitute for a wage increase. 

Medical savings accounts allow patients to benefit from cost-saving decisions. Because 
patients are spending their own money, they consider costs in their decisions. This type of market 
pressure tends to drive down the price paid per service rendered . Compames that have tried 
medical savings accounts have found that their medical costs have actually decreased. 

In contrast, "managed care" can at best claim to "contain" expenditures by reducing the 
quality and quantity of services. The patient bears the costs of rationing (inconvenience, poorer 
care, and loss of choice) but receives none of benefits of saving. 
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Patients own their medical savings accounts. Managed care companies own patients. 

Medicare is socialized medicine. We must replace socialism with free enterprise. Because 
free enterprise works, all Congress needs to do is to remove the impediments. The most 
important impediment is that Americans have to earn about twice as many dollars, after taxes, to 
wrest control of their medical care away from their employers and third parties. 

The two word description of the long-tenn cure for American medicine, including 
Medicare, is "tax equity." 

The three-word description for the short-term symptomatic treatment for Medicare is: "let 
people go." 

The Medicare experiment provides one more demonstration that socialism doesn't work. 
We have no choice but to replace this failed and unjust system. 

If we act promptly we can ease the transition to free enterprise, and minimize the pain for 
those who are trapped in this misguided social engineering project. 
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SPEECH 
Presented by 
Jim Morris 
to the 

ASSOCIATION OF AMERICAN PHYSICIANS AND SURGEONS, INC 
Regions! Conference in Boise, Idaho 
May 6, 1995 


I'd like to start with a little history about myself: I have been a physician's assistant for 
about 20 years. For part of that time I was in the military, which obviously has the worst type of 
sociali 2 ed medicine. I took care of rutmy noses and sore throats at all hours of the day and night 
I was awakened one morning about 2.00 a.m. for a gentleman who presented to the Naval 
Emergency Center for acne. So, as all cases, I got up and saw him and suggested that he take 
some tetracycline and so forth. 

Then I said, "1 have a question for you." 

"Whafs that?" he responded. 

"Have you ever heard of terminal acne?" I asked. 

"No. is this terminal?" 

"Wake me up at 2:00 o'clock again and it will be." 

One of my past positions was as part of an HMO team. I was one of those people that 
went out and sold the program to companies, to doctors, to hospitals. This was a real eye opener. 
I'd like to tell you the methods we used to sell HMOs. 

First, we were instructed in how to talk to employers. The first thing you talk to 
employers about is reduced cost. We told them that their employees were paying Sit 20. 00 a 
month for insurance for their families and that we could do it for S90.00 a month. When 
employees went to the doctor, it would only cost a SIO copayment. 

Weil, we just happened to forget to tell the employers that smce it only cost them $10.00 
to go to the doctor, they'd probably go more often, losing more time on the job. The other thing is 
that we forgot to tell them that people were going to snap the program up, and after that they 
would be ours. 

If I came to any of you and told you the bottom line was that instead of $320.00 a month 
to take care of your wife and two kids, it's only going to cost you $90,00 a month, which program 
would you sign for? Of course, the program looks great on paper. 

We talked to the employers about how they could sell the program to the employees so 
that the company could save money. We'd help. 

Usually we would go into plants that made wood products or were involved in 
agriculture. Ifs very easy to sell to their employees. They're working for minimum wage or not 
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much more. They are also young. They have had no experience in the health-care market. They 
sign up, and the company says we'll provide health care. They didn't care what kind of plan, as 
long as they knew they had health care for their family. They went from paycheck to paycheck. 
Their educational level was low, they had no economic background, they weren't inclined to ask 
questions, and we certainly didn't tell them anything they didn't want to know. 

From the managed-care company's standpoint, the more people we could sign up, the 
better. Every person enrolled means more revenue generated. So we went in and sold this 
program as quickly as we could. Some of you may have long dissertations with your insurance 
man or with your attorney. Our average appointment with a management team was one hour. 

We wanted to present everything and get out of there before they had time to ask any 
questions. And as long as a CEO was looking at the bottom line, it was a go. We probably sold 
between 85 and 90% of the plans we approached. 

I look back on that and I think I resembled a used-car salesman. This runs great, looks 
good, here it is, take the keys, gimmie $100.00, ifs yours, your outta here. The problem is, 1 
didn't tell you that ifs probably only going to get you about three blocks down the road, you're 
lucky. 

When we sold to physicians, our point was to join now or somebody else would. We said 
we've only got slots for four family practice docs in our list of physicians here so you know if you 
don't sign. Dr. Jones down here will and of course if he signs and you don't and you have patient 
that all work for John Doe company over here, he gets all of diose patients automatically. It 
doesn't make any difference whether they want to go to him or not, thafs where they are going to 
go if they want their services paid for. 

We preyed upon poorly educated employees. If they were hesitant at all, we'd go out on 
the factory floor as we were walking out and say "Wait a minute, if you're really not sure this is a 
plan for you, lef s ask this guy over here running this mill." We'd pull the guy off the mill and say, 
"Listen young man, how much do you pay for health insurance for your family? How would you 
like to pay 1/3 of that? Oh, and you pay 20% on top of that? Oh. well, how would you like to 
pay $10.00?" 

Now, you only have to hit one man on the floor or possibly two, and the word would go 
through that company. There is a health insurance plan available that is only going to cost one 
third of what people are paying now and $10.00 a visit. The plan is sold. They will not dare turn 
your plan down because they will have a revolt from the employees if they do. 

We gave people limited information concerning the panel of physicians. People would 
ask, "Well, is my doctor on the panel? Could I go see my family doctor?" 

"Well, we are currently negotiatmg with a number of physicians to join our panel and 
actually we are talkmg to Dr. Jones, your physician, and he has shown some interest." 

1 hadn't even been to see the man yet. Thafs the way the system works. Don't answer any 
question up front, and don't answer them straight. Make a quick sale to the employer, and do it by 
selling it to the employees first, if necessary. 

Then I changed jobs. I went from selling HMDs to workuig in a pnvate office m which 
tlie physician 1 worked widi signed up for a number of HMDs. He got caught in die crunch: "If 
you don't sign, the doctor down the street will. You've got 4000 patients, we own 1200 of those, 
can you afford that loss in mcome with three kids m college?" Those were the types of things that 
were told to the physicians. When the physician 1 worked for refused to sign up for an HMO, we 
lost 300 patients overmght. Thafs a pretty good chunk out of a smgle physician family practice 
group. Thafs a significant cut m mcome. 
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Now, what happens when you do sign up for an HMO and the other doctors don't? Y ou 
get all their patients. Ilien you have more patients than you can handle. People can't get in to be 
seen. We started losing patients because they couldn't get appointments. We had patients that had 
been members of that practice for eight and nine years who were now seeking physicians further 
and further out of town because they could call and be seen that week. Our patient load got to the 
point that we were scheduling patients two and three months in advance. 

Another selling point for doctors is the capitation. The idea is to get 300 patients on your 
panel, knowing that only 5% of the population is really ill. Well, I'm not sure who has worked in 
family practice, but let me explain what actually happens. If you tell 400 patients that they can 
come to the doctor and be seen for $10.00 or less, you can bet that a good portion of those are 
going to show up-far more than 5 %. It makes it harder and harder for the sick patient to get in to 
be seen. So they start going outside the system. What happens if they go outside the system? 

They don't have any insurance. 

"Well, that was on page 42 in the fine print that said that if you didn't see your family 
physician first, then you have to pay for the service out of pocket." 

"You mean you didn't call us and ask? Oh, well I'm sorry that’s on page 43, it says call 
this 800 number" (which of course is always busy). 

If a patient goes outside the system and to a (please pardon the terminology) doc-in-the- 
box, and he says, "Well, look, you've got this bad heart murmur and you should go see the 
cardiologist," the patient generally makes an appointment to see the cardiologist. But he wasn't 
referred by his family practice doc, and he has no coverage. So now he's faced with a bill for 
S1200 - $1500, and no coverage. 

We had patients go through this. We had a doc-in-the-box next door, two doors down 
from our office. We had people go in there. They would walk into our office, and our 
receptionist would say "I'm sorry Mrs. Jones, our next opening is next Thursday." 

"Well, I'm sorry, but I need to see somebody today." 

The patient could walk right out in the parking lot and see the sign that says "M.D, on 
duty" and walk in. She doesn't know any better, slie doesn't care at tliat point, not until the bills 
start rolling in. And the insurance company doesn't care, the HMO doesn't care. They say, "I'm 
sorry-you didn't follow the guidelines, and we're not paying for anylhing," And they don't. The 
next thing you know, I have to see Mrs. Jones in the office with chest pam because she just got 
this $ 1 200 bill from the cardiologist. She thought she had insurance, so she called the insurance 
company, but they refused to pay. She's down to her last $5 fixed May, 1995, income after she 
pays her rent and her groceries. 

One of the other problems we had was with patients who had to travel a long distance. 

One of the HMOs we signed up for was in Reno. We worked in Gardnerville, Nevada, which is 
about 65 miles south. We were one of the first family practice docs to sign up with this HMO, so 
we had people drivmg 65 miles for their routine office care when there were obviously a large 
number of family practice doctors in an area like Reno or Sparks that were more than willing to 
see them. 

Many of diese patients were elderly. Some were sick children who cried for 65 miles on 
their way to see us. If the patient wanted to see somebody other than the family doctor on the 
panel, or wanted to go to the ER, he had to get prior approval. Try to get approval after 5:00 at 
night or on a weekend. It doesn't happen. Any number of HMOs, including the one that 1 was 
involved with, had five or six operators on during the day, but only one operator at night and on 
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weekends. That 800 number would ring incessantly. 1 have even called it myself and let it ring 
60 times and not had an answer. That’s what happens to your patients. 

Now, what about transporting a patient by ambulance? Suppose Mrs. Jones calls you says 
"My husband fell down the stairs, and I think he broke his hip.” You can't just say, "Okay, we'll 
call the ambulance, and we will see him in the emergency room." They have to call and get that 
approval for that ambulance, and you have to be sure they have done it. And many HMO's don't 
cover ambulance transportation, so if s an out of pocket expense. 

Specialists care. Now we get down to what gets into the physicians pocket. Your 
capitated, you've got 400 patients in your panel, your capitated at $5.00 a piece and so you've got 
this set income thafs going to come in, $2000.00. Okay now, we forgot to tell you though that 
we are going to keep 10% of that off the top for a catastrophic fund, thafs in case somebody has 
to have a bypass or something like that. So, we are going to withhold that amount of money. 

This is a true story. You go in to see your physician, I had an 18 year old girl who came 
in with acute onset of a heart murmur and chest pain. She came in, I said "look we ought to send 
you to see the cardiologisf. Well, we had to call and get approval to send her to the cardiologist. 
Not a major problem with this one HMO, worked pretty well. The only problem was that we 
paid for the cardiologist, it comes out of our capitation fund. 

I was lucky, the doctor I worked with didn't look at dollars, he looked at patients, he took 
care of her, he sent her. 

There were other doctors I know that worked in the same area that did not refer patients 
because they had to pay for it. If you have somebody that does not have a life threatening 
condition, we had a 35 year old female with new onset seizures who we attempted to refer. We 
had to try, according to the HMO panel, at least three anti-seizure medications before she could be 
referred to a neurologist. They would not pay for an EEG, they would not pay for a 
neurosurgeons evaluation or neurology evaluation until she had been tried on at least three clinical 
drugs. 

And then you run into the panel. If you have a patient (the same May, 1995 lady with the 
seizures) who we did try three drugs on and then we attempted to get an EEG because it was 
"expensive" and that is determined by each individual HMO (how costly a test is) it has to go 
before the approval panel. You have to submit a form to go to the panel. 

Well, if you're lucky, the panel meets weekly. Unfortunately, ours met monthly to begin 
with, because it was small. So you submit a consultation form to the panel with the clinical 
information on it and request permission to send this lady to an out-of-panel neurologist and have 
an EEG done. 

Unfortunately, on the panel you have one physician (who we were lucky was an mtemist, 
who was fairly well versed), you have an accountant and you have a CEO or CFO of the HMO. 
Well, he doesn't care. She's not related to him and he is not married to her, so, as far as he is 
concerned that's another body and he is looking at expenses. So, each person has a vote on 
whether or not that person gets that test done. 

You have an accountant and a CEO that votes no and an M.D. that votes yes. Even in 
good conscious this guy is losing. It happened three times before we got this lady transferred. 
These are honest stories on a stack of bibles people - 1 swear. 

Again, strict criteria for patient care, you have to meet certam criteria before you can 
transfer a patient. I worked in a cardiology group for awhile at a large hospital in Nevada. It was 
near the State line. We used to get patients over from a large HMO out of Sacramento. They 
would come over, they'd had an angiogram done. They did have chest pam, they had been 
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admitted to their hospital to their HMO facility and evaluated. Their chest pain was calmed 
down, they were doing fairly well on their nitrates, they went ahead and did an angiogram. 

One gentleman in particular had two 75% lesions and one 70% lesion and was 76 years 
old. His HMO said, "Gee, we don't do anything under 80% lesions for starters and secondly we 
don't do anybody over 70 either". Well it doesn't make any difference if this gentleman 
chronologically looked like he was 60 and not 75 or 76, but "we just don’t do those lesions, so, 
you know, sorry". 

If s kind of like socialized medicine in Canada. These people would come over to our 
area, Reno, and they would check in the Emergency Room to see how busy things were, go 
across the street to the park and run up and down in the park in three piece suits until they had 
chest pain and then walk back across the street and get admitted in the emergency room. 

Since they crossed the State line, they were out of their service area, they could be 
admitted on an emergent basis and treated as necessary without prior approval. I've seen it more 
than once. I can give you three names. 1 mean, this is not, out of the ordinary, this is common. 

Ifs common practice. 

When you talk to people that are trying to sell HMD's to physicians, the first thing they 
sell the physician is, especially on a capitation program, is that this is a get rich quick scheme, as I 
eluded to earlier "we are going to sign up 400 patients for you because this guy down tile street 
won't sign up with us and we are going to capitate you at $5.00 to $10.00 to $12.00 a piece, 
whatever it takes to get you to sign up. So -you are going to get tiiis 2, 3, 4, $6000.00 a month no 
matter if you only see one of these people off this panel." Well again, since it only costs them 
$10.00 to come in, you are going to see a lot more than 1 or 2%, We signed up a 400 patient 
panel, we averaged 120 of those people a month. 

The people that get rich off HMD's is the management. As the Wall Street Journal stuff 
was demonstrated recently, those are the people taking home the money, not the physicians in the 
street. Initially you think you are going to get paid for doing little or nothing - doesn't work - you 
get beat mto the ground. 

You are no longer a patient advocate. You start having to protect yourself You start 
having to protect your income because you've got kids in college. You've got a house to pay for 
and all at once, you're not thinking about the patients well-being, you start thinking about your 
pocketbook and as Dr. Goltry alluded, that is the wrong direction to head. 

Patients lose their choice. If you send a patient to a cardiologist or to a neurologist and 
you have a neurologist assigned on the panel who you really have some doubts about. Well, 
maybe he's not quite as aggressive as you would like and so forth, doesn't make any difference, if 
he is on the panel thafs where your patient goes - once you get approval. 

It happens many times. The problem you run into is that you may have 20 family practice 
docs on a panel and one neurologist. Even though there are five or six in town, there is only one 
on the panel. So, agam, try and get a patient m. 

It was not uncommon to call for cardiology or neurology services and find out that it was 
a three to six month wait to get an appointment and then thafs an initial evaluation appointment - 
thafs not for any services. Then they have to turn around and reschedule again three months later 
to get in to be seen for their follow-ups. It happens commonly. You get in medicine by proxies. 

I alluded to panel choices. The panel decides whafs gomg to happen to your patient, not 
you. .As Dr. Goltry said, 1 am a physician assistant, I work with M.D.'s, D.D.'s and so I turn my 
choices over to the physician to make the ultimate choice in how the patient is treated and where 
they go, I assist in that care. But, I was trained basically to take care of the patient the best way I 
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know how and to use all of the knowledge that I have and I have been at this for 20 years. So, for 
me to turn around and fill out a form to send and let two financial people and one doctor decide 
whaf s going to happen to the patient goes against my better well-being and it definitely causes 
some ulcers. 

There is some question in HMO panel programs now where a panel decides on medical 
care as to whether or not you are open for litigation. Whether you have not exercised your 
medical knowledge to the best care of that patient. There are two cases pending in California, that 
I am aware of, where a doctor is being sued because he did not refer a patient because the panel 
told him he couldn't. 

Referral fund, as I allluded to earlier. A certain percent of your capitation goes back into 
referral fund. Again, this is dependent upon the contract you sign, but the ones 1 was exposed to 
this is what happened. That money then comes out of that referral fund, if you send a patient to a 
cardiologist, or so-forth for further care. Dependent upon whether or not that care exceeds that 
fund, it may or may not come out of your capitation fees. 

So, instead of us getting a $3000.00 a month check, it was common for us to get $1500.00 
or $1700.00 from the HMO because we spent more than what we were supposed to spend for 
specialty care. Again, the doctor I worked with was more concerned about his patients than his 
checkbook. There is something called a catastrophic fund. That is a certain percentage of your 
income that goes into a fund to cover those patients that need a bypass or that have to have 
chemotherapy or a transplant, etc. 

What happens to those doctors involved in the HMO when there is no money left. What 
happens if you happen to be in that unlucky group that has three five vessel bypasses and a kidney 
transplant that year? There is no money left. 

The question is, who is responsible? The physician I worked with in Nevada had a case 
where we just happened to be the unlucky people. We were involved with a group of family 
practitioners that grossly exceeded our funding because we have two five vessel bypasses out of 
our group and a renal transplant and so did a couple of the other physicians. That doctor ended up 
paymg, even diough he signed out of die HMO, even though he quit, because those expenses were 
incurred while he was still a member. He ended up paying for five years after that because those 
expenses he was liable for. 

If any of you really contemplate joining an HMO, read your contract very carefully. 

There is something in there about how long you are liable for expenses and also how long for 
patient liability. If you are de-selected, if you should be so lucky if you happen to make the error 
of signing up, and find out whether or not you are still liable for expenses, even though you have 
been de-selected. how long the contract period goes. 

I have worked in family practice and in a cardiology group which were both HMO 
involved. I have been involved with four HMO groups as a provider and one HMO corporation 
and it is the worst thing that I have ever done ui my life. .As Dr. Goltry alluded to, it's perverse, 
if s inhuman, it takes away physician choice, it takes away patient choice and it ruins what we 
were all taught to do. 
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CAN MEDICARE BE SAVED? 


Speaker Gingrich is setting the agenda, and Medicare is at 
the lop for the next te^- months With great political 
astuteness, Gingrich iobbed the bail into Bill Clinton’s coun 
With equal sawy and lightning speed, Clinton slammed it 
back 

They both know where the "third rail in American 
politics’’ is. and neither wants to touch it. What politician 
could survive the credit for bringing down the federal building 
of Medicare, the great shining showcase of the Welfare State 
and government-funded medicine? 

On the other hand, everyone wants credit for saving 
Medicare — including physicians. And something must be done. 

If a building is in trouble, one needs to send m men in 
hard hats to examine the toundaiions. 

Let's set aside the various Reports. Plans. Bills, Opinion 
Surveys, and Trial Balloons— and take a hard look at the 
foundations of Medicare. Here are the rock-solid indisputable 
facts that every American needs to know- 
» Medicare Part A is built on a first-dollar tax on wages. 
Out of every dollar an American earns. 2.9 cents goes to 
Medicare Part A. No one may lawfully earn money to 
buy milk for the children, a tram ticket to work, or 
insurance for himself, without paying that tax fim. 
Americans who earn $20,000 pay 5580; chose who earn 
$200,000 pay $5800 to Medicare Pan A. 

» Medicare Part 6 premiums are about 75 percent 
subsidized by general tax funds. Uninsured working 
Americans are paying pan of the premiums of wealthy 
retirees. 

• The tax is not enough; bankruptcy is inevitable. 
Receipts from the payroll tax already fall about $22 billion 
shon of covering current Pan A outlays. 

» The tax cannot be increased enough to keep politicians’ 
promises. Increased longevity plus decreased fertility 
yields a demographic bomb. By 2040, the Medicare 
payroll tax alonf would consume between 10.6 and 20.26 
percent of all wages to maintain present benefits. Long 
before tax rates rise that high, capital and labor will move 
to places where they can earn a decent return. If forced to 
remain, their productivity will be minimal- 
The dreadful truth is that Medicare is a pyramid scheme 
founded on deceit. It is like a poorly constructed building chat 
straddles a major fault. 

The answer to the question in the title is simply "No, 
Medicare in its present form cannot be saved." That is simply 
a fact, not a wish or a siaiemcDt of political philosophy. 

The next question is what to do about it. One approach 
is to deny the magnitude of the problem and offer a puatable 
nostrum. Appealing but dangerous "solutions’’ include changes 
in the top management along with schemes that paper over the 


cracks with price controls. 

Those in power know that they cannot repair the 
problem, but they hope to postpone the day of reckoning so 
that it does not occur on their watch. Or they simply wish to 
delegate the responsibility so that someone else will be blamed 
forthedebacle "Private" entities, namely "managed" care, are 
popular candidates. Let them skim a fat share of gross receipts 
from the top for playing the heavy and taking the heat. 

"Managed care" may be called a “market-based" or 
"private" solution, but those terms are in Orwellian 
Newspeak- As documents of the Clinton Health Care Task 
Force acknowledge, enterprises that exercise powers belonging 
to government, or that are under pervasive government 
control, are private only in name or form. Medicare HMOs 
are funded by the government and act as an arm of the 
government. But their failure will be construed as a failure of 
the marketplace and as a reason for frank government takeover. 

Another approach is to call for the outright, immediate 
repeal of Medicare. This would be about as irresponsible as 
dynamiting an unsound building while people are inside. 

The humane and rational approach is to shift our attention 
from saving the building to saving the people who are trapped 
in It. 

The first step is to avoid further damage from loading on 
additional costly regulations. The second is to unload the 
counterproductive stresses that already exist (the Clinical 
Laboratory Improvement Act, restrictions on balance billing, 
claims filii^ when no reimbuncmeni is expected, etc,). Next 
is to protect as well as possible the most vulnerable patients 
who cannot find assistance outside the system. Most imponant 
IS to evacuate in an orderly manner those who are willing and 
able to leave — and simultaneously to allow the development of 
sound structures to replace the failed Medicare system. 

Penuading people that they ihould leave a heavily 
subsidized program will not be easy — especially when they 
themselves have been taxed to provide the subsidy. Persuading 
young persons that they should not enter is somewhat easier. 
Finding the means for them to do so, given present levels of 
uxaiioo, is the difficult pan. 

Under politics as usual, Congress will study plans to 
remodel the top floor. The health-care management interests 
will try to block the front exits, while fashioning policy that 
must inevitably hasten departures via the morgue. 

Meanwhile, the real suppon for the structure is crum- 
bling — the suppon of workers. Their ability to produce is 
drained by taxes and regulations, and their anger grows as they 
see the legacy that awaits them. 

The Voices are stark: we can tell the truth and rescue the 
people — or we can lie and do nothing to mitigate the inevitable 
collapse. 


AAPS News, June 1995 1 
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Chairman Thomas. Thank you very much, Doctor. 

If it was not said previously, any written statements that you 
have will be made a part of the record, without objection; and if 
you will entertain some questions, I will call first on the gentleman 
from Louisiana, Mr. McCrery. He is someone who is very interested 
in medical savings accounts. 

Mr. McCrery. Thank you, Mr. Chairman. You are right, I am 
very interested in medical savings accounts. 

Chairman Thomas. Not that the others of us aren’t. You just 
show exceeding interest. 

Mr. McCrery. Well, I wouldn’t say so, but I think appro- 
priate — 

Chairman Thomas. Appropriate. 

Mr. McCrery [continuing]. Interest. In fact, a bill that I intro- 
duced last year would have done, I think — well, wouldn’t have done 
exactly what Mr. Ferrara recommended, but it — in fact would have 
gone further because it would have given tax-favored status only 
to medical savings accounts, high deductible options and managed 
care arrangements so that the traditional, first-dollar-type insur- 
ance policy would no longer be tax favored. That is how radical I 
am in trying to shift the population into some arrangement that, 
in fact, does encourage personal responsibility and involvement of 
the patient in his own care. That was only for the non-Medicare 
population. 

Today we are talking about the Medicare population, which is, I 
must admit, a different situation, and it is one that I have not 
given a whole lot of thought to, frankly, until now. I am interested 
in the observations of all of you with regard to the Medicare popu- 
lation. 

Is it not true that the Medicare population is far different from 
the rest of the population in terms of their likely medical needs? 
It seems to me that we must analyze the effect of medical savings 
accounts on that population separate from the rest of the popu- 
lation because of those differences. 

I gather you disagree with that. Tell me, if you do disagree with 
that, why it is not true. 

Mr. Ferrara. Well, I — the elderly have higher average costs, but 
in other respects, I think it is the same. The higher average costs, 
that just reflects the price of coverage. That is — and it seems to me 
that is — all the actuarial principles and all the market principles 
and everything else is the same. It is just that you have a some- 
what higher incidence and you need somewhat more funds to cover 
the actuarial risk. 

That is accounted for in everything I said. Medicare is already 
paying for that. So, the money — there is already money in the sys- 
tem to cover that. 

The elderly are already paying for a lot of out-of-pocket expense. 
A lot of them are buying additional insurance out of pocket. The 
actuaries have looked at this and indicated to us that for what 
Medicare is already spending and what the elderly are already 
spending, you can fund, the medical savings account that would 
produce all these benefits I described. 
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Mr. McCrery. Yes. It is your opinion that the effect on total ex- 
penditures would be the same as the effect on the non-Medicare 
population? 

Mr. Ferrara. Yes. I think if you look at the cost distribution, as 
a matter of fact, under Medicare, you will find that most people — 
say, you had a deductible of $4,000 in the medical savings account, 
the great majority of people would not go above that every year — 
and HCFA has these numbers; if you look at that distribution, I 
bet it is on the order of 80 percent probably never go above that — 
and you would have the same incentive effect that you have got 
with the non-Medicare population. People are spending their own 
money; they don’t want to waste it. 

There is another factor that comes into play here that people 
often overlook. Because the people are concerned about not wasting 
money, the doctors and the hospitals for the first time really com- 
pete on cost. Today, they don’t compete on cost because the patient 
is not choosing them on the basis of cost; the patient is choosing 
them only on the basis of quality. The patient doesn’t care about 
cost because Medicare or the insurance company is paying for it. 

When the patient starts choosing on the basis of cost as well as 
quality, they will compete on cost as well as quality; they will come 
up with ways to tell the patient, here is how you can do it for less. 

Mr. McCrery. You think that principle holds true with the Med- 
icare population? 

Mr. Ferrara. Yes. 

Mr. McCrery. Dr. Orient, have you thought about this difference 
between the Medicare population, the non-Medicare population and 
the effect of MSAs on each? 

Dr. Orient. Well, the Medicare population is an artificial distinc- 
tion caused by the existence of the government-funded program 
past the age of 65. Otherwise, they are human beings and they 
have a continuum of needs as younger people do. 

Mr. McCrery. But they are elderly folks. When they are over the 
age of 65, they do have, on average, greater demands for health 
care; is that not correct? 

Dr. Orient. Yes, that is correct. Mr. Ferrara, 1 think, has ad- 
dressed that question. 

Mr. McCrery. So, it is not an artificial distinction exactly. It is 
obviously an arbitrary distinction at 65, but it is not an artificial 
distinction, it is a real distinction. I am just curious, have you 
given any thought to the effect of medical savings accounts on the 
population, the universe of people above 65? Would it be the same? 
Would it act the same as those under 65? Is it more dangerous be- 
cause of the greater health care demands? 

Dr. Orient. I think clearly it would work the same way; and peo- 
ple over the age of 65, they are adults, they are capable of making 
prudent decisions about their medical care and, in fact, they do 
take cost into consideration when they know that there will be an 
out-of-pocket cost that they themselves have to pay. 

Yet they also are extremely interested in their health, and I 
think they make wise decisions and it has been shown, certainly 
in younger population with MSAs that they may, in fact, tend to 
obtain more preventive care when it is their own money they are 
spending, or saving if they get the care at a propitious time. 
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Mr. McCrery. Thank you, Mr. Chairman. 

Chairman THOMAS. Thank you Mr. McCrery. 

The gentleman from Nevada, Mr. Ensign. 

Mr. Ensign. Thank you, Mr. Chairman. 

First of all, I would like to compliment whoever your employer 
is, Mr. Erhart. He has just done a terrific job on this, his foresight 
and forward thinking on choosing this option for your employees. 

I would like to address Mr. Ferrara, first; you mentioned the risk 
assessment. Who would do the risk assessment? How often would 
that be done? And I guess whoever would do it, are they capable 
of doing that? 

Mr. Ferrara. Well, this would be — HCFA would determine how 
much there — each individual is going to withdraw. 

Mr. Ensign. I was afraid you were going to say HCFA, but go 
ahead. 

Mr. Ferrara. They would do it on the basis of a few objective 
factors. I am not expecting them to examine each elderly person 
and give them a number. They have a lot of data about distribu- 
tional cost by age, distributional cost by geography, and they would 
look at a few objective factors for health status, whether the person 
is — a cancer patient or a heart patient would have a different risk 
profile than someone who doesn’t have cancer or hasn’t had a heart 
attack in the past year or something like that — disabled. There are 
a few other major things. They could advise us as to the — as to the 
factors to be considered. 

Last year it was suggested by the Clinton administration that 
they could — they were going to risk-adjust every health plan in 
America. So, they seem to think that they had some technology to 
be able to do that. 

Now, this is different, because then, that proposal — because here 
the government is paying for it already, it is a matter of how much 
the government is going to pay in each circumstance. So, it doesn’t 
involve the same complications as the one they were proposing last 
year. By their own implication, by what they were proposing to do 
last year, they were suggesting that they could have the technology 
to do this. 

It doesn’t need to be precise, down to the nth percentile. If you 
do some risk adjustment to get relatively close, then you will avoid 
the adverse selection problem. 

People say, what if all the healthy people leave? If this is done 
right, then that wouldn’t present the same risk. It wouldn’t present 
a problem because they would take money that reflects their risk 
and enough would be left for the people who are remaining in Med- 
icare. 

Mr. Ensign. The other problem that I have — because the concept 
sounds great. As a practicing veterinarian, we operate basically 
with medical savings accounts because we operate in a free market 
where people are paying out of their pocket, and that is the concept 
that you are trying to bring in here, bringing the consumer back 
into the marketplace. 

Veterinary medicine is incredibly competitive. We do well. We 
still make a decent living, but our costs have been way below infla- 
tion for 20 to 30 years, providing better and better service every 
year. I support the concept. 
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I do have another concern that a lot of the costs are consumed 
in the last few months of a person’s life. It is difficult to determine 
when those last few months are going to be, but, Dr. Orient, I am 
sure you would agree there are times when you have a very high 
probability that what we are doing here is useless treatment, and 
if the person was able to make that decision, would probably deny 
the treatment in a lot of those cases. How do we, with these medi- 
cal savings accounts as an option, develop systems where people 
are empowered to make those decisions prospectively about those 
last few months of their lives. 

Mr. Ferrara. We have some ideas to try and address that aspect 
of the problem, but they are not really in this — in this proposal we 
are offering you today and how to basically extend the medical sav- 
ings concept to more catastrophic illnesses. They reflect the idea 
that insurance will pay a certain percentage or a certain amount 
of cost, and you determine if you want to spend more or if you want 
to pay less. 

It gets to be — it is a pretty complex thing, and we really haven’t 
advanced that. There are ways to try to address that, but what I 
want to submit to you is the medical savings account, the way it 
is designed, is getting big cost reductions that are more than big 
enough to do the job that you have got before you now, when you 
are talking about reducing the rate of growth from 10 percent to 
5 percent. Even without this more advanced version that we are 
still exploring to try and address the problem you are talking 
about, where employers have been adopting this, they are getting 
cost reductions reducing 15-percent growth to zero-percent growth 
or cutting the cost by 20 or 25 percent. 

I think the emphasis should be, let’s get these cost savings that 
are on the table and achieve what we can. That will is very large 
and addresses the immediate problem. 

Let me say one more thing about the risk adjustment. The same 
kind of concept was advanced in the report that the Committee, led 
by Mr. Shays, released at the time the House Budget Committee 
report was released. They have a report on Medicare. Representa- 
tive Miller, Representative Largent, Representative Shays — there 
was a fourth one in there — they had a system: age, demographic 
location, disability and ERD status. They had a way of approaching 
this. 

So, I would submit, with a few objective factors, you can get a 
workable system that gets you close enough so that it will function; 
and then any — when you are dealing with large numbers of people, 
some of them will cost far more than were risk assessed, most of 
them will cost less, and on average you get enough numbers that 
it will work out for both Medicare and the insurers. 

Mr. Ensign. My time is up, I see. 

Thank you, Mr. Chairman. 

Chairman Thomas. You are welcome. 

The gentleman from Nebraska, Mr. Christensen. 

Mr. Christensen. Thank you, Mr. Chairman. Thank you for this 
panel. I am also a strong supporter of MSAs. Dr. John Goodman, 
with the NCPA, has been out there in the forefront for some time 
leading the discussion on this, and now this year they are in al- 
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most everybody’s plan in one form or another. I would like to see 
them as part of the solution. 

I want to thank Mr. Erhart for being here. I am not surprised 
that your company is using MSAs in leading the innovative deci- 
sionmaking process here with health care reform. As most of the 
people in this room know, RCI is one of the leading companies in 
terms of producing police cruisers and electric car batteries for the 
21st century. 

This is a company owned by our colleague, Richard Chrysler, 
who has been on the forefront; and Dick, I want to thank you. I 
appreciate your leading the charge in this area. 

Dick was kind enough to present all of us with our own medical 
savings account card, and I think it is a process that we need to 
look at very closely. Michigan has done something with your inno- 
vative Governor up there to help the process along with MSAs and 
maybe, Mr. Erhart, could explain what Michigan and Governor 
Engler have done that we might try on a national basis. 

Mr. Erhart. Yes, thank you. 

Michigan has authorized medical savings accounts to be tax de- 
ductible, and it has helped very much, although it is just a part of 
the puzzle. We feel that, more importantly, if we can do the same 
thing at the Federal level it will have much greater impact. 

Now, at the State level, for businesses or individuals that have 
medical savings accounts established, the funds that they pay out 
for medical benefits from these medical savings account programs 
are tax deductible and, in fact, if they — if the individual chooses to 
roll over their remaining MSA at the end of the year, then those 
funds remain tax deductible. I think because of that, in the long 
run that is where we feel the role of Medicare would be satisfied, 
because the individual over the years would build up this large 
nest egg of funds. 

That is how we would address — we would call it the super MSA, 
for example, and as I mentioned, the individual would be able to 
purchase this high deductible insurance program, a high deductible 
insurance policy that would protect them and it would be extremely 
economical if they built up $100,000, $200,000 or more throughout 
the years. We feel that that would handle the Medicare issue and 
the various cost concerns that are being brought up today. 

Mr. Christensen, You came to that $200,000 in your written 
testimony figure by an employee entering the market at age 21, at 
6 percent interest, putting $1,000 away in their medical savings ac- 
count over their working life? 

Mr. Erhart. Yes. That is based on our experience and what we 
have seen with our employees in the relatively short time that we 
have had the program, but we feel that is very representative of 
what will be accomplished in the future. 

Mr. Christensen. So, your employees have been able to put 
money away, you found. You found your costs have been reduced. 
Do you really believe that we could transfer this type of innovative 
thinking into the Medicare field? 

I mean, I know that my colleague from Louisiana, who I agree 
with on almost everything, didn’t mean to infer that people still 
aren’t cost conscious at age 65, because I truly believe they are 
very cost conscious and very careful in how they spend their dollars 
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and they want to save as much as anybody at age 65. Wouldn’t a 
program like this be able to be transferred to solving a lot of our 
problems in the Medicare arena? 

Mr. Erhart. There is no question about it. In addition to Medi- 
care, Medicaid, the Medicaid Programs could also be addressed 
with the government giving Medicaid recipients who are on welfare 
a voucher where they would actually go out and purchase an MSA 
policy from an insurer of their choice; and in fact at the end of the 
year, if those Medicaid recipients are still not at work, then they 
would not be entitled to the Medicare — or the MSA balance that 
might be in there. We see it as possibly another way to encourage 
people to go back to work, another financial incentive where they 
wouldn’t have access to their remaining MSA funds until they had 
a job. 

Mr. Christensen. Thank you, Mr. Chairman. 

Chairman Thomas. The gentlewoman from Connecticut, Mrs. 
Johnson. 

Mrs. Johnson. Thank you. I appreciate the good testimony of the 
panel on a subject that is really very important to all of us. I do 
have a concern about the application of this approach to the senior 
population and let me describe it. There has been some discussion 
in other sessions of structuring the medical savings account ap- 
proach to take into account my concern, but I do want to share it 
with you. 

The average income among American seniors is $25,000 but, the 
median income is just under $18,000. I can’t tell you how many 
seniors have come to me with anguish in their faces because they 
have gone to the doctor, but they can’t afford the prescription. We 
have a lot of seniors who use going to the doctor as a substitute 
for care, because what the doctor tells them to do they can’t afford 
to do. 

Now, they are making the choice, day in and day out often, not 
to buy medication that they know will get them well because they 
have to buy food. If you take any public employee in Connecticut 
who is retired on a municipal pension or a teacher’s pension before 
the time when those pensions also had Social Security, these people 
are living on extremely small incomes. 

Now, this kind of person could be lured into a medical savings 
account very easily and they would use that money as a salary ex- 
pander. They would not use it for health care; they couldn’t afford 
to. The big thing in Medicare now for those who have tried to 
micromanage from this Committee, the big frustration is that it 
doesn’t cover prevention. It doesn’t cover the very services that 
could lower our costs overall, and improve the quality of health 
care for seniors. I worry about making this available without some 
strings attached that in order to be eligible you have to have paid 
for a basic physical or something like that; or if prescription medi- 
cations are prescribed by your doctor, you must demonstrate that 
you actually bought them and took them. I mean, at some point 
you have to be accountable for spending this money in a way that 
is prohealth, not just an income expander. This is an aspect of the 
medical savings account in terms of its application to the senior 
population that troubles me. 
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I wonder if you have given that any thought, and have you any 
proposed solutions? 

Mr. Ferrara. Well, Congresswoman, let me suggest that the pro- 
posal, the way I described it, addresses this concern in the most 
powerful way and that all other micromanagement is not nec- 
essary. 

Look, if the person only has an option to take out of Medicare 
the funds that will buy an insurance policy covering everything 
over $4,000, and then $2,100 is put in their funds, which is — in 
their MSA, which is what actuaries are telling me could be done, 
basically that $2,100 could be used for prescription drugs, can be 
used for medical — for checkups, for preventive care. 

You are addressing their problem. You are having people who are 
saying I am going to the doctor, he is prescribing these drugs, I 
can’t afford to pay for them. 

Mrs. Johnson. The problem is, Mr. Ferrara, if you allow them 
to withdraw at the end of the year what is left, you are not doing 
that. If they preserve that money, then the next year they get that 
and they can use it for whatever they want. 

Mr. Ferrara. Right, but listen — I am sorry, what I am trying to 
say is, if you give people a savings account of $2,100 that they can 
use to buy prescription drugs, you are giving them a big advantage 
over the current system. They will then have the money available. 

Now, as — but apart from that, you have to leave them the free- 
dom of choice to make their own decisions. The government should 
not be telling them, you have to use it for this or you have to use 
it for that. They make their own decisions about their own prior- 
ities; and you are going — if you limit what they can use the funds 
on, you will undermine the incentive to control cost, because 

Mrs. Johnson. I think you are missing my point. If the govern- 
ment is going to actually give people money for the purposes of 
health, we have some responsibility to see that that money is used 
for health. If a senior uses that money for other than health pur- 
poses, just because they are on a very low income and they are des- 
perate, then they get sick, they will go to the hospital and we will 
take care of them. 

Now, since the taxpayer ultimately has the obligation to pick up 
the cost — and we do, we are a humane society; we are not going 
to turn them away because they spent their medical savings ac- 
count on something else. So, I don’t think you can take quite as 
casually as you are taking the fact that people might choose to 
spend the medical savings dollars in other ways and, particularly, 
refuse to spend it in health prevention ways that would minimize 
their costs in the future. 

Then, the other thing, the numbers that you use, $4,000 cata- 
strophic and we are going to give them $2,100, that means they are 
exposed to a $1,900 expenditure. For a person on a $7,000 or 
$8,000 income — and there are lots of them out there; any public 
school retiree in Connecticut who is about 70 is retired on $500 a 
month; that is what they are retired on — and no Social Security. 

My understanding is — well, you say that is not right. I have had 
a teacher stand there and say my husband taught Latin in the 
local high school all those years. Maybe they couldn’t. 
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Mr. Ferrara. It is a better benefit than under Medicare. They 
are better off with that proposal than they have got under Medi- 
care, because you have got a cap on out-of-pocket expenses here of 
$1,900. On Medicare now, there is no cap on out-of-pocket ex- 
penses. 

Mrs. Johnson. What do you spend down to Medicaid? 

Mr. Ferrara. Apart from Medicaid, this is a better benefit struc- 
ture than you have under Medicare on the cap of $1,900. Under 
Medicare there is no cap. According to AARP, the average person 
is spending about that much in out-of-pocket expenses already. 

You have a better benefit structure under the MSA than you 
have under Medicare because you are giving them a cap on out-of- 
pocket expenses and unlimited catastrophic under $4,000, and a lot 
of people are paying out of pocket today to get those benefits from 
medigap insurance. You are offering them a better benefit package 
with the MSA and an opportunity to actually benefit if they use 
those funds wisely. 

Let me suggest that what you are offering people by letting them 
spend the money on what they want at the end of the year is a 
reward for saving both the government and themselves health 
costs. 

Mrs. Johnson. I don’t differ with you that it is a better benefit 
structure if you are going to max out. I do differ with you that it 
is necessarily a better benefit structure under some circumstances; 
but my primary concern is that there is an obligation on the part 
of the Federal Government, if we provide subsidies, to see that the 
subsidies create the behavior that we are requesting, and the be- 
havior that we are requesting is that you spend the money on 
health and you do it in a way that minimizes cost. 

Mr. Ferrara. But the whole purpose 

Mrs. Johnson. I think you have to take into account in a medical 
savings approach some obligation on the part of the medical sav- 
ings accountholder to assure that they take certain health care ac- 
tions that we know are necessary to prevention. 

Mr. Erhart. I believe your concern could be easily addressed 
merely by restricting the MSA expenditures for health care ex- 
penses only. I wouldn’t see any problem with that. The money re- 
maining in the person’s account at year end is still theirs, but they 
must leave it there to pay for medical expenses in future years; and 
I think that handles that approach. 

Mrs. Johnson. That would go toward the $1,900 exposure next 
year. 

Mr. Ferrara. Excuse me, as a matter of economic analysis, that 
won’t work. If you can only spend it on health care, that won’t 
work. It gives you no incentive to save on health care. As a matter 
of economic analysis, that doesn’t work. 

If you want to do this the way — as a matter of sound economic 
analysis, you must allow an even playingfield choice between 
health care and nonhealth care. That is the choice as a matter of 
economic analysis you want to allow because what — what happens 
now is people are overspending on health care because they are not 
taking advantage of cost. They are not weighing cost against bene- 
fits. 
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To get the full weighing of cost against benefits, you have to 
allow them the freedom of choice to spend it on health care, as un- 
limited as possible at the end of the year. Any way you restrict 
that, you are undermining the economic incentive to try to weigh 
costs against benefits. You are reducing the rewards they get for 
not spending money on health care. 

The whole idea behind MSAs is to give people incentives not to 
spend money on health care, and it is not to give people more 
money to spend on health care. 

Mrs. Johnson. 1 do understand the economic analysis, Mr. Fer- 
rara, but my time has expired so I can’t pursue this any further. 

Chairman THOMAS. Thank you. 

1 believe Mr. McCrery wants to speak but before he does, Mr. 
Ferrara, one of the things that we do around here is look at eco- 
nomics in terms of not only real-world context but also, in terms 
of a political-reality context. I understand your argument about 
weighing health care costs versus other uses for the money. I found 
out a long time ago that one of the first things you have to do 
around here is get a program started before you have a program. 
I was on the floor, not able to be with this Subcommittee for a por- 
tion of the time, as we were in the process of moving toward a con- 
ference committee with the Senate on Medicare Select. You cannot 
imagine what was said on the floor on such a modest little pro- 
gram. 

Your example that you just gave would allow me, unfortunately, 
in a political context to say what Mr. Ferrara wants to do with the 
taxpayers’ money, with the Medicare Program is to give the senior 
the choice between an RV or necessary medical attention. We know 
that is a phony argument. That, in essence, is what you are setting 
up in terms of an open-ended MSA account to be expended for 
whatever purpose someone wishes to expend that money for in an 
attempt to equate, in a pure economic sense, health care costs. 

I found out a long time ago that you don’t legislate in a vacuum 
and you do have to legislate in political reality. So, one of the 
things that we will be looking for as a Committee moving forward 
is a medical savings account program which not only creates an op- 
tion or a choice for an individual from other structured programs, 
but has a modicum of a chance to pass. We have to deal with politi- 
cal realities as well as all other things being equal economic re- 
ality. 

So, 1 guess what 1 am politely trying to say to you is that your 
colloquy with my colleague from Connecticut, although it may score 
points in terms of an academic argument over economics does not 
advance our cause of finding a politically salable approach to medi- 
cal savings accounts. 

So, we are going to have to examine Mr. Erhart’s comment very 
carefully about saying if you do carry over money, what you are in 
essence doing is moving toward self-insuring yourself by the accu- 
mulation of funds in an MSA to be spent only for medical purposes; 
and that may very well be the best world that we can reach, be- 
cause to do otherwise would be not to have any medical savings ac- 
count option, and 1 believe that the former is a better choice than 
the latter. 

Mr. Ferrara. May 1 address that? 
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Chairman Thomas. Sure. 

Mr. Ferrara. Let me make this suggestion as to political reali- 
ties. 

Surely it will be more politically appealing to say to people they 
can take the remaining funds at the end of the year and spend it 
on whatever they want, rather than say to them, you can take the 
funds and only spend it on these few things that the government 
says you can spend it on. So, the 

Chairman THOMAS. I understand your argument. I have carried 
it out in a number of different forums. That may be appealing in 
one context; it is a political anathema in another context. 

All I am saying is that the vigorousness with which you argue 
your position, I understand it, but it may not be a possibility of cre- 
ating a system, one step that allows you to spend it only for medi- 
cal purposes. 

And, for example, one of the questions that I was going to ask 
Mr. Erhart is, what happens if someone accumulates and rolls over 
the surplus funds in their MSA and does it year after year after 
year; and if one is as healthy as a horse and never expends their 
money from their MSA and they then die in an automobile accident 
or otherwise, is that money theirs? Does it go into their estate? 

Mr. Erhart. That is how I would envision it, yes. It would go 
into their estate, possibly it could be used for their beneficiary’s 
health care, it could be designated for that use only; or I think that 
is something that could be explored further. 

Chairman Thomas. OK, Mr. Ferrara, there is an area that we 
can work on. You and I will work together to try not to have an 
intergenerational requirement on a carryover on MSA to be spent 
only for medical purposes, so we can break this chain at least on 
the generational level and we may then be able to bring it back 
from that generational level. 

What we are doing is trying to simply respond to you in a short- 
hand way the concerns that we might have about a theoretical ap- 
proach which would be granted in a theoretical environment. Un- 
fortunately — perhaps fortunately — we do not operate in a theoreti- 
cal environment. 

The gentleman from Louisiana. 

Mr. McCrery. Thank you, Mr. Chairman. 

Mr. Ferrara, let me try to clarify what we are talking about here 
in terms of the availability of money in an MSA for expenditure by 
the holder of the MSA. You are saying that the person would get 
how much in cash? 

Mr. Ferrara. What 1 have seen from actuaries estimating this, 
you can — one thing you could do is buy a policy covering all ex- 
penses over $4,000 and have about $2,100 left 

Mr. McCrery. How much cash would they get? 

Mr. Ferrara. I don’t know. It is either looking at the amount 
you withdraw from Medicare, on average, but what they are telling 
me is, the amount they can get out of Medicare would be enough 
to pay for a policy covering everything over $4,000 and put about 
$2,100 in the account each year. 

Mr. McCrery. $2,100 in cash? 

Mr. Ferrara. Each year. 
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Mr. McCrery. To use for common, everyday health expendi- 
tures? 

Mr. Ferrara. Right. 

Mr. McCrery. Do they get that cash in hand or is it in an ac- 
count somewhere that they draw on, or how do you envision this? 

Mr. Ferrara. Say they want to do this with Insurance Co. 
The account and the insurance — it goes to the insurance company. 
For the first year, they can only use it on health expenses. So, if 
they have a health expense, they send the form to the account and 
they will pay them back for it. What we would do is have that 
health expense be as broad as medical expenses are defined under 
the Internal Revenue Code. 

Mr. McCrery. You would not allow those folks to spend that 
cash on nonhealth care expenses in the initial year. 

Mr. Ferrara. Right. Right. 

Mr. McCrery. OK. I think Mrs. Johnson may have been think- 
ing that they are able to spend that money on going to the movies 
and whatever during that year. 

Mr. Ferrara. Right. 

Mr. McCrery. You don’t envision that? 

Mr. Ferrara. No, no, no, no. 

Mr. McCrery. You are saying at the end of the year, if they have 
any money left, then they can spend it on going to the movies or 
whatever they want, because they get another $2,100. 

The mechanics, though, we would have to figure out, because if 
you give somebody cash 

Mr. Ferrara, ’^’ou don’t give them cash. The insurance company 
holds it until the end of the year. At the end of the year, you would 
say give me a rebate on the remaining funds. 

Mr. McCrery. So, you are with us there. We would have to fig- 
ure that out. 

I disagree with Mr. Thomas’ analysis of the politics of this. In the 
old Congress, I think he may have been right; in the new Congress, 
I think there is a distinctly different flavor of philosophy that 
might lend itself to passing something like this. It depends upon 
the intelligence of the individual, and the individual operating in 
his own self-interest rather than some government plan that di- 
rects the individual in certain ways. 

So, I disagree with him, but as a compromise, what we might 
consider is allowing the individual to get any money over and 
above the amount of the deductible, or the out-of-pocket cap, as 
long as that individual has sufficient money in his account to cover 
the deductible. He could use any excess at the end of the year. 
That might be a compromise that would help. 

Mr. Ferrara. I think that would work. I think it is important — 
it is very important not to say you can only spend it on health care. 
It is not going to work. It would be worse than doing nothing. 

Mr. McCrery. I am in total agreement with you there, except 
with the under 65-year-old group. Frankly, I think it is possible to 
tell them you must keep any excess in that account until you reach 
age 59 1/2, or whatever. At such time you can then withdraw it for 
any other purposes. Until that age you would have to spend it on 
health care only and it would accumulate, tax free, in that account, 
like an IRA, individual retirement account. 
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For the elderly, for folks over 65, I agree with you. I think you 
have to let them spend it at the end of the year. Maybe we could 
work a compromise that would satisfy Mr. Thomas’ socialistic 
leanings and the realities of the new Congress at the same time. 

Dr. Orient. It is interesting that you object to the senior citizen 
being able to buy an RV, but no one objects to the HMO pocketing 
the profits. 

Mr. McCrery. I don’t object. You are talking to Mr. Thomas. 

Chairman Thomas. Obviously, I am not going to advance a third 
party argument anymore. I was trying to offer options in terms of 
political realities. 

I also find it somewhat interesting, Mr. McCrery, that you do fall 
back on the usual IRA argument, where it has to be included for 
a specified reason to spend out only, otherwise there are various 
penalties, loss of interest, time-certain amounts, which are the old- 
fashioned IRAs. 

When you talk about a medical savings account, I think most 
people would examine that and say that it is an account to be used 
for a particular purpose, and you named it a medical savings ac- 
count for that purpose, when, in fact, it is not a medical savings 
account, as you have described it, except for the first year, which 
you are now going to require them to keep it for a medical savings 
account. After that, I don’t know exactly what it is, since you can 
spend the money for anything you want. 

We will have to get into the Tax Code and what that means and 
how it is reported. It gets a bit more complicated if, in fact, you 
are going to create a one-way street one year and a two-way street 
the next year; and somebody gets married to someone else who has 
a new MSA, which is a one-way street MSA the first year and they 
exhaust their money. Can they borrow it? I am just trying to get 
practical when you get in the real world with people who live real 
lives. We have been dealing in a very neat, singular economic world 
about a theoretical discussion. 

It is more complicated than we are currently making it out to be. 
Not so complicated that it is not a very attractive alternative to 
any other program out there right now. 

Mr. McCrery. For those of us, Mr. Chairman, who have thought 
about this for a long time, there are answers to all those objections. 
In fact, I agree with Mr. Ferrara, that when you put those kinds 
of economic interests in play, you are going to get the desired re- 
sult; that individuals operating in their own self-interests will ac- 
complish the desired results. 

Chairman Thomas. I have no doubt that there are answers to 
questions, whether they are good answers. 

Mr. McCrery. Oh, yes. 

Chairman Thomas. Sufficient answers. 

Mr. McCrery. Yes. 

Chairman Thomas. The gentleman from Nebraska. 

Mr. Christensen. Mr. Ferrara, I agree with your economic anal- 
ysis as far as incentives go. As a free market believer I think that 
is the correct way to go. 

Mr. Erhart, you suggest that the money should stay within the 
medical savings account for medical purposes only and not be used 
for other purposes. Would you tend to agree or disagree, then, with 
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Mr. Ferrara’s analysis that that would take away the incentive, or 
what is your perspective on that? 

Why or why not would it not take away the incentive to keep it 
within the health care purchasing only? 

Mr. Erhart. Well, I would tend to believe that it would not take 
away the incentive to still be a conscientious consumer of health 
care. Because the end idea is to have this built as a nest egg, as 
an account for future health care. And, again, we are aiming at a 
long-term solution for Medicare. I think that people would see that, 
certainly, that it is going to benefit them in the long run in the 
same way that they are putting money into IRAs these days to be 
able to prepare for the future. 

If they know that that is the way that their Medicare is paid for, 
that their long-term health care needs are met is by accumulating 
this amount, I think there would still be that incentive to save and 
for this program to be effective and successful. 

Mr. Christensen. Have you experienced any of your employees’ 
foregoing preventive measures to put money in their own pocket 
that should have gone through the preventive measures, that 
ended up with a long-term illness or a catastrophic health care sit- 
uation that could have been prevented earlier because of your plan? 

Mr. Erhart. We have experienced exactly the opposite of that. 
I have had a number of employees approach me and say that they 
are going for a routine physical exam; they have not gone for one 
in years because their traditional insurance program does not pay 
for preventive health care. So, I have experienced exactly the oppo- 
site of that. 

Mr. Christensen. Do you think that would be true of the Medi- 
care population? Do you think preventive health care would also 
take place there like you have experienced in your company? 

Mr. Erhart. Absolutely. Especially through the years, as this 
thing builds, and as people become more familiar with the concept 
of it and how it works, that is how they are brought up through 
the system, and I think that it would definitely be the case. 

Mr. Christensen. What about my penny pinching, conservative, 
frugal mom who does not go to the doctor for a sniffle or a cold and 
ends up deathly ill. Can’t you foresee something like that happen- 
ing with the senior citizens? 

I am playing devil’s advocate to some degree, because, believe 
me, my colleague from California, when he comes in here he is not 
for profit or he is not for any good innovative new ideas, like he 
said earlier. He is content with letting the system go bankrupt. We 
are going to try to fix it and come up with a system that is better 
for everybody. 

I am just trying to think through all the arguments that we will 
see here later as we get closer to a decision on this. 

Where do you see this. Dr. Orient? 

Dr. Orient. I think physicians sometimes present to you an ex- 
aggerated sense of their powers. It is perfectly rational for a senior 
citizen or anybody not to go to the doctor when they have a cold. 
There is nothing I can do to cure their cold or keep it from turning 
into pneumonia. 

Really, these preventive measures, in most instances, do not save 
money for society. They are good for the individual because they 
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help to prevent you from getting a serious illness, but not because 
they save money. Most senior citizens really are quite sensible and 
prudent. They didn’t live to be 65 years of age by not taking care 
of their health. 

Mr. Christensen. You are with the physicians and surgeons. I 
have heard some people in Omaha talk about the fact that the spe- 
cialists are not happy with a managed care approach to solving 
Medicare because they are going to see the gatekeeper theory; the 
primary care physician lock them out of seeing that patient that 
they need to see. 

A lot of specialists have complained to me they don’t want to go 
to a managed care solution with Medicare. Do you see that with 
your membership or have you experienced that personally? 

Dr. Orient. Well, forget about what the specialists feel about it. 
Think about the patients. The patients are being locked out of see- 
ing a physician who can solve their problem for them, and they are 
given the runaround and have to go to committees and go to the 
primary doctor who cannot help them over and over again as a 
means of rationing. 

Mr. Christensen. So, you think there is some truth to that. 

Dr. Orient. Oh, I think there is. I think you should look at it 
from the patient’s perspective. They are the ones who are being de- 
prived of the services that they could benefit from. 

Mr. Christensen. OK. Thank you, Mr. Chairman. 

Chairman THOMAS. Mr. Erhart, I am a new employee. I have just 
received my medical savings account card. There is some writing 
on the front that I am not completely familiar with, and I turn the 
card over and there is the well-known fine print on the back side. 
Explain to me what the fine print means. 

On the front side there is a PPOM, and there is Claims Pro. The 
fine print says, see certificate for exclusions and other terms of cov- 
erage. Managed care services program requirements. Medical 
precertification is required at least 7 days prior to admissions, sur- 
gery, or home health care. 

Now, PPOM is the Preferred Provider Organization of Michigan. 
Do you have a contract with them? The company has a contract 
with them? 

Mr. Erhart. Yes, that is correct. I appreciate your bringing that 
issue up because that is one of the features of our program that 
we have integrated into the MSA merely as an option, where if em- 
ployees do choose to go to one of the PPOM providers, they are as- 
sured of a negotiated rate that is very, very competitive. 

Chairman THOMAS. Because you do have a non-PPOM provider 
contact point on the back of the card as well. So, the employee has 
a choice to go into a preferred provider structure or stay outside 
of it? 

Mr. Erhart. That is correct. 

Chairman Thomas. Are you familiar with International Paper’s 
program? I sat in the other night with the Speaker discussing it 
with them just very roughly. International Paper examines the doc- 
tors in the area and develops a fee schedule that they believe is an 
appropriate one. They provide a lot of background information on 
the doctors, their degrees, number of years they have practiced, the 
number of times they perform certain procedures, and so forth. 
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They then tell the employee that they will pay 100 percent of what 
they believe to be an appropriate fee, if they would go out and tell 
the doctor that, well, this is what we believe is the appropriate fee. 

They used to have a health care benefit where the employee 
would pay 20 percent, and if they worked hard they would save the 
company 80 percent and they would save themselves 20 percent. 
By talking about, in essence, a voucher of 100 percent, the em- 
ployee feels a little more strongly about negotiating that price, 
since they don’t pay anything if they are able to get it at that price. 

The company then spends about a half an hour with the em- 
ployee on a video talking about how you are supposed to discuss 
this with the doctor and the rest. It is basically using the company 
as an information base to empower the employee to get a good 
price. 

Do you do anything working with the employee to empower them 
a little bit about information, beyond I guess what the normal em- 
ployer would do in terms of informing employees; that would kind 
of give you an argument as to the fact that the company is assist- 
ing them in getting the best possible price with their medical sav- 
ings account moneys? 

Mr. Erhart. Well, certainly. 1 have conversations with employ- 
ees on a formal and informal level on an ongoing basis, and really, 
that is what the MSA is all about, is educating people to know how 
to be wise and conscientious consumers; how to shop for the best 
medical care, both from a quality and cost standpoint. We see that 
as the concept becomes more widespread and well-known, that that 
education process is going to become even easier. 

Chairman Thomas. Obviously, you now have empowered every 
single employee to go out there and get the best deal possible. 
Some people will, frankly, do a better job than others. Do you have 
any kind of a clearinghouse for information, so that someone who 
is looking for a lead, or does not feel they have gotten a good price, 
and can get a feel for what others have gotten? 

Do people tend to brag about the fact that they got a good price 
on something? Is there a way to disseminate that information 
among employees that would make all of them better shoppers? 

Mr. Erhart. Well, people do brag about the fact that they have 
achieved a cost savings. There is no question about that. 

As far as a clearinghouse, that is not something we have estab- 
lished at this point, but it is an excellent suggestion that I think 
would be very worthwhile. 

Chairman Thomas. I just think the key is sharing information. 
When someone has had a real world experience, that kind of infor- 
mation needs to get around. 

Mr. Ferrara, in your testimony you talked about risk 

Mr. Ferrara. Yes, sir. 

Chairman Thomas [continuing]. Adjusting and MSA. There was 
some discussion there but I don’t completely understand this. I 
have two people, two males, widowers, same age, next door to each 
other, both former steelworkers, one has a very serious health 
problem, the other one does not. 

Now, we are going to give the one who has a serious health prob- 
lem more money; is that how we are going to risk adjust on indi- 
viduals? 
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Mr. Ferrara. Let me explain how that would work. It is not just 
the MSA that is risk adjusted, it is the whole private option. In 
other words, what we are proposing is people each get to take a 
share out of Medicare each year. They have the freedom to choose 
that and buy anything in the private sector they want; HMOs, 
MSAs or anything. That share they get to take is what is risk ad- 
justed. 

In other words, if you are younger and healthier, there is less 
you take to go and buy either an HMO, an insurance policy, or an 
MSA. If you are older and sicker, you get to take more because it 
will cost you more anyway to go out and buy and pay for that. 
Then this helps to avoid any adverse selection problem, because 
people are taking with them the money that reflects the risk that 
they are taking with them. 

Chairman Thomas. So, basically, it is going to be distributed to 
each according to their need? 

Mr. Ferrara. According to their risk, is how I would put it. Dis- 
tributing to each according to their risk. 

Chairman Thomas. But risk is, in essence, need; isn’t it? The 
risk of what? 

Mr. Ferrara. Of health expenses. 

Chairman THOMAS. Of health expenses. Health expenses for two 
people if they are different, one needs more money than the other; 
that is why you are risk adjusting. 

Mr. Ferrara. But risk may not be the same as need in all cir- 
cumstances, and it really is risk that you are adjusting for here. 
The key thing is this avoids the adverse selection. 

Chairman Thomas. So, to each according to their risk? 

Mr. Ferrara. Yes. 

Chairman Thomas. From each — it is a payroll tax, right? So, peo- 
ple who make more will pay more into it? 

Mr. Ferrara. During their working years, yes. During their 
working years. 

Chairman Thomas. From each, according to their ability, in 
terms of making money. Then it will be distributed to each accord- 
ing to their risk, which is need. 

Mr. Ferrara. That is what Medicare is doing today. This is Jane 
Orient’s point. 

Chairman Thomas. I can think of all the people filing out there. 
Somebody probably recalls the phrase from each according to their 
ability, to each according to their need. 

Mr. Ferrara. But that is what Medicare does today. 

Chairman Thomas. That is what you are proposing in your con- 
cept. 

Mr. Ferrara. Well, no, that is what Medicare does today; it 
takes from each according to their tax payments and gives to each 
according to their need. It pays them for the health expenses that 
they need. 

So, we are devising a program that is within the Medicare con- 
text. Of course, it addresses those issues, and that enables you to 
say to your elderly constituents, we are still fulfilling the function 
that you are looking to fulfill with Medicare. 

Chairman Thomas. I am just saying that I may lose the battle 
with my friend from Louisiana not on a socialist argument but on 
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a political argument about letting seniors spend their money, but 
I think you are going to have a very difficult time on a political ar- 
gument telling two seniors that one is going to get a whole lot more 
money on a risk-related basis than someone else. 

That may be the case today, but when you strip it from all of the 
various levels of discussion and you simply say y gets this and x 
gets this, plus a factor on the risk selection, once again it is rel- 
atively easy to conceptualize and create a structure which seems to 
be equitable, but to take that and attempt to put it into political 
reality is a much, much more difficult thing to do. 

So, when you just sit there and say we are going to take the 
MSA and MSA is going to be risk adjusted 

Mr. Ferrara. Well, it is not the MSA that is risk adjusted. It is 
the voucher amount that you would draw from Medicare. 

The reason why I think that this would not be a political problem 
is because the amount each is withdrawing is reflecting what they 
would have to pay to buy coverage in the private sector. A person 
who has a serious illness has to pay a lot more to buy this coverage 
than a person who does not have an illness. So, that is why I think 
that this would be seen as equitable and that they would not cre- 
ate — 

Chairman Thomas. Would the illness be treated differently and 
in a different expense in a different health care structure? 

Mr. Ferrara. Would it be treated differently? I don’t think so. 
The point is, if you are dealing with one person who does not have 
the illness and one person who does, the person who does not have 
the illness can buy insurance a lot more economically than the per- 
son who does have the illness. So, what I was suggesting 

Chairman Thomas. But if the person who has the illness, and it 
is going to cost more for in a fee-for-service program than it would, 
for example, in an HMO program, shouldn’t we have the right to 
say you should go to where it is the cheapest to get the service? 

Mr. Ferrara. He can go to an HMO under my proposal, if that 
is what he wants. He can go to anything he wants. He can take 
the risk-adjusted voucher out of Medicare; he can go to a current 
employer plan, a former 

Chairman Thomas. Is the risk adjusted to the lowest possible 
health plan cost out there? 

Mr. Ferrara. No, no, no, it reflects the costs that are going to 
be incurred by the plan that takes him. So, that it is an actuarial 
estimate based on his expected health costs, and you look at factors 
like 

Chairman Thomas. So, one plan will take him for $3,000 and an- 
other plan will take him for $4,000. Which is the amount that 
should be paid? 

Mr. Ferrara. You don’t pick the amount based on what the plan 
charges. You pick the amount that he takes in his vouchers based 
on his expected health costs. He then takes the voucher amount 
and sees what can I buy on the market. An HMO will come along 
and say, we can take that and give you better benefits. The MSA 
says, we can take that and give you an MSA and you can withdraw 
the money at the end of the year. A former employer may say, we 
have another bargain. 
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He goes out and looks to see what he can get for that, whatever 
it is, $5,000, $6,000 or $7,000 he has taken out of Medicare and 
he looks to see what is the best deal he can get from all of those 
alternatives. 

Chairman Thomas. I have to walk through a couple of models as 
we move forward on this. 

Dr. Orient, on your first page, I am trying to remember the exact 
language, I will paraphrase it, but you are not a fan of HMOs. 

Dr. Orient. No, sir. 

Chairman THOMAS. In fact, they are undermining, I think was 
the word. If we are urging, especially with MSAs, if we are urging 
a free market of choice in this structure, should we, based upon 
your belief in terms of HMOs, allow those as a choice for people 
to select? Should they continue to exist? 

Dr. Orient. I have no objection to them being a choice, but I 
think that any of the advantages that were given to them, such as 
subsidies on startup or requirements that employers must offer an 
HMO if they offer any other kind of insurance, that those should 
be eliminated and we should truly have a level playingfield. 

Chairman THOMAS. Good, that helps in terms of the direction you 
are going on the HMO. I have no problem with eliminating sub- 
sidies that create advantages for one particular model over an- 
other, including examining current antitrust laws which were built 
for the 19th century production of things and not necessarily the 
delivery of services, where perhaps communication would produce 
a better product rather than lack of communication among profes- 
sionals. 

So, I am interested in a broad-based removal of subsidies to any 
kind of a structure. I am sure I will run into my political realities 
in pursuing that one as well. 

I want to thank the panel very much. Obviously, some folks have 
thought very much about integrating this kind of a concept into our 
health care system, including the seniors, which, on first blush, 
frankly, a lot of people are taken aback when you talk about a 
medical savings account for seniors, given the profile the gen- 
tleman from Louisiana discussed, which might be slightly higher 
for seniors, that you are arguing is not necessarily so. 

Mr. Erhart, I want to thank you for giving us an example of a 
real world opportunity. I noticed in your testimony a number of 
other companies are inquiring about your structure. Do you have 
an organization or an association of companies that are sharing in- 
formation about medical savings accounts or is this so new you are 
just finding each other now? 

Mr. Erhart. It has been very informal up to this point. 

Chairman Thomas. My assumption is, since there is an associa- 
tion for every possible existing relationship, that by next year we 
will have a medical savings account employers association. 

I am looking forward to the experiences, especially on a geo- 
graphic basis, on a regional basis, since we have found a lot of dif- 
ferences in terms of health care practices across the country. It will 
be interesting to see how this integrates either in terms of a pre- 
ferred provider structure or other operations in other parts of the 
country. 
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It is an idea I think that is exciting. It is something new. It does 
do what I think most of us believe is the real answer, and that is 
get the consumer directly involved in the decisionmaking process in 
health care. They are ultimately the solution. 

I want to thank you folks for your presentation today. 

Any questions from the other members on the panel? Thank you 
very much and the Subcommittee stands adjourned. 

[Whereupon, at 1 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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Subcommittee on Health 
Committee on Ways and Means 
United States House of Representatives 
Potential Role for Employers, Associations, 
and Medical Savings Accounts in the Medicare Program Hearing 

Written Testimony for the Record 
Submitted by the 
American Academy of Actuaries' 

Medicare Work Group 

June 8, 1995 


The American Academy of Actuaries provides technical actuarial expertise 
to public policy makers and maintains the actuarial profession’s standards 
of qualification, practice, and conduct. Academy members include actuaries 
from all practice specialties: health, life, pensions, and property/casualty. 

Academy committees and work groups offer expert testimony, provide 
technical information, comment on proposed legislation, and work closely 
with federal and state officials on insurance-related issues. The Academy's 
Department of Public Policy coordinates the work of committees and work 
groups with the needs of public policy makers. 

This testimony is intended to be an objective analysis of issues surrounding 
Medicare and medical savings accounts. It is not intended to favor one 
position over another. 


GROWTH IN MEDICARE HEALTH CARE COSTS 

The financial problems of the Medicare program are. at this point, so large that there will 
have to be substantial changes made in the program in order to preserve Medicare for 
future generations of beneficiaries. According to the 1 995 Annual Report of the Board of 
Trustees of the Federal Hospital Insurance Trust Fund, to place income and expenditures 
in balance even over the next 25 years will require either an immediate 30 percent 
reduction in expenditures, an immediate 44 percent increase in the Hospital Insurance (HI) 
tax rate, or some combination of both. 

To achieve such reductions in Medicare costs in the least detrimental way, innovative ways 
to reduce program costs will need to be put into place. These innovations will need to deal 
with the two factors which, in combination, are driving up health care costs in the Medicare 
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program as well as in the private sector: fee-for-service medicine and third-party payments. 
Increasing Medicare coinsurance and deductibles is an attempt to deal with the third-party 
payment factor. Introducing capitated services, such as those called for in the Medicare 
Risk Program, is one method of dealing with the fee-for-service medicine factor. To date, 
the federal government has done very little to deal with the factor of third-party payments 
to control health care costs. Its efforts at producing savings through capitated managed 
care have not been fully successful. 

High deductible plans represent a way to deal with the issue of third-party payments. 
Direct payments by patients for a portion of the cost of their health care services are a 
proven method of creating behavioral changes among both providers and patients, 
resulting in substantial reductions in health care costs. 

When patients and providers perceive that they are spending other people's money, they 
do not concern themselves with either the price or the quantity of services provided. Even 
the relatively modest cost-sharing provisions of the Medicare program have a substantial 
Impact on the utilization of health care services by Medicare beneficiaries. Research 
conducted by the Health Care Financing Administration's Office of the Actuary on the 
Medicare Current Beneficiary Survey found that, even when controlled for self-reported 
health status. Medicare beneficiaries who did not have Medigap plans, and who were thus 
fully subject to Medicare's cost sharing provisions, have significantly lower overall health 
expenditures.' 

Table 1 Indicates the differences in health care spending between Medicare beneficiaries 
without Medigap plans and those with employer-sponsored Medigap plans. Individuals 
who are fully subject to Medicare cost sharing (i.e., they are not covered by an employer- 
sponsored Medigap plan) cost the Medicare program substantially less than individuals 
who are not fully subject to Medicare cost sharing. 


Table 1 

Medicare Spending Per Beneficiary for Aged 65 and Older Population, based on Self-Reported Health Status 
and Coverage by an Employer-Sponsored Medigap Plan 


Health Status 

Medicare Only 

Emolovef-Soonsored Mediaao Plan 

Ratio 

Excellent 

$705 

$1,217 

172 6% 

Very Good 

$905 

$1,490 

164,6% 

Good 

$1,713 

$2,347 

137 0% 

Fair 

$2,462 

$3,236 

131 4% 

Poor 

$4,664 

$6,477 

138.3% 

Source Health Care F 

nancinq Review. 




‘Approximately 80 percent of Medicare beneficiaries have either Medigap plans or Medicaid to 
cover Medicare coinsurance and deductibles. 
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Additionally, research shows that not only are health care costs higher because of third- 
party payments, but health care costs increase faster because of third-party payments. 
A forthcoming Health Affairs article, co-authored by Mark Freeland, Ph.D, and Al Pedron, 
Ph.D., shows that the acceleration in the rate of growth in health care expenditures in the 
United States has been highly correlated with the shift toward third-party payments. This 
research shows roughly that every ten percentage point shift from out-of-pocket payments 
to third-party payments results In an increase in the annual rate of growth in health care 
costs of about 2 percentage points, and this accelerated rate of growth persists for about 
ten years. This is an important finding because it provides the potential key to reducing 
the rapid growrth of health care costs in the United States 


POTENTIAL ROLE FOR MEDICAL SAVINGS ACCOUNTS 

Medical savings accounts (MSAs) could play an important role in facilitating the 
introduction of high-deductible plans Into the Medicare program and reducing Medicare 
outlays substantially. 


Illustrative Example 

A plan could be developed that would require Supplementary Medical Insurance (SMI) 
enrollees who volunteered to switch to a high-deductible plan (with a $1,200 deductible) 
and who volunteered to forego the purchase of Medigap policies, to pay a $4.00 monthly 
SMI premium, compared with the current monthly payment of $46.10, They would be 
allowed to deposit their $505.20 annual premium savings in an MSA tax free. Money 
withdrawn from the MSA for expenditures other than health expenditures would be taxed 
as Social Security income. If all SMI enrollees joined this plan, ensuring no favorable 
selection, the savings to the government in the SMI program could be $5 billion in the first 
year alone, according to estimates by HCFA’s Office of the Actuary, All of these savings 
would arise from behavioral changes alone, rather than merely shifting costs to 
beneficiaries or reducing payments to providers. 


Potential Impact of Risk Segmentation 

Risk segmentation is an important factor that would need to be considered if an MSA with 
a high-deductible "true” catastrophic plan (including Medicare HI benefits) were offered as 
an optional Medicare benefit plan. Risk segmentation can be generally defined as a 
situation where beneficiaries of differing health status systematically choose to enroll in 
different plan options. It is very important to give careful actuarial attention to plan design 
and to the administration of enrollment and disenrollment in the options in order to 
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minimize the impact of risk segmentation. Ignoring risk segmentation could lead to higher 
overall federal government costs — not substantial cost savings. 


Individuals’ Ability to Meet High-Deductible Requirements 

In deciding whether to introduce high-deductible plans for Medicare beneficiaries, an 
important policy consideration is whether beneficiaries choosing the high-deductible plan 
would make provisions to ensure that they have adequate financial resources to meet the 
deductible requirement. Some policy makers might want to require beneficiaries wanting 
to enroll in the high-deductible plan to prove that they have adequate financial resources 
to meet the deductible. Other policy makers might feel that this would be unwarranted 
interference with beneficiaries' freedom of choice. 


CONCLUSION 

If the above factors are thoughtfully considered, and MSAs are carefully implemented, they 
may provide powerful incentives for potentially containing costs in the Medicare program. 
Members of the Academy's Medicare Work Group are available to discuss these and 
related issues. 
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WRITTEN STATEMENT OF 

AMERICAN SOCIETY OF ASSOCIATION EXECUTIVES 
1575 Eye Street, N.W., Washington, D.C. 20005 
Telephone: (202) 626-2703 


ASAE is pleased to have this opportunity to present testimony before the Subcommittee on 
Health of the House Ways and Means Committee regarding the importance of association plans 
in health care reform. 

ASAE is a professional society of over 22,000 association executives representing more than 
10,700 national, state, and local associations. Most of our members work for associations with 
less than 10 employees. ASAE's members represent tax exempt organizations, mostly under 
Internal Revenue Code Sections 501(c)(6) and 501(c)(3). 


1, INTRODUCTION 

The future of association sponsored health plans is in serious doubt, as our nation debates health 
care reform. Many proposals for a single payor system, or a managed care system with exclusive 
health purchasing alliances or cooperatives may deny a role for plans which associations now 
offer or operate for their members. 

Associations have for many years sponsored employer group health plans as viable mechanisms 
for pooling risks along functional and industry lines. Associations have also increased the 
market leverage and buying power of small employers as consumers of health care services. 

The association plans were generated by, and composed of, employers which participate directly 
in the decision-making process and management of their association health plans. 

For more than fifty-five years, association-sponsored health plans have been providing millions 
of people with an effective way to protect themselves and their families against financial 
catastrophe. Association plans have enabled these millions of citizens to have access to quality, 
affordable health care, which was often denied to them through the available market. Today, 
thousands of U.S. trade and professional employer associations provide health coverage benefit 
programs to industry groups representing millions of employees and their dependents. 

In an October 1992 survey of Nation's Business readers, 13% of the respondents polled reported 
they purchase their health plans through industry associations (90% of the respondents were 
employers with less than 100 employees). 

According to a national survey of trade and professional associations conducted by ASAE and 
William F. Momeau & Associates, 779 of 6,300 associations reported health premiums paid in 
1991 of $6.2 billion. This amount is larger than the total annual health care premium income 



112 


reported by Prudential, the largest health insurance carrier in the U.S. In addition, of the 779 
associations surveyed, more than 1.9 million lives were covered. 

Extrapolated against all associations in ASAE, this data suggests that ASAE member 
associations may be directly involved in the collection of approximately $21 billion in annual 
health care premiums - more than the ten largest insurance companies collectively generate in 
premiums. When examining lives covered, the extrapolation would mean that at least 10 million 
lives are covered by association plans. 

Under the current U.S. health care system, association plans provide significant health care 
coverage to a substantial number of small employers throughout the nation and in a large cross- 
section of U.S. industries. Many of these small employers are located in mral areas which are 
underserved by managed care providers. These employers have sought and received the buying 
power and protection of qualified association plans which provide access to quality, affordable 
health care. The ASAE survey uncovered three significant facets of association-sponsored plans: 

• Of those associations offering plans, the average penetration of membership 
(percentage of members participating in the association health plan) is a 
significant 27%. This is a clearly important member service at these 
associations. 

• 49% of associations with plans have a trust agreement in place. This is a strong 
indication of the sophistication level of such plans and the degree of effort that 
is being made to closely manage the programs. 

• The vast majority of plans (86%) are funded on a fully-insured basis. This mns 
counter to the common stereotype of the underfunded MEW A about to go 
bankrupt and leave thousands of policyholders with unpaid claims. 

The importance of the widespread geographic coverage of association health plans can be seen 
from a study supported by a grant from the Federal Agency for Health Care Policy and Research, 
which concluded that "reform of the U.S. health care system through expansion of governmental 
managed competition is feasible in large metropolitan areas. But, smaller metropolitan areas and 
rural areas would require alternative forms of organization and regulations...” "A substantial 
number of people live in areas that fall outside” the realm of managed competition, said Richard 
Krfonic, an assistant professor of Community and Family Medicine at the University of 
California at San Diego. 

In 1 9 states, the majority of the population lives in areas of less than 1 80,000 persons, where 
hospital services must be extensively shared. In 42 states, 20% or more of the population lives in 
such areas. And, while 23 states and the District of Columbia have at least one metropolitan area 
large enough to support three HMOs, the study found, in only 10 states do the majority of people 
live in such areas. Association plans are active in all of these areas currently, which 
demonstrates their viability and market orientation. 

Association plans also have extensive experience in: 
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• designing special plans to meet the financial needs of their members. 

• pooling health risks within organized industry groups. 

• gathering employee data. 

• collecting and disseminating information on health care quality, cost and resource 
allocation. 

' communicating with members and employees. 

• administering of benefit programs. 

All Americans should have equal access to high quality, cost-effective health care through health 
plans offered under a competitive market system. Employers within the U.S. employment-based 
system should have the flexibility and freedom to select the most effective organizational 
mechanisms available for delivering health services. Association plans have proven for years to 
be such a vehicle. 

Let's consider association plans in light of the various "reform" proposals. Associations are 
uniquely structured to be a part of a new or revised health care delivery system. That is because 
they are already structured to represent their members in other areas. They possess the 
infrastructure, administrative mechanisms and experience to unify employers and employees into 
effective consumers of health services. 

Employers who join purchasing groups or cooperatives organized by associations can offer 
employees access to high quality private health coverage at lower costs, and with an expanded 
number of options. 

Associations already offer a wide variety of approved health plans and managed care 
arrangements (insured arrangements. Blue Cross/Blue Shields, HMDs, self-insured) to employers 
and employees. Associations can also distribute information, provide price data, and offer 
qualitative comparisons between health plans. 

Associations also develop common statistical databases by major industry and professional 
groupings. This assists such plans in administering for claims, premium contributions and 
utilization of health care services. 

In summary, qualified and functioning industry-based associations have been successfully 
providing comprehensive health benefit programs, as well as many other services, to their 
members for more than fifty years. The administrative systems, expertise in negotiation, data 
collection and cotiununication are all in place and operational today, not in some theoretical 
planning scenario. 


11. CONSUMER ACCOUNTABILITY & ASSOCIATION HEALTH PLANS 

A primary reason why health care spending is out of control is that most of the time, when we 
enter the medical marketplace as patients, we are spending someone else's money. Economic 
studies - and common sense - confirm that we are less likely to be prudent, careful shoppers if 
someone else is paying the bill. Association plans have been dealing with these concerns since 
health care costs started spiraling in the 1970’s. Plan design, member education and provider 
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involvement have been put to work to hold down health care costs. Most importantly, both 
employers and their employees have been able to choose between different options. 

Member identity with their association, and member control of programs help educate the 
participants as to the costs and choices in health care, much more so than in traditional insurance 
coverages. 

Association plans are not a "third-party" phenomenon. Members realize that association plans 
are, in reality, their own money and that "wellness" activities, as well as careful health care 
purchasing save them money directly. 

III. STUDY TRACES HISTORY AND EXTONT OF ASSOCIATION INSURANCE 
PLANS 

Some association executives mistakenly believe that association sponsorship of insurance 
programs is a new phenomenon. In actuality, many such programs have been in existence for 
over 55 years. The most successful association-sponsored programs are those that have 
continually undergone change to adapt to evolving insurance and association management trends. 

The health insurance industry has been in a "hard” market for many years. Member difficulty in 
obtaining appropriate health insurance coverages has led many associations to adopt sponsored 
health insurance programs. 

N’ore than 90% of the respondents indicated "member service" as the primary reason they 
initiated programs. 

Life and health programs appear to be generally attractive to associations with large individual 
memberships and/or memberships comprising a large number of companies or firms, each of 
which lias only a few employees. The increasingly difficult health insurance marketplace has 
made the sponsorship of health insurance coverages particularly attractive in recent years. 

Those associations reporting life or health programs offered the following coverages: 


■medical insurance. 

81.7% 

•vision care, 

8.0% 

•prescription plans. 

8.6% 

•dental care. 

30.8% 

•accidental death/disab. 

25.7% 

•basic life. 

61.7% 

•short-term disability. 

29.7% 

•long-term disability. 

32.1% 

•supplemental life. 

8.0% 

•supplemental AD&D, 

7.4% 


In looking at the variety of benefit plans associations offer, it is apparent that, if empowered and 
encouraged by federal legislation, even more expanded programs could be offered. 
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Approximately 85% of those associations sponsoring insurance programs for their memberships 
have forma], written agreements with insurance carriers, agents, or brokers. 

These agreements can guarantee the association's right to continuing and complete information 
on the program, including loss statistics, premium income, insurer profit and expenses, and 
member participation, from participating insurers. 

Much of this specific information, needed to design benefit plans and respond to members' needs, 
would not be available to employers from a govemmentally operated health purchasing alliance 
or cooperative. Currently, association plans use this information to assist their members. 

ASAE and the Aon Specialty Group's Risk Management Services consulting unit, Washington 
D C. are producing the 1993 Association Insurance Program Guide and Survey Report. This 
publication contains how-to instructions for implementing and managing a successful program, 
as well as statistics from our broad survey (conducted in fall 1992) of ASAE members. 


IV. EXAMPLES OF ASSOCIATION SPONSORED PLANS, AND HOW THEY 
BENEFIT EMPLOYEES. 

A. Taft-Hartley and Multi-Employer Plans. 

There are thousands of Taft-Hartley multi-employer health plans covering more than eight 
million workers and dependents in industries as diverse as building and construction, clothing, 
textiles, transportation, services, retail, maritime, food, hotel and restaurant, mining, 
entertainment, and light manufacturing. Anywhere from two to 2,000 or more separate 
employers may contribute to a single plan. 

These plans provide continuous health benefits coverage to workers as they change employment 
from one contributing employer to another. This portability or "seamless" coverage is essential 
for workers in mobile, seasonal industries like building and construction, entertainment, 
longshoremen and agriculmre. Without a central plan covering all of his or her work for multiple 
employers, such a worker would not have health benefits coverage. 

These multi-employer plans enjoy economies of scale in administration, and combined 
purchasing power, not available to individual or small employers. Participating employers are 
required to do linle other than submit their periodic contributions to the plan with verifying 
information. All of the plan design and administrative functions are generally performed by the 
plan trustees with professional assistance. This eliminates any need for a participating employer 
to maintain its own plan administration work force. 

Over the decades of their existence, these multiple employer plans have developed eligibility 
rules, benefit packages, and financing and collection methods tailored to meet the employment 
patterns, needs and practices of their particular industries. 

These plans have developed industry-specific systems for maximizing coverage, given the 
employment patterns of the industry and the financing needs of the plan. 
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Many of these plans cover employers in different stalest- State-by-state regulation, with its threat 
of multiple, inconsistent rules, would adversely affect their efficient and economical operation. 
ERISA's preemption provisions are intended to protect these plans from such conflicting 
requirements. 

These plans, operated by elected officers from industries and unions, are politically and directly 
accountable for how the plan is operating and how much it costs. 

For the associations and unions which sponsor these multiple employer health and welfare plans, 
these plans are a proud achievement which provide health and income security benefits that 
would otherwise be unavailable to their members. The contributing employers function as a 
single employer through these plans for purposes of furnishing benefits and negotiating with 
health care providers. They are as concerned about the covered workers and as innovative as any 
single employer, if not more so, since there is more worker involvement in the design, operation 
and financing of these plans than in any single employer plan. 

If any of the health care reform proposals finally adopted allow large employers to opt out of the 
purchasing system, these plans should be given the same opportunity under the same conditions. 

B. Coca-Cola Bottlers' Association 

Founded in 1914, the Coca-Cola Bottlers' Association has operated a voluntary group health 
insurance program since 1937. Smaller bottlers are pooled in a group, and larger participating 
employers are experience rated and participate in some of the risk of medical claims. 

The program now covers approximately 1 3,000 employees and 26,000 dependents. 
Approximately 93 cents of every premium dollar goes to the payment of claims. This efficiency 
is well above that of most insurance company or health maintenance organization plans. The 
association's plan includes life insurance benefits which help keep costs of medical coverage 
down. 

The average cost per employee for the benefit plans is $2,600, well below the national average of 
almost $4,000 per employee per year for conventionally insured plans, or even most self-funded 
plans. 

The association also offers an Ergonomics Program which allows employees to be assessed for 
their physical ability to perform necessary work-related physical tasks, and helping to avoid on- 
the-job injuries. 

The association also provides access to HMD's, PPO's, utilization review, pharmaceutical review, 
individual care management, and a wellness program to improve health of their members' 
employees. Additionally, the association is able to negotiate performance guarantees in areas 
such as claims turn around time, accuracy of claims payments, and customer service. 

C. Eastern Material Dealers Association 
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From its humble beginnings in 1949, the Eastern Group Trust has developed the reputation for 
consistently good service, fair dealing, and funding stability within the scope of medical care 
plans. 

Primarily organized to respond to the short-term disability income responsibilities under New 
Jersey statutes, the Group Insurance Trasl has expanded its variety of coverages to include group 
term life, accidental death and dismemberment, weekly disability income, long-term disability 
income, six medical plans and a dental plan. 

The major objectives of the Group Insurance Trust have been to use plan designs that are easily 
understood by participating employees and to provide as much stability in funding as can be 
obtained in a rapidly inflating market place of medical care. The program is run as an 
"experience rated contract" with State Mutual, with suiplus funding available for reallocation to 
reduce future premiums paid by employers and employees. 

Directed by a seven-member Board of Tmstees, elected by plan participants pursuant to the 
requirements of Section 501(c)(9) of the Internal Revenue Code, the Group Insurance Trust is 
managed by staff employees. This staff is responsible for sales, installation, certificate and 
identification card issuance, billing and collection of premiums, payment of claims and providing 
Trustee and insurance carrier reports. 

Approximately 230 employers participate in providing innovative plans which provide $11 
million per year in benefits to the industry's employees. 

D. Western Agriculture 

Agriculture in the Western U.S., particularly California and Arizona, is highly seasonal, with 
fruit, grape and vegetable production supplying over half of the entire U.S. consumers' needs, as 
well as providing major exports which assist the nation's international balance of trade. 

Traditional insurance carriers, and all current HMO organizations, declined in the past to provide 
medical coverage for the 350,000 employees of this vital industry, due to their seasonal 
employment, wage levels, and predominantly Spanish-speaking language needs. 

Four major farm organizations provide virtually all of the health benefits for these seasonal 
employees, using association designed and operated programs. Self funding is a critical 
component of these benefit plans, due to the reluctance of the usual insurance market to offer 
coverages. 

The largest of these programs. Western Growers Association, provides benefits to 18,000 
employees, offering free choice of medical provider as well as managed care plans. 

Grouping the buying power of its 2,000 participating members. Western Growers has been able 
to negotiate discounts from hospitals which saved 46% on billed charges on 1992, and saving 
over $4 million dollars for farm employers and their employees. The association's plans average 
20% discounts in contracting doctor's fees and elimination of "usual and customary" problems 
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for patients using contracting physicians. WGA has contracted for 9% below-wholesale drug 
costs for its medical plans. 

The association also operates a licensed and admitted workers' compensation company in 
Arizona and California, and has integrated on-the-job and off-the-job medical benefits for over 
10 years, preventing "double-dipping" and making the coordination of benefits easy. 

The association offers flexible benefit plans, which have been very well received by seasonal 
farm workers. It also offers services by medical providers in Mexico for those workers near the 
U.S. border, and for those workers with families in Mexico. 

These are but a few examples of the thousands of association-sponsored medical plans offered by 
nonprofit member associations of ASAE. 


V. ASAE POSITION 

Congress and the Administration has recognized the need for employers and individuals to join 
together in pooling their buying power. Association plans have been doing just that for over 55 
years, and can provide a major service to our nation by being allowed to continue. 

Association health plans would welcome many of the insurance reforms currently proposed such 
as portability, open enrollments, and limitations on preexisting conditions. 

ASAE supports the basic goals of health care reform, which would provide quality, affordable, 
accessible health care for all Americans. ASAE further believes that association health care 
plans possess many years of proven experience in the delivery of benefits through purchasing 
coalitions. As such, association health care plans can lead the way to the reform goals of 
providing the efficient delivery of quality health care to more citizens, 



119 


May 23 , 1995 


Sir: 

It has come to my attention that Congress will be debating the issue of 
medical savings accounts. I’m writing to make known my belief in and 
support of medical savings accounts -- provided that they are voluntary 
and tax-free. 

1 believe such accounts would be a step towards restoring a free 
market in health care. As with all other commodities the free market 
works to bring prices down while at the same time improving the overall 
quality of products and services. This is what the American people need. 

Sincerely, 

Craig K. Barber 
321 Gonzalez Dr. 

San Francisco, CA 94132 
(415) 587-9083 
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MICHAEL J. BLAIR 

22216 Victory Boulevard #C-303 Woodland 91367-1807 

I VIA FEDERAL EXPRESS | W ednesday, May 24, 1995 


Philip Moseley 
Majority Chief of Staff 
House Committee on Ways and Means 
1102 Longworth Office Building 
Independence and New Jersey Avenues SE 
Washington, DC 20515 


Dear Mr. Moseley; 

I wish to enter a written statement into the printed record of the upcoming 
hearings on Medical Savings Accounts. My statement takes the form of tWs letter 
and the pamphlet Health Care is Not a Right. Six copies of each are enclosed. 
Please acknowledge in writing. 

Your committee’s hearings will no doubt deal with the practical and legal 
aspects of Medical Savings Accounts. My plea is that you openly discuss the 
moral aspects, too. Where does morality fit in? The pamphlet will explain. 

In brief, when proponents speak of the “right” to health care, there is no 
escaping the conclusion that some citizens must therefore provide that health care 
to others. For when someone has a right to a service, someone else must provide 
it, correct? Otherwise, the “right” is being violated. “Must” in this context 
means “without choice.” Thus, the claimant controls the services of the provider 
because the provider must give those services on demand. 

There is even an American precedent for such a relationship. At one time, 
a person (A) was entitled to any and all services provided by another person (B). 
The law was so specific that in fact, A owned B. The institution was slavery. 
Shakespeare wrote, “A rose by any other name, would smell as sweet.” 
Similarly, slavery by any other name, would be as wrong. 

My guiding principle is that there is no dichotomy between the 
moral and the practical. Giving citizens personal control of their own health 
care spending — and giving doctors personal control of their own lives — is not 
only what is more efficient; it is also what is right. 

Very truly yours. 

/mjb Michael J. Blair 

Enclosures 
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HEALTH CARE 
IS NOT A RIGHT 

by 

LEONARd PEikoFf 
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1 Ills laik was (Jciivcied under die auspices ol 
Americans for Free Ciioice in Medicine 
at a Town Hall Meeting on Healtli Care 
Red Lion Hotel, Costa Mesa, California 
December 1 1 , 1993 


Ci)pyriglit l‘)94 liy Leon.inl Pcikoll 


LEONARD PEIKOFF is a philosoplier and tlie fnreniost inierpreter of 
die pliilosopliy of Ayn Rand. He has (aught philosophy at Huntei ( ' d- 
lege. Long Island University, and New York Universiiy. lie is le 
autlior of Objectivism: The Philosophy of Ayn Rand, the definitive si > e 
inent of Ayn Rand’s philosophic system. Dr. Peikoffs speech, “ i ne 
Forgotten Man of Socialized Medicine: The Doctor,” was preseniet' lo 
the Congress of Neurological Surgeons in 198.S and to other physiei , s' 
groups throughout the United States and Canada. A transetipi ' n 
talk was published in Clinical Neurosurgery, Vol. 36. 
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Good morning, ladies and gentlemen: 

Most people who oppose socialized medicine do so on the grounds 
that it is moral and well-intentioned, but impractical; i.e., it is a noble 
idea— which just somehow does not work. I do not agree that socialized 
medicine is moral and well-intentioned, but impractical. Of course, it is 
impractical— it does not work— but I hold that it is impractical because it 
is immoral. This is not a case of noble in theory but a failure in practice; 
it is a case of vicious in theory and therefore a disaster in practice. So 
I’m going to leave it to other speakers to concentrate on the practical 
Haws in the Clinton health plan. 1 want to focus on the moral issue at 
stake. So long as people believe that socialized medicine is a noble plan, 
there is no way to fight it. You cannot stop a noble plan— not if it really 
is noble. The only way you can defeat it is to unmask it— to show that it 
is the very opposite of noble. Then, at least, you have a fighting chance. 

What is morality in this context? The American concept of it is 
officially stated in the Declaration of Independence. It upholds man’s 
unalienable, individual rights. The term “rights,” note, is a moral (not 
Just a political) term; it tells us that a certain course of behavior is right, 
sanctioned, proper, a prerogative to be respected by others, not inter- 
fered with— and that anyone who violates a man’s rights is: wrong, mor- 
ally wrong, unsanctioned, evil. 

Now, our only rights, the American viewpoint continues, are the rights 
to life, liberty, property, and the pursuit of happiness. That’s all. Ac- 
cording to the Founding Fathers, we are not born with the right to a trip 
to Disneyland, or a meal at McDonald’s, or a kidney dialysis (nor with 
the 18th-century equivalent of these things). We have certain specific 
rights— and only these. 

Why only these? Observe that all legitimate rights have one thing in 
common: they are rights to action, not to rewards from other people. 
The American rights impose no obligations on other people, merely the 
negative obligation to leave you alone. The system guarantees you the 
chance to work for what you want— not to be given it without effort by 
somebody else. 
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The right to life, e.g., does not mean that your neighbors have to feed 
and clothe you; it means you have the right to earn your food and clothes 
yourself, if necessary by a hard struggle, and that no one can forcibly 
stop your struggle for these things or steal them from you if and when 
you have achieved them. In other words; you have the right to act, and to 
keep the results of your actions, the products you make, to keep them or 
trade them with others, if you wish. But you have no right to the actions 
or products of others, except on terms to which they voluntarily agree. 

To take one more example: the right to the pursuit of happiness is 
precisely that: the right to the pursuit— to a certain type of action on your 
part and its result— not to any guarantee that other people will make you 
happy— or even try to do so. Otherwise, there would be no liberty in the 
country: if your mere desire for something, anything, imposes a duty on 
other people to satisfy you, then they have no choice in their lives, no say 
in what they do, they have no liberty, they cannot pursue their happiness. 
Your “right” to happiness at their expense means that they become rightless 
.serfs, i.e., your slaves. Your right to anylhinii at others’ expense means 
that they become rightless. 

That is why the U.S. system defines rights as it does, strictly as the 
rights to action. This was the approach that made the U.S. the first truly 
free country in all world history— and. soon afterwards, as a result, the 
greatest country in history, the richest and the most powerful. It became 
the most powerful because its view of rights made it the most moral. It 
was the country of individualism and personal independence. 

Today, however, we are seeing the rise of principled immorality in 
this country. We are seeing a total abandonment by the intellectuals and 
the politicians of the moral principles on which the U.S. was founded. 
We are seeing the complete destruction of the concept of rights. The 
original American idea has been virtually wiped out, ignored as if it had 
never existed. The rule now is for politicians to ignore and violate men’s 
actual rights, while arguing about a whole list of rights never dreamed of 
in this country’s founding documents— rights which require no earning, 
no effort, no action at all on the part of the recipient. 
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You are entitled to something, the politicians say, simply because it 
exists and you want or need it— period. You are entitled to be given it by 
the government. Where does the government get it from? What does the 
government have to do to private citizens — to their individual rights — to 
their real rights— in order to carry out the promise of showering free 
services on the people? 

The answers are obvious. The newfangled rights wipe out real rights— 
and turn the people who actually create the goods and services involved 
into servants of the state. The Russians tried this exact system for many 
decades. Unfortunately, we have not learned from their experience. Yet 
the meaning of socialism (this is the right name for Clinton’s medical 
plan) is clearly evident in any field at all— you don’t need to think of 
health care as a special case; it is just as apparent if the government were 
to proclaim a universal right to food, or to a vacation, or to a haircut. I 
mean: a right in the new sense: not that you are free to earn these things 
by your own effort and trade, but that you have a moral claim to be given 
these things free of charge, with no action on your part, simply as hand- 
outs from a benevolent government. 

How would these alleged new rights be fulfilled? Take the simplest 
case: you are born with a moral right to hair care, let us say, provided by 
a loving government free of charge to all who want or need it. What 
would happen under such a moral theory? 

Haircuts are free, like the air we breathe, so some people show up 
every day for an expensive new styling, the government pays out more 
and more, barbers revel in their huge new incomes, and the profession 
starts to grow ravenously, bald men start to come in droves for free hair 
implantations, a school of fancy, specialized eyebrow pluckers devel- 
ops— it’s all free, the government pays. The dishonest barbers are having 
a field day, of course— but so are the honest ones; they are working and 
spending like mad, trying to give every customer his heart’s desire, which 
is a millionaire’s worth of special hair care and services— the govern- 
ment starts to scream, the budget is out of control. Suddenly directives 
erupt: we must limit the number of barbers, we must limit the time spent 
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on haircuts, we must limit the permissible type of hair styles; bureaucrats 
begin to split hairs about how many hairs a barber should be allowed to 
split. A new computerized office of records filled with inspectors and red 
tape shouts up; some barbers, it seems, are still getting too rich, they 
must be getting more than their lair share of the national hair, so barbers 
have to start applying for Certificates of Need in order to buy razors, 
while peer review boards are established to assess every stylist’s work, 
both the dishonest and the overly honest alike, to make sure no one is too 
bad or too good or too busy or too unbusy. Etc. In the end, there are lines 
of wretched customers waiting for their chance to be routinely scalped by 
bored, hogtied haircutters some of whom remember dreamily the old 
days when somehow everything was so much better. 

Do you think the situation would be improved by having haircare 
cooperatives organized by the government?— having them engage in man- 
aged competition, managed by the government, in order to buy haircut 
insurance from companies controlled by the government? 

If this is what would happen under government-managed hair care, 
what else can possibly happen— it is already starting to happen— under 
the idea of health care as a right? Health care in the modern world is a 
complex, scientific, technological service. How can anybody be born 
with a right to such a thing? 

Under the American system you have a right to health care if you can 
pay for it, i.e., if you can earn it by your own action and effort. But 
nobody has the right to the services of any professional individual or 
group simply because he wants them and desperately needs them. The 
very fact that he needs these services so desperately is the proof that he 
had better respect the freedom, the integrity, and the rights of the people 
who provide them. 

You have a right to work, not to rob others of the fruits of their 
work, not to turn others into sacrificial, rightless animals laboring to 
fulfill your needs. 

Some of you may ask here: But can people afford health care on their 
own? Even leaving aside the present government-inflated medical prices. 
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the answer is: Certainly people can afford it. Where do you think the 
nu)ney is coming from right now to pay for it all— where does the govern- 
ment gets its fabled unlimited money? Government is not a productive 
organization; it has no source of wealth other than confiscation of the 
citizens’ wealth, through taxation, deficit financing or the like. 

But, you may say, isn’t it the “rich” who are really paying the costs of 
medical care now— the rich, not the broad bulk of the people? As has 
been proved time and again, there are not enough rich anywhere to make 
a dent in the government’s costs; it is the vast middle class in the U.S. 
that is the only source of the kind of money that national programs like 
government health care require. A simple example of this is the fact that 
the Clinton Administration’s new program rests squarely on the backs 
not of Big Business, but of small businessmen who are struggling in 
today’s economy merely to stay alive and in existence. Under any social- 
ized program, it is the “little people” who do most of the paying for it— 
under the senseless pretext that “the people” can’t afford such and such, 
so the government must take over. If the people of a country truly couldn’t 
afford a certain service— as e.g., in Somalia— neither, for that very rea- 
son, could any government in that country afford it, either. 

Some people can’t afford medical care in the U. S. But they are 
necessarily a small minority in a free or even semi-free country. If they 
were the majority, the country would be an utter bankrupt and could not 
even think of a national medical program. As to this small minority, in a 
free country they have to rely solely on private, voluntary charity. Yes, 
charity, the kindness of the doctors or of the better off— charity, not 
right, i.e., not their right to the lives or work of others. And such 
charity, I may say, was always forthcoming in the past in America. The 
advocates of Medicaid and Medicare under LBJ did not claim that the 
poor or the old in the ’ 60 ’s got bad care; they claimed that it was an 
affront for anyone to have to depend on charity. 

But the fact is: You don’t abolish charity by calling it something else. 
If a person is getting health care fornothing, simply because he is breath- 
ing, he is still getting charity, whether or not President Clinton calls it a 
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“right.” To call it a right when the recipient did not earn it is merely to 
compound the evil. It is charity still— though now extorted by criminal 
tactics of force, while hiding under a dishonest name. 

As with any good or service that is provided by some specific group 
of men, if you try to make its possession by all a right, you thereby 
enslave the providers of the service, wreck the service, and end up de- 
priving the very consumers you are supposed to be helping. To call “medi- 
cal care” a right will merely enslave the doctors and thus destroy the 
quality of medical care in this country, as socialized medicine has done 
around the world, wherever it has been tried, including Canada (I was 
born in Canada and I know a bit about that system first hand). 

I would like to clarify the point about socialized medicine enslaving 
the doctors. Let me quote here from an article 1 wrote a few years ago: 
“Medicine: The Death of a Profession." [The Voice of Reason: Essays in 
Objectivist Thought, NAL Books, ® 1988 by the Estate of Ayn Rand and 
Leonard Peikoff.) 

“In medicine, above all, the mind must be left free. Medical treat- 
ment involves countless variables and options that must be taken into 
account, weighed, and summed up by the doctor's mind and subcon- 
scious. Your life depends on the private, inner essence of the doctor’s 
function: it depends on the input that enters his brain, and on the pro- 
cessing such input receives from him. What is being thrust now into the 
equation? It is not only objective medical facts any longer. Today, in 
one form or another, the following also has to enter that brain: ‘'fhe DRG 
administrator [in effect, the hospital or HMO man trying to control costs] 
will raise hell if I operate, but the malpractice attorney will have a field 
day if I don’t— and my rival down the street, who heads the local PRO 
[Peer Review Organization], favors a CAT scan in these cases, 1 can’t 
afford to antagonize him, but the CON boys disagree and they won’t 
authorize a CAT scanner for our hospital— and besides the FDA prohibits 
the drug I should be prescribing, even though it is widely used in Europe, 
and the IRS might not allow the patient a tax deduction for it, anyhow, 
and I can’t get a specialist’s advice because the latest Medicare rules 
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prohibit a consultation with this diagnosis, and maybe 1 shouldn’t even 
take this patient, he’s so sick-after all, some doctors are manipulating 
their slate of patients, they accept only the healthiest ones, so their aver- 
age costs are coming in lower than mine, and it looks bad for my staff 
privileges.’ Would you like your case to be treated this way— by a doctor 
who takes into account your objective medical needs and the contradic- 
tory, unintelligible demands of some ninety different state and Federal 
government agencies? If you were a doctor could you comply with all of 
it? Could you plan or work around or deal with the unknowable? But 
how could you not? Those agencies are real and they are rapidly gaining 
total power over you and your mind and your patients. In this kind of 
nightmare world, if and when it takes hold fully, thought is helpless; no 
one can decide by rational means what to do. A doctor either obeys the 
loudest authority— or he tries to sneak by unnoticed, bootlegging some 
good health care occasionally or, as so many are doing now, he simply 
gives up and quits the field.” 

riie Clinton plan will finish off quality medicine in this country— 
because it will finish oil the medical profession. It will deliver the doc- 
tors bound hands and feet to the mercies of the bureaucracy. 

I'he only hope— for the doctors, for their patients, for all of us— is for 
the doctors to assert a moral principle. 1 mean: to assert their own 
personal individual rights— their real rights in this issue— their right to 
their lives, their liberty, their property, r/iei'r pursuit of happiness. The 
Declaration of Independence applies to the medical profession too. We 
must reject the idea that doctors are slaves destined to serve others at the 
behest of the state. 

I’d like to conclude with a sentence from Ayn Rand. Doctors, she 
wrote, are not servants of their patients. They are “traders, like every- 
one else in a free society, and they should bear that title proudly, consid- 
ering the crucial importance of the services they offer.” 

The battle against the Clinton plan, in my opinion, depends on the 
doctors speaking out against the plan— but not only on practical grounds— 
rather, first of all, on moral grounds. The doctors must defend them- 
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selves and their own interests as a matter of solemn justice, upholding a 
moral principle, the first moral principle; .self-preservation. If they can 
do it, all of us will still have a chance. 1 hope it is not already too late. 
Thank you. 
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Chuck Braman 
76 Carmine St, #3-D 
New York, NY 10014-4346 

May 23, 1995 


Mr. Phillip Moseley 

Majority Chief of Staff 

House Committee Ways and Means 

1102 Longrworth House Office Building, (LHOB) 

Washington, DC 20515 

Dear Mr. Moseley: 

I would like to let all of my representatives in 
Washington know that I strongly favor the idea of tax-free 
medical savings accounts, like IRAs; voluntary, tax-free, no 
compromises! For a summary of the reasons why I favor a fully 
free market in medical care, please see the enclosed 7 page 
summary of "The Real Right to Medical Care vs. Socialized 
Medicine . " 


Sincerely 



Chuck Braman 
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THE REAL RIGHT TO MEDICAL CARE 
VS. SOaALIZED MEDIQNE 
(Summary of George Reisman article by Chuck Braman) 


The Medical Crisis and the Need for 
Radical Procapitalist Reform 

For decades the cost of health care, unlike the cost of other economic 
goods, has risen relative to prices in general and to people's incomes. The cost 
of health care is now so high that a radical reform is necessary. The current 
type of reform being advanced by the Clinton administration, however, is an 
anachronism. It is, to be exact, the enactment of a full system of socialized 
medicine, a system based on the mistaken and discredited tenets of Marxism, 
which will aim to reduce the cost of our partially socialized medical system by 
means of its full socialization accompaiued by price controls and ratioiung. In 
contrast, the real reform necessary to reduce the cost of health care would be 
one based on opposite premises, i.e. one based on the tenets of capitalism, 
tenets which in this century have reached their fullest development in the 
political philosophy of Ayn Rand, and in the economic theory of Ludwig von 
Mises The radical reform necessary is based on the movement away from 
government interference and toward individual freedom. 

The Right to Medical Care and the 
Causes of the Medical Crisis 

The root cause of the runaway cost of medical care is philosophical. 

The cause is the current perversion of the concept of rights, a perversion 
which underlies the laws which have been passed, the consequences of which 
are responsible for the current crisis. 

The correct concept of rights is based on the individual's right to life, 
which right includes the right to take the actions necessary for sustaining 
one's life. Rather than being a claim to goods to be provided by others, it is an 
injunction against the whole rest of society to leave one free so that one may 
produce the values which one's life requires. Such a right can only be violated 
by the initiation of physical force, so that under such a concept of rights the 
initiation of physical force is abolished, and cooperation among people is 
achieved through voluntary trade rather than the forced trairsfer of wealth 
from one person to another. On a social and economic level, in a division-of- 
labor society, this right, the right to life, is exercised by selling one's goods or 
labor (what one produces) for money to buy another's goods and labor (what 
another produces). Applied to medical care, this means that the right to 
medical care is the right to aU the medical care one can buy from willing 
providers. Such a right is exacdy what is currently violated by medical 
licensing legislation and all regulations and legislations that artificially raise 
the cost of medicine, because all represent different forms of the government 
initiating, or threatening to initiate, physical force against producers and 
traders who themselves have not initiated physical force, and thus physically 
restricting their right to produce and trade. 

In contrast to the concept of rights described above, which Dr. Reisman 
refers to as "the rational concept of rights," is the concept of rights put forward 
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by the Clinton administration, which Dr. Reisman calls "the need-based 
concept of rights." It is, in simplest essence, based the premise that wealth is 
something that appears more or less causelessly — as opposed to being 
produced by the effort of individual people who by that fact retain a right to 
such property — and that the fact of any one person possessing a need for such 
wealth gives him a right to it. 

There were three cornerstones in the history of medical care in the 
United States which have lead to the application of this premise in order to 
pass laws which produced the runaway medical costs we face today. They 
were (1) the government imposition of medical licensing laws starting in the 
nineteenth century, (2) the government imposition of wage and price 
controls during World War H, and (3) the government imposition of the 
Medicare and Medicaid programs during the 1960's. 

Medical licensing increases the costs of medical care by lowering the 
supply of medical providers. Historically, it has been supported by doctors 
because it is a means of increasing their wages by virtue of creating a 
monopoly. As to the extent that is has actually raised the standards by which 
medicine is practiced (which is limited, since the qualifications imposed by 
licensing are largely arbitrary), it is through the means of reducing the 
number of options available to consumers. This is because instead of the 
market offering a full range of skilled practitioners offering various services 
at various prices, it essentially must now offer only a higher range of skilled 
practitioners offering this same range of services at a higher range of prices to 
fewer people. As a result, it primarily victimizes the poor, thereby playing 
into the hands of those who advocate socialized medicine. 

The second step towards socialized medidne in the U.S. resulted from 
a string of events following the government imposition of wage and price 
controls during World War II. It occurred because the government made a 
single exception to its prohibition of wage inaeases during this period by 
allowing employers to pay for tax-free medical insurance for their employees. 
Because this was the only possible means of increasing wages (and therefore 
the only possible means of competing for employees), and because the 
individual employee's alternative to this insurance was taxed by the 
government, the scope of coverage offered by this form of insurance, as 
opposed to the traditional private insurance offered up to that point, was 
artificially encouraged to be made comprehensive rather than to being 
limited to providing only for emergencies. (In current dollars this form of 
comprehensive insurance costs the equivalent of $5000 /year per family, 
whereas in current doUars the cost of coverage limited to medical 
emergencies costs about $2000/year per family.) Following World War H, 
coercive labor unions made such insurance a standard part of their contracts. 
The effects resulting from such employer-provided comprehensive insurance 
are (1) a psychological mindset among employees, akin to that which exists in 
socialist countries, that medical care is a right of employees that can be 
provided essentially for free, and (2) an economic situation, akin to that 
which exists under socialism, whereby all costs are borne collectively by a 
group rather than by individual people. 

Most significantly, the collectivization of costs resulting from such a 
system is the leading cause of the continuous rise in medical costs since 
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W.W.n. This is because if one's expenses for any commodity are covered by a 
huge anonymous group rather than by that inividual, the individual has no 
incentive to contain his spending. When all the individuals within such a 
group are mutually relieved of responsibility, the result is a form of mutual 
plunder. Every individual within the group ends up spending more than he 
would have as an individual because he is able to pass along almost all of his 
costs to the others, while all the other individuals in the group similarly 
increase their spending because they are able to do the same. Thus, the 
amount of spending by each individual within the group increases much 
more so than it would if each individual was directly responsible for his own 
costs. In addition to this absolute increase in individual spending, it is the 
combined increased demand on a limited supply that leads to radically rising 
prices. 

This increase in the prices of medical services resulting from the 
collectivization of costs following W.W.II led to the third major step towards 
socialized medicine in the U.S., the imposition of the Medicare and Medicaid 
programs in the 1960s. These programs were instituted to make the 
increasingly expensive medic^ care more affordable to the poor and the 
elderly. However, since such programs represent an even further 
collectivization of costs than collectivized insurance, drawing their funding 
as they do from the entire body of taxpayers rather than from a smaller body 
of insurance holders, they have lead to the pricing of medical care beyond the 
reach of the uninsured middle class. As a result, their implementation has 
lead to the current call for complete socialized medicine. 

Ironically, of course, the problems that socialized medicine is supposed 
to solve are all problems stemming from the previous steps the govermnent 
has taken towards socializing medidne. Specifically, there have been several 
consequences following from the concept of a need-based right to medical care 
and the collectivization of costs to finance it which have acted to raise the 
price of medical care. 

First, of course, is the increase in prices which necessarily follows when 
one is able to bid on a limited supply of goods and then pass the expense off to 
an anonymous group. Such bidding on government-supplied goods leads 
inevitably to government-imposed price controls and rationing as the only 
possible means of controlling costs, followed thereafter by the govemmenT s 
further refusal to allow anyone to bid the price up any further even using 
their own money. 

Second is an increased demand for medical care, in the form of 
increased visits and increased services. 

Third is the recent phenomenon of irrational standards for malpractice 
emd radically increased malpractice awards. This follows from the notion that 
if medical care is a right, then a right to medical care as such means a right to 
the best medical care available. As a result, providing a patient with anything 
less than the best, most expensive medical care comes to constitute 
malpractice, whether or not the doctor is being compensated to provide such 
care. Fear of malpractice lawsuits has lead to Sie new phenomenon of doctors 
practicing "defensive medicine," i.e. conducting medically unnecessary tests 
to provide a record for their defense in the event of a lawsuit. Defensive 
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medicine is estimated to account for more than one-third of the total cost of 
health care in the U.S. today. 

Fourth is an intense demand aeated for prohibitively expensive new 
technology. Traditionally in medicine, as well as in any other field, new 
technology does not raise costs; itutial buyers, who must pay out of their own 
pocket, are few, allowing the item to slowly develop a market as experience is 
gained in producing it, during which time its cost falls while its quality 
improves. Since costs for medical technology are collectivized, however, new, 
prohibitively expensive technology, which individuals would not be able to 
afford if they had to pay out of their own pockets, is demanded universally as 
a matter of right. 

Fifth, prices are collectively bid up on patented drugs which need not 
fear competition, while at the same time prohibitions against price 
discrimination prevent lower-priced versions of the same drugs from serving 
the market of the uninsured. (In addition, of course, FDA regulations greatly 
increase the development time of drugs and further inflate their prices.) 

Sixth, lack of profit and loss incentives causes wasteful spending on 
expensive equipment. The government responds to such wastefulness by 
such means as requiring a "certificate of need" before it will authorize such 
expenditures. As a result, expenditures often end up being restricted on 
necessary as well as unnecessary equipment. 

Seventh, government-imposed cost-controls on public patients leads to 
cost-shifting to private patients, which becomes necessary in order for 
physicians and hospitals to make up their losses. (Such cost controls include 
categorizing treatments into "diagnostic related groups," (DRGs) — categories 
for which the government pays a flat fee, no matter what the actual cost of the 
treatment, which could be more or less than the fee according to the 
individual circumstances.) 

Eighth, the bureauaatic controls imposed by the government in order 
to contain the costs inaease costs by increasing paperwork and administrative 
costs. 

Finally, government safety, environmental, and labor regulations 
increase the cost of medical care, probably even more so than in other fields, 
because of the separation of the buyer from the seller, which buyer is 
therefore less Ukely to be aware of and to protest such interference. 

Most ironically, and above all, the need-based right to health care and 
the collectivization of costs required to pay for it elinunates the real, rational 
right to care in the instances where those who would be able to afford to buy 
medical care now caimot do so. 

The Clinton Plan 

The original, rational right to medical care, the right to buy the medical 
care one needs from willing providers, has become almost impossible to 
exercise now. Under the Clinton plan it would be made completely illegal. 

The "Health Security Preliminary Plan Summary" imposes criminal 
penalties "for the payment of bribes or gratuities to influence the delivery of 
health services and coverage." Under the Clinton plan dependence on the 
government would be made absolute, as everyone would be compelled to 
join a government-approved insurance plan. 
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Clinton's plan envisions a "National Health Board" that would dedde 
what kind of care would be provided by what methods. Regional alliances 
would tax away the employee-financed health insurance premiums from 
medical payroll taxes imposed on small companies to pay HMO-styled 
insurance companies. (Lcirge corporations of 5000 employees or more would 
be allowed to constitute themselves as "corporate alliances" and pay these 
ii«urance compaiues directly.) The managed competition referred to by 
Clinton, which is essentially a form of government-controlled monopoly, 
refers to the choice, to be made by the regional alliances, of which msurance 
companies are to be allowed to compete in which markets. Consumers would 
then choose among these remaining companies. All these insurance 
companies would offer uniform benefits and operate under the guidance of 
the NHB. 

As the 37 million new, presently uninsured individuals are brought 
under socialized medicine, demand for health care would increase 
correspondingly, and yet at the same time Clinton plans to cut current 
medical spending by $200 billion or more. The only possible outcome of this 
situation would be shortages and rationing. More expensive procedures 
would be performed less, fee-for-service practitioners would be controlled and 
monitored, and the patient's choice of doctors would essentially be lost 
because the demand for their time will so greatly exceed their supply. The 
physician's new protection against malpractice lawsuits, irrespective of the 
outcome on the patient, will be his adherence to "Practice Guidelines," 
bureaucratic rule books provided by the government detailing minimum 
standards of treatment. 

Areas of medical care likely to suffer would include medical technology 
(which bureaucrats would not be likely to encourage), and new drugs, whose 
profitability Clinton is already fighting to restrict. In addition, if the practice of 
other countries which have instituted socialized medicine is any indication, 
cutbacks for the aged would be likely, because they demand extensive care and 
have few years left as voters. 

The reduction in admirustration costs promised by Clinton would 
essentially represent a reduction in service, and would itself be offset by the 
new administration costs for the 37 million new individuals who would be 
joining the system. 

Under such a system, the profit motive would be turned against itself 
because the source of profit under a flat fee system derives from 3ie 
withholding of care. When combined with the fact that the patient is 
prohibited from offering his own money to pay for his own care, the result is 
that the doctor's self-interest becomes set against the patient' s self-interest. As 
under Communism, security is lost because the right to buy what one needs is 
lost. In place of the individual's calculations of self-interest are the 
government's considerations of such things as the level of its spending for 
medical care in relation to its gross national product 

The Free Market Solution 

The free market solution to the crisis of rising medical costs is the 
restoration of the rational right to medical care: the complete removal of 
government interference between the buyers and sellers of medical care and 
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the complete removal of all government interference which makes medical 
care more expensive than it otherwise would be. 

Under the free market, the cost of medical care would be determined by 
the prevailing supply of talent, the state of capital accumulation, the state of 
technology, die profit motive and the freedom to compete for patients, and 
the ability to practice price discrimination. 

The elimination of licensing would result in the greatest possible 
supply of talent, while at the same time broadening the range of services 
offered. The lower end of the market could be served to a large degree by 
nurses, pharmacists or paramedics providing the particular services in which 
they are qualified but currently prohibited from performing. To the extent 
certification is desired, it would be provided by professional degrees, and by 
certificates which could be provided by private organizations. 

In a free market, medical insurance limited to providing for 
catastrophic illnesses would out-compete collectivized insurance because it 
would be so much less expensive. Such limited insurance would include an 
annual deductible in excess of all routine medical expenses, thereby leaving 
the individual incentives to control cost. Always, the operative standard in a 
private system would be the benefits to the individual patient's life, as judged 
by the patient himself by considering potential medical treatments in relation 
to his other needs. 


Toward a Free Market in Medical Care 
Of course, the simplest solution to establish a free market in medicine 
would be to abolish aU government intervention in medicine in one stroke. 
Since such a solution is unlikely to be enacted, however, a gradual solution is 
the best alternative, provided that it uses as its standard the eventual goal of 
the complete abolition of government intervention from medicine. 

The focus of such a solution would be on the plight of the uninsured, 
and would approach cost reduction from two mutually reinforcing sides: the 
elimination of the artificial inaease in demand for medical care, achieved by 
income tax reform and Medicare reform, and the elimination of the artificial 
increase in costs of medical care, achieved by the liberalization of licensing 
laws and the reduction of hospital costs. 

As an income tax reform, employees should be given a choice between 
employer-financed medical insurance (which is currently not taxed), and an 
equivalent tax-free increase to their annual income, which, matching the 
current cost of employer-financed medical insurance, would average around 
$5000 per family. Such a choice would create a strong incentive for 
individuals to purchase less expensive insurance with a high deductible, 
which would be limited to covering catastrophic illnesses, and which at 
current market prices would cost about $2000 annually per family. The 
difference in the costs of these two kinds of insurance could be used to pay the 
deductible in the event such a need arises. 

As a second reform, wealthy Medicare patients could be made to pay a 
substantial deductible before their coverage would begin and a copayment of 
costs beyond some maximum limit. Such a measure would not be 
imreasonable, as the amount of money those eligible for Medicare have paid 
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into the program since it was inaugurated is substantially less than is typically 
drawn out. 

Alternately, those over 65 should be given a choice of signing away 
their rights to Medicare and social security in exchange for exemption from 
all taxes (excluding sales taxes) such as personal, interest and dividend, and 
estate and gift taxes. Besides increasing personal freedom and personal 
revenues, such a measure would result in increases in government revenues, 
since government spending would be reduced, while people who otherwise 
would have been encouraged to retire would be encouraged to work and save 
(as well as pay sales taxes), which saving would act to increase capital 
accumulation and ultimately production. 

As a measure to eliminate artificial increases in costs, licensing laws 
could be liberalized by the method of allowing those holding higher medical 
licenses to extend the benefit of their licenses to those holding lesser medical 
licenses, whom they could also train if they deemed such training necessary. 
As a secondary benefit, such a measure would also act to increase the incomes 
of all those involved by virtue of opening up a market previously not served. 

As a second measure to ehminate artificial increases in costs, hospitals 
and the uninsured should be exempted from all government regulations and 
interference from such agencies as the DHHS, SSA, NLRB, EPA, OSHA, etc., 
and by granting them the right to agree to mutually binding standards of 
malpractice. Further savings could be realized by allowing physicians to open 
new hospitals serving such patients, by allowing existing hospitals to practice 
price discrimination toward such patients, and finally, by creating a 
Deregulation Agency, whose purpose and powers would be limited to 
repe^ng existing regulations. 

The above represent strategies which should be used to oppose the 
Clinton plan. If, however, the Clinton plan is enacted into law, a different, 
two tiered strategy should be applied. First, there should be a call for 
legislation introducing the unrestricted right to practice medicine outside of 
the government's control for those who value that right. Then, after this is 
achieved, there should begin a fight to end all remaining socialized medicine 
on behalf of those who do not wish to be forced involuntarily to pay for the 
health care of others. 

Such a fight on behalf of freedom in health care is what is needed 
immediately as part of the larger fight on behalf of freedom, individualism, 
and capitalism. 
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May 22 , 1995 

Phillip Moseley 

Majority Chief of Staff 

House Committee Way and Means 

1102 Longworth House Office Bldg ( LHOB ) 

Washington DC 20515 

Please have this read into today’s Congressional Record. 


I (and many people who are not writing) favor Medical Savings 
Accounts. Like IRAs , these MSAs would be a fair way to solve the 
health crisis in a way that is fair to everybody — gradually 
phasing out medicare. Contrary to popular belief, health care is 
not a right. 


These MSAs should be voluntary, and tax-free. 


Thank you . 


Sincerely . 

Ann C icco^^?^l c 


3710-A Meredith St . 


Austin TX 78703 
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Coalition of Mental Health Professionals and Consumers. Inc . 

P. O. Box 438, Commack, NY 11725 Phbne/Fax: 516-424-5232 


Testimony 

Karen Shore, Ph.D., Executive Director 
1966 Ashley Place. Westbury, NY 11590 
516-997-3390 


A) Introduction : 

I am submitting testimony on behalf of the Coalition's approximately 1250 members. 

The Coalition is a national, grass-roots organization, made up of clinicians from all mental 
health disciplines and consumers of mental health care, their family members, and their 
advocates. The Coalition is working with approximately 24 regional "affiliated groups" that 
have no legal tie to the Coalition, though some have taken out memberships. Thus, I am not 
officially testifying for these groups, but do want the Subcommittee to know that several of 
these groups are state or regional Coalitions (MA, NY, NJ, PA, DE, MD, NC, GA, TN, IL. OH, 
CO, CA. WA, MO) that have been inspired by our Coalition or that formed prior to our forming 
(November, 1992), have similar goals, and are attempting to work together. Each of these 
groups may have dozens, hundreds, or thousands of members. 

I am testifying because of plans to increase the number of Medicare beneficiaries to be 
enrolled in HMO's and other forms of managed care. The Coalition formed specifically 
because of the decline in quality of mental health treatment brought by managed care 
organizations (MCO's). MCO's also have a strong impact on the ability of professionals to 
deliver proper care. The problems of managed care have the most impact on beneficiaries 
who need treatment, as opposed to those who are generally healthy. Thus, a larger 
percentage of the Medicare population covered by MCO's than of the general MCO population 
will experience these problems, as ourelderty generally require more treatment than does the 
general population. 

In this testimony, I will outline the problems we have seen in delivery of services under 
MCO's in the private sector and will offer recommendations. We cannot assume that Medicare 
beneficiaries will receive better care under MCO's than those in the private sector. 

B) Problems with Managed Mental Health Care for Consumers and Providers : 

1. Citizens lose the right to freely choose clinicians and treatment facilities . 

a) MCO’s increasingly limit their provider list to providers who demonstrate a 
willingness to perform short-term treatment, whether or not it is truly approphate, and on 
their willingness to do so without complaint. Thus, the pool of providers available to the 
consumer may exclude those who would perform or advocate for quality care. 

b) Primary care providers often must act as gatekeepers and may limit access to 
psychiatrists and to psychotherapists. Often, there are financial penalties if primary care 
providers make "too many" referrals. Corporate profits are often more important than the 
consumer and treatment. Primary care physicians are asked to do ’’counseling," but do not 
have the training to do real psychotherapy. 

c) MCO panel limitations often cause the consumer to travel a great distance for their 
care, which could be especially burdensome for the elderly, and may prevent needed care. 

d) Consumers may have to change clinicians often as plans drop providers and merge 
with other MCO's, or as the consumer changes health plan. Continuity of care and the 
building of trust in the clinician are impeded. Continuity of care and trust may be 
particularly important for the elderly, who often are more in need of ongoing treatment than 
the general population. 

e) Clinicians are impeded in their ability to make the best referral possible due to panel 
restrictions preventing them from referring "oul-of-network." 

f) Generally, psychiatrists and other doctoral-level clinicians, and even master's level 
clinicians, may be prevented from performing psychotherapy by MCO’s, as MCO’s often 
search for the "cheapest" clinicians. One MCO reportedly has begun using bachelor's level 
counselors rather than professionally trained master's and doctoral level professionals. 
When beneficiaries cannot receive reimbursement for treatment by clinicians with 
advanced training, quality of care is compromised. 

g) Patients hospitalized in a non-network hospital in an emergency may be forcibly 
transferred to a network hospital before they are well, impeding recovery and possibly 
increasing symptoms. 

h) Even if the MCO offers out-of-network benefits (Point-of-Service Option), consumers 
with limited incomes may be unable to access oul-of-network providers, as they are 
financially penalized for doing so. This may affect the elderly in large proportions due to 
the large percentage on limited incomes. 
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2. Patients lose the right to make their own treatment decisions . 

a) The MCO may pre-determine that all or most patients are to receive brief 
hospitaiizations and brief, crisis-focused psychotherapy, regardless of patients need. This 
is based on decisions about money, not treatment and consumer need. 

b) The MCO often requires reports from the treating clinician and then takes over 
treatment decisions. The patient and his/her clinician may be powerless to decide the 
course of treatment. The sense of powerlessness and the prevention of access to proper 
treatment may increase a patient's symptoms, especially depression and anxiety. 
Hospitalization or intensive psychotherapy for a particular patient may be declared "not 
medically necessary," even though the standards of practice in the professions would 
clearly show the need for treatment. 

c) What is "medically necessary" varies from one MCO to another, as it generally has 
more to do with costs than with care. 

d) Many MCO's will only authorize three or four psychotherapy sessions at a time, 
leaving the beneficiary and provider unable to know how long their work will be able to 
continue. Anxiety often rises before each "approval" and session time is often spent on 
discussing the MCO, rather than on the problem for which the patient sought treatment. 

e) Some MCO's deny funds for psychotherapy if the patient refuses medication. This 
is because medication may produce a fast relief of symptoms, even though it may actually 
fail to correct the actual problem. This then allows the MCO to discharge the patient 
without investing much money. In general, there is concern that too many of our elderly 
are already over-medicated. Often, they are considered too old to make changes and not 
good candidates for psychotherapy, v^ich is not necessarily true. This puts the elderly at 
Increased risk of over-medicabon. Further, there is a bias among some physicians and 
scientists toward medication and away from "talk therapies," but this may reflect little more 
than an honest bias and the difficulty of fordng "talk therapy" into the molds of empirical 
science. Patients may have a strong need to talk out their problems, yet their voices do not 
count under managed care. 

3. Consumers lose the right to orivacv under managed care . 

Because reports must be submitted to the MCO by the provider in order for the MCO to 
determine whether or not continuing care is "necessary,” information that should not leave 
the treatment room must be given to the MCO, which may store it in their data banks. 
Psychotherapy patients often require privacy over information involving personal problems 
Many consumers are not at all comfortable allowing such information to be divulged, but 
may have to sacrifice reimbursement If they withhold this infonnation. Under Medicare, 
psychotherapy providers are not permitted to treat beneficiaries outside the plan. Thus, 
those requiring privacy or those with paranoid conditions may be forced to forego needed 
treatment due to inappropriate cosbcontainment techniques that may be suited to 
"industry." but not to human services. 

4. MCO's may be grossly under^treatlno consumers of mental health care due to 

cost-containment- Because it is ilieoal for psychotherapists to provide treatment for Medicare 

beneficiaries outside of Medicare, those consumers who need treatment bevond what the 

MCO dictates mav be prevented from (eoallv obtaining needed services . 

a) Many MCO's prgvide a grossly inadequate model of "short-term therapy," 
"solution-oriented therapy," "crisis intervention," or "stabilization," or they may state that 
they only treat the "acute phase” of a problem, refusing to pay for proper treatment for 
"chronic" or "ongoing" problems. This is a standard that would never be tolerated in 
medical care, and should not be tolerated In mental health care. Examples of MCO 
literature stating these limits can be provided to the reader. 

b) Many patients need time to build trust in the clinician and to tell their story. Patience 
and understanding from the clinician are as necessary as advice. The clinician needs to 
spend enough time with the patient in order to know if the problem goes deeper than the 
surface "presenting problem." These things are too often impossible under managed care. 

c) MCO's are misusing research da^ by not speaking to the limits of the research in 
order to support their bias toward short-term treatment. 

d) Even though the literature in many MCO plans may state that beneficiaries may 
have "up to 20 sessions" in a year, often times the companies' reviewers are told never to 
allow more than a few sessions (see vignettes), or providers are warned that if they 
average more than a few sessions per patient, they will be ejected from the panel or 
refused further referrals. Thus, the provider may be too afraid to give the consumer the 
treatment that is needed. 
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e) A recent Harvard study (James Hegarty, MD, at McLean Hospital, Boston, as 
reported in Newsday, "Study; Managed-Care Squeezes Hospital Stay," 5/24/95} showed 
that there has been a dramatic increase In re-hospitalizations of psychiatric patients under 
managed care due to premature discharges. The average length of stay (LOS) at McLean 
in 1989 was 45 days. By 1994, due to managed care, the average LOS was 15 days. 
There was a concomitant increase in the number of people readmitted within a month, from 
0% in 1989 to 21% in 1994, and an increase in patients who were minimally improved or 
worse at discharge than at admission, from 4% to 18%. 

f) The industry is ignoring 100 years of development in the field of psychotherapy and 
is creating standards for treatment that are substandard . 

5. Many managed care provider contracts contain "non-disoaraoement clauses." Drohibitino 
the provider from saving anything negative about the managed care company to the patient or 
anyone else, often Dreventing providers from making the consumer aware that he/she is not 
receiving proper care . 

Consumers are prevented from accessing professionals who follow their ethics and 
refuse to sign such agreements, as these providers will not be included on the MCO's 
panel. Also, this can mean that if a panel provider believes that the MCO's 
recommendations would be harmful to the patient, the provider may not tell this to the 
beneficiary. The consumer should have the right to know his/her provider's opinions of 
treatment decisions made by the MCO. especially if the provider believes that the MCO's 
decision is not in the patient's best interests. Also, these clauses prevent managed care 
abuses from reaching the press and legislators. 

6. Patients mav find that they must fioht for benefits when they are ill, when their energy 
should be scent on getting well . 

Patients never know whether or not their treatment will be covered until they become ill. 
Since providers may be at risk if they advocate for the consumer, this leaves consumers 
often having to spend their energy on advocating for themselves when needed treatment is 
being denied. Patients who do not have the ability, self-confidence, or energy to advocate 
for themselves may be seriously under-treated. Often, mental health patients are too 
derpressed, anxious, or too humiliated by their problems to advocate for themselves. With 
providers being at risk for unemployment if they advocate for their patients, there may be 
no one left to advocate for the elderly patient, especially if family is uninvolved or lives far 
away. 

7. Under managed care, many providers fear doing what is right for the patient, putting the 
consumer at risk . 

Since the MCO's now decide which providers will be able to continue working, many 
have been frightened into silence. Many feel too powerless to protest poor treatment of 
consumers to the MCO, the press, or to their legislators. When New York State's 
Assembly held hearings on managed care in January, 1994, several providers told me they 
were too afraid of being identified by the MCO's to testify. Their fear was that they would 
be ejected from the networks, refused referrals, or that their patients would be refused 
future sessions. These very real threats put the consumer at risk, especially in mental 
health, where patients usually do not advocate for themselves, and especially with the 
elderly patient, who may not be able to advocate for him/herself. 

8. Quality and Quantity of care will always be a problem under managed care and any form of 
capitation, as there is an inherent conflict ofinterBst when an entity that is supposed to offer 
care, be it an MCO or an individual provider, keeps whatever money is not spent on treatment. 
This is especially destructive when mental health is under-capitalized . 

a) MCO's keep money that is not spent on treatment. Corporate profits are soaring 
while beneficiaries are prohibited from receiving care for chronic and ongoing problems 
and are being discharged from hospitals prematurely. 

b) Even capitated contracts that are made between employers and providers directly, 
bypassing MCO's, are problematic. One California therapist told me that she was called by 
a capitated plan and told that she would receive approximately $235 for each patient they 
send her. Obviously, if she performs one session only, she does very well. She still does 
well if she performs only two. Obviously, if the patient requires 10 sessions, she is 
receiving poor wages (with no benefits) for someone with a doctorate or even a master's 
degree. If the patient requires 40, SO, or more sessions, it becomes ludicrous. Thus, 
there is a strong incentive to under-treat, and clinicians may simply not be able to afford to 
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treat patients properly due to under>capitation. It is the bias of the corporations that people 
should only require 1-3 sessions. This is not reaiity. 

c) It is tme that under the fe&<for-service system, there was some incentive to 
over-treat the patient. However, not all providers over-treated, as wise clinicians knew that 
they would receive future referrals from patients whom they treated appropriately. Also, 
under a fee-for-service system, if a consumer feels that he/she is not being treated 
properly, he/she can easily leave that clinician and find another. Further, a system of 
appropriate co-payments, when used by the insurers, encouraged consumers to be cost- 
and utilization-conscious. 

9. Despite claims that managed care and managed competition comprise a "free market 
solution." there is no free market for the patient, tfie actual consumer of health care . 

a) Managed competition is really about the elimination of competition. As 
consolidation continues, only a few large insurers will remain. 

b) In several areas, the Industry already controls 90% of the market. Where managed 
care squeezes out fee-for-service plans, there is no competition for managed care itself. A 
lack of competition always bodes poorly for quality. 

c) A free market for the patient would mean that the patient is the one who would 
determine what care is needed, determine the value of that care, and choose freely from all 
who are qualified to provide that care. Managed care does not allow the patient these 
liberties. As managed care becomes an arrangement between employers or governments 
and the insurer, and the "consumer" becomes the employer or government, for they pay 
the premiums, the "free market" exists between the MCO and the payor. Under managed 
care, the MCO determines who will receive what kind of treatment, for how long, and who 
can deliver it. The true consumers of care, the patients, as well as the body of 
professionals who could administer care, are kept out of the "marketplace." 

d) The managed care industry controls both supply and demand in regard to health 
care services. MCO's have declared that there is an over-supply of mental health 
professionals. This is predicated, however, on the industry's assumption that only brief 
forms of crisis-oriented therapy are needed, and that few people need treatment. This is 
not based upon true demand, which would be based upon the citizens' requests for care. 
Although fee-for-service is a "subsidized" market, it is still based on a more true supply and 
demand than under managed care. Under a fee-for-service system which had, in recent 
years, seen extremely high co-payments for psychotherapy, the demand for services was 
far greater Uian what is allowed under managed care. There will soon be a drastic 
shortage of mental health professionals and other providers, for the number will be based 
on what the managed care industry "needs," not upon what our citizens need. This will 
affect our entire society. 

C) Recommendations : 


1 ■ Allow Medicare beneficiaries to choose among a variety of health plans, including 
fee-for-service clans. Medical Savinas Accounts. MCO's. and any other type of health plan that 
currently exists or Is vet to be (^evjsecj . 

a) Medical Savings Accounts (MSA) are attempts to return the rights of the "free 
market" to the actual consumers of health care. Incentives are provided that make the 
consumer cost- and utilization-conscious. Up to the catastrophic limit of the MSA, the 
consumer retains the right to choice of provider, the right to privacy, and the right to make 
his/her own treatment decisions. 

b) There are some problems with MSA's, however 

i) Beyond the catastrophic limit, the consumer retains freedom of choice, but loses 
privacy and the right to make his/her treatment decisions, as treatment may be 
subject to utilization review. However, because there are no panels, and MCO's can't 
threaten the providers with unemployment, providers are free to advocate for patients. 

ii) The standard MSA contract written by the Golden Rule Insurance Company, has 
a limit on mental health services of $10.(X}0 per year per individual. This is generally 
adequate for a patient requiring only psychotherapy, but not for one requiring a day 
treatment program or hospitalization. 

iii) There is some concern that MSA's vritl not be appropriate for those who are 
unable to be responsible for their funds. This may affect some of the elderly. It may be 
necessary to amange for a relative to make MSA decisions or, when there is no such 
relative close by, for a consumer case manager (not a case manager contracted by the 
insurer) to do so. 
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c) Some MSA plans are combined with MCO's. Again, this penalizes consumers for 
using out-of-network clinicians, which limits ttieir choice of providers, especially for those 
with a limited income. 

2. Return control over health care to the citizen: 

a) Phase out employer Involvement in healtfi care . It no longer works. For employees, 
premium money actually belongs to the employee, for it is taken from his/her wages. 

Return this money to the employee so that employed citizens can purchase, own, and 
control their own health care plans. Under Medicare, and for citizens with limited incomes, 
beneficiaries should be expected to pay a portion of their premiums, based on their 
incomes, with government paying the balance. 

b) Return the three basic rights consumers have lost under managed care fchoice. 

Privacy, and decision-makinoV Employees lost these rights because we now expect 
employers to pay for insurance, and because employers needed to cut costs once the 
patient became separated from the consequences of their decisions under the 
fee-for-service system. Citizens have been separated from the fact that it is their money to 
begin with, and the greater the separation, the less care they take with that money. 

c) In order to protect their freedom, citizens must be financially responsible for their 
care to whatever extent they can afford to be so . 

i) Medicare beneficiaries with adequate incomes would buy their own plans, or at 
least pay for a portion of their premiums. Government would pay that portion of the 
premium which is unaffordable for the Medicare beneficiary or other citizens. 

ii) Benefit design must create incentives for patients to be cost- and 
utilization-conscious, without restricting access to care and other freedoms. 

d) Individual mandates might be considered . Car insurance is required of all who 
drive, not just of all who have accidents. Why can’t health insurance be required of all who 
live, not just those who get sick? While we might wish to protect the freedom of the citizen 
NOT to be insured, all citizens must then pay for emergency care and follow-up treatment 
when an uninsured individual requires treatment he/she cannot afford out-of-pocket. 

3. Protect quality care and consumer freedoms bv encouraoina citizens to buv and own their 

own insurance Plans. Allow a 100% tax deduction for all citizens buvino their own health care 

plans. 

All citizens deserve the tax break now given to employers, especially those who are 
self-employed or unemployed, which may include a targe number of Medicare 
beneficiaries. Also, it is important for a government to encourage people to take care of 
themselves, so they will be less dependent upon the government for services. The more 
health insurance coverage one owns, the less dependent one will be on the government 
for care. 

4. Guarantee portability of health care plans . 

5. Prohibit "pre-existino condition” barriers to treatment . 

6. Guarantee all citizens in MCO's access to "Point-of-Service" options : 

Unfettered access to specialists is crudal for those who are ill. 

7. Guarantee the rioht of all citizens, including Medicare beneficiaries, to “contract privately” 

with providers of their choice . 

In the case that a health plan denies reimbursement for a particular service, the citizen 
must still be allowed to purchase health care he/she believes is necessary. The MCO 
might be making incorrect decisions. Medicare beneficiaries cannot currently purchase 
psychotherapy except from Medicare providers, if Medicare comes under managed care, 
beneficiaries will also frequently be denied more than a handful of psychotherapy sessions, 
as is already happening to the general population. Most MCO's are only allowing "crisis" 
care, and are prohibiting true forms of psydiotherapy. We cannot make it illegal for 
Medicare beneficiaries, or anyone else, to obtain genuine psychotherapy. 

8. Allow the States to reoulate the managed care industry . 

a) With a true "free market" system, in which the citizen has the ability to make his/her 
own health care decisions while being given incentives to be cost-conscious, there will be 
less need for regulation than there is under managed care. 

b) Managed care plans frequently short-change the patient, and often prevent 
providers from advocating for patients and from delivering the best care they know how to 
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provide. It is imperative that the federal government allow the States to regulate this 
industry. ERISA laws were not intended for health care. They were intended for pension 
plans, if employer involvement were phased out, employers would not object to state 
regulation of health insurance plans. 

9. Allow states the flexibility to experiment with a variety of health care plans . 

a) Encourage the States and regions to develop insurance plans that involve "freedom 
with responsibility." MSA's attempt to do this. 

b) There are many ideas yet to be devised and written down (e.g., see "Managed 
Cooperation," item F, below). Please do not lode Americans into any particular form of 
system, as this will prevent better ideas from being formulated and implemented. 

D) Summary : 

There are many problems that have already occurred in the private sector under 
managed care. These problems generally involve the loss of consumer freedoms to make 
their own treatment decisions, in private, with their chosen clinician. In mental health, the 
industry has changed the "standards of care" to substandard care. 

In general, we urge Congress to institute some insurance refonn and to allow the 
States to regulate the managed care Industry. We urge Congress to increase choice of 
plan for Medicare beneficiaries and others, and to pass legislation that enables the 
development and implementation of programs that offer alternatives to managed care and 
managed competition, especially those that re*institute a true free market for the actual 
consumers of care. We support plans which retain consumer freedom while containing 
costs by providing incentives for consumers to be cost- and utilization-conscious, thus 
expecting some financial responsibility from ttie consumer, according to the financial 
means of the consumer. 

E) Vignettes from Managed Mental Health Care - see pages 7 & 8. 

F) "Managed Cooperation:'* A Medical/Mcntal Health Care Plan - see pages 9 & 10. 

These pages contain ideas ("Managed Cooperation") designed by the Coalition. Many 
of these ideas could be helpful in designing systems of cost-containment that put the 
consumer of care back in charge of his/her ovtm treatment. 
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Origjpil Vigpeftfea 
Maiuged McbUI Health Care 
(Revised 12/18/93) 

The following vignettes are summaries of managed care (MC) cases. Decisions about who can be is treatment, 

how long treatment can continue, what ^pe of treatment patients can have, and who can provide it, are being by the 

MC companies. While they state they are basing decisions on "medical necessi^." the cosqianies cannot be free of a need 

to themselves be profitable. Unfortunately, the cues below am not atypical. 

1. Ten year*old "Susie" was involved in a tragic and fri^tening acddent She and one parent escaped, but the other parem 
and her sibling died "Susie" became mute, and began drawing pictures of a little girl with a noose around her neck. 

The surviving parent brought "Susie" to their HMO. "Susm” began therapy, but her pictures became increasingly darker 
(a symbolic indication of deepening depression and increasing suicidal ri^). After the ninth session, the parent found 
"Susie* about to make a suicide attempt. This vras reported to the therapist (who had not yet earned a master's degree) 
at the 10th session. This HMO therapist concluded treatment with the 10th lessioii, stating that "Susie” "should be" 
finished. "Susie" was still mute and suicidal. Fprtun^ely. the parent had some money available to pay for therapy 
without insurance coverage. The parent asked a friend for a r^erral outside the HMO and found a psychiatrist who 
offered a reduced fee. "Susie* was seen three times/week for 18 months. It took 12 months before "Susie" began to 
speak again. 

2. * "Mary," a depressed woman with several physical problems related to her emotional disorder, was denied therapy alter 8 

visits, 'even though her policy allowed up to 20 visits. The thenpist (licensed) strongly recommended further treatment, 

‘ but the reviewer (not licensed) refused authorization, saying that he had been instructed not to approve any outpatient 
treatment beyond 8 sessions regardless of the diagnosis or provider recommendation. "Mary" was too depressed to 
appeal. Within a month, she was hospitalized for severe gastric distress and required surgery. The therapist believes 
t^ was caused by inadequately treated depression. 

3. '"Jane," a depressed and suicidal woman, had finally left her physically abusive husband. She called her MC company 
for permission to begin therapy and for a referral. The request was refused. The reason given was that "domestic 
violence is a social problem, not a psychological problem." 

4. "Sean." an adolescent boy, asked to be in therapy. His motlier called the MC company for permission for him to begin 
therapy and for a referral. "Sean" staled he would imt be comfortable seeing a male therapist No list of network 
therapists is published, so the mother could not find an appropriate referral herself. The company agent refiised to offer 
the name of a female therapist, though there were maity in the network in that area. Despite many protests by the 
mother, the agent gave only names of male therapists, stating: "Listen, if you're sick, it doesn't mattgr who you see. 

And if you don't take the names I gave you, I can't help you anymore.” 

5 . "Rosa," a young mother with 3 young children, cuts her wrists. Her HMO approved only 8 sessions. The therapist 
believes her symptom is due to feelings of anger at the responsibilities of motherhood. As the oldest of 9 childmn 
herself, "Rosa" bad been over-burdened with respons&ility as a child, for her own mother was unable to care for the 
children. Without appropriate treatment, "Rosa" will not likely understand the reasons for her distress. She will likely 
continue to cut her wrists, possibly escalating to serious cuts. The potential for child abuse is also present should "Rosa" 
begin directing her anger outward instead of toward herself. 

6. "Henry," a middle-aged man with a childhood history of being severely humiliated, requested treatment due to 
interpersonal problems, including difficulty trusting others. "Henry" refused to return to treatment when the therapist 
was required to submit a detailed report about him and his therapy. The therapist finally convinced him to return and 
they spent much time discussing what the therapist should write. The report was written and more sessions were 
authorized, but "Henry" never letumed for treatmenL When the therapist called him, "Henry" said that the experience 
of having to divulge iaformation to the company was too humiliating for him. 
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7. "Sltvcn" experienced increasms depression, panic allAcks. and phobic inxietythaiprevemed him from working. His 
psychiatrist provided psychotherapy and m^icatinn There was a brief admi^on to a local hospital for a suicide 
atte mp t. After a year of treatment, *SteveiiVinsnrafice was changed to a MCconqiany. The psychiatrist joined the 
networic to be able to continue the treatmenL The treatment resistant depression and severe anxiety show^ some 
improvement, but the MC coorpax^ said 'Steven* was a 'chronic* patient Who wasn't showing enough improvement. 

The psychiatrist had to plead for more sessions. 'Stewi* did show more iiiq>rovemenL Later, a new anti*<lepressant 
help^ lift 'Steven's* " kkk* lU panic However, 'Steven" began manifesting 

increasing irmnie symptomatology, inrinHin^ spending sprees. Restarting Lithium, which bad been helpful in the past, 
now led to an organic brain syndrome. To be hoipilaliaed under his MC plan, 'Steven* would have had to enter the MC 
company's "anchor" hospital, which was not in his community, and would have been required to change psychiatrists. 
"Steven" refused to p^chiatrists and thus refused the hoqntalization, though he would have agre^ to a local 
hospitalization with his own psychiatrist. The organic symptoms decreased, but the manic ^ptoms remained. 

However, the psychiatrist did hot feel 'Steven* qualified for an involuntary hospitalization. 'Steven* endured a full 
month ofmanic symptoms, influding spending sprees. The cost to "Steven" was great in terms of financial, 
interpersonal and emotional effects before the manic symptoms remitted with outpatient treatment 

8. "Barbara" was in individual and group ther^befiue a MC company took over her insurance. She had been sexually 

abused by her grandfather in many horrifying ways between the ages of 5 and 12. She was also abused by a neighbor at 
age 12. Marital sex was accompanied by terrifying flashbacks of the abuse. The therapist was told by a reviewer to 
"buny it along." Unfortunately, the symptoms had worsened because "Barbara" was given a new assignment at work 
which required her to work with fneo abM the same age as her. grandfather. Also, she had recently undergone her first 
gynecological exam, which left her psychologically disorganized for several weeks. The reviewer, a psychiatrist asked 
if "Barbara* was When the ther^iist said she was not the reviewer disallowed further group treatment stating 

she was just "following company policy.” Group treatment in addition to individual treatment is often extremely 
important for sexual abuse survivots. . 

9. "Linda* was in treatment for about 1 1/2 years before a MC company tocdc over. Tinda* was unable to tolerate 
anti-anxiety medication, but did respond to psycfaotl^rapy. Toward the end of the second year, "Linda* witnessed her 
22 year^ld daughter being hit by a car. leaving her a quadriplegic. "linda's" symptoms increased dramatically. She 

, was likely manifesting signs of Post Traumatic Stress Disorder. The therqnst called the reviewer for permission to 
continue treatmenL The therapist was told: "Well, doctor, let me tell you something. We are going to cut you off - be 
prepared > its coming down the pike soont* 

10. "Allison" had been sexually abused by two of her brothers for several yean during childhood. She was raped as an 
adolescent, and battered throughout htffiisl marriage. She was in group and individual therapy. Group therapy was 
later denied by the MC company. When the thcrapisL a recognized expal in treatment of sexual abuse, told the 
reviewer that the literature speaks to the importance of individual and group therapy for optimal treatment, the reviewer 
said: "Listen, we are not interested in providiiig optimal treatmenL We are inienuled only in providing that which is 
absolutely medically necessary.' 

11. "Bill* is usually in control of his anger, but when loses his temper, be threatens his pregnant wife with a loaded gun. 
His therapist was encouraged to complete the work in 8>12 sessions. Although the reviewer agreed this was a 
"long-term” case, he stated that it is not the company's poli^ to provide Jong-leim treatmenL 

12. "J ennif er,* in her late 30's, noticed pain in one breast, though she found no lump on self-examination. Her HMO 
doctor also found no lunq). "Jennifer,* suspecting a problem, aticed for mammogrqjby. The doctor, who also acted as 
'gatekeeper,* stated that the HMO does not pay for manunography for women under 30 unless there is a physical 
findin g upon examination. With this refusal, "Jennifer* had a mammogram outside her HMO at her own expenscv The 
test show^ breast cancer. ShededdedtosuetheHMO. Distressed by the cancer axul the refusal ofthe HMO to provide 
the services she deemed necessary, "Jennifer" requested psychotherapy to deal with the stress. The HMO refused to 
authorize psychotherapy for her. 
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MANAGED COOPERATION 
A Medical/Mental Health Care Plan 

An idea tor the future 
(revised 2/14/95) 


1 . The success of a health care plan wii) depend on the value system upon which it is based. 
Cooperation seeks solutions that enhance and are fair to all parties involved. 

2. Managed Cooperation optimally balances patient choice and freedom with responsiblility, 
instills provider responsibility to the patient, and engenders cost- and utilization-consciousness in 
patients and providers. 

3. Managed Cooperation can be written in both single and multiple payer versions. 

4. Benefit design would encourage patients and providers to be conscious of costs. When little 
or no co-payment is expected at the time of service, patients may not be motivated to question 
a provider's fees or suggested procedures. External controls (gatekeepers, case managers, and 
utilization reviewers) may then be called upon to do this, reducing patient control over their care. 
It is important, therefore, for patients to be financially responsible for their care at the time of 
service to the extent that out-of-pocket expenses are significant enough to the patient that the 
patient questions providers about fees and recommendations, but not to the point where 
out-of-pocket costs are burdensome and present a barrier to treatment for those with limited 
incomes. Sliding scales for premiums, fees and co-payments, deductibles, and catastrophic 
limits are all possibilities under Managed Cooperation. 

5. We suggest a gradual phase-out of employer involvement in health care. When employers 
buy coverage, they may, understandably, seek to control the care given, limiting the freedom of 
citizens to make their own treatment decisions, in privacy, with their chosen clinicians. Since 
the money used by employers to buy insurance really comes out of the employees' income, we 
encourage a return of this money to employees in the form of income so that they may buy and 
own their own policies. This returns control over health care choices and decisions to the 
individual citizen. The possibility of an individual mandate might be considered. 

6. ' Managed Cooperation relies upon regional cooperation. Cost-containment procedures as 
described below would be carried out by Regional Boards made up of consumer advocates, 
professionals, government representatives, and insurers (if a multiple payer plan is used). 

7. Annually or every other year, Regional Boards would recommend fee ranges and insurance 
reimbursement levels for each procedure and send this information to consumers, clinicians, end 
insurers (the government if single payer systems are used or to Insurance companies if a multiple 
payer system is used). Insurers would set dollar amounts for each procedure's reimbursement. 
Providers would set fees, preferably on a sliding scale, starting with a fee minimally above the 
reimbursement, up to a reasonable "full fee." The co-payment would be the difference between 
the reimbursement and the fee for the patient's income level, end could be legally waived if 
necessary. Clinicians would provide current and prospective patients with their fee schedule 
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Upon request. The intention is to provide true discounts for those with limited incomes. The 
Board's recommended fee ranges would protect wealthier patients from being over-charged. 
High-priced clinicians would have to be able to justify their fees to patients. Caps on fees and 
the mandatory use of sliding scale fees could be instituted if' a voluntary sliding scale did not 
adequately control fees. Sliding scales might be able to be used for hospital expenses if the 
percentage share for costs was graduated according to income (e.g., citizens earning $30,000 
might only pay 5% of hospital bills up to a catastrophic limit appropriate for their Income, while 
those earning $300,000 might pay 60% of all bills up to an affordable catastrophic limit. 

Under this system : a) the insurer's liability is limited by the fixed reimbursement, b) 
patients and providers, due to a co-payment scaled to the patient's income, become cost- and 
utilization-conscious, c) patients could "comparison shop" and have freedom of choice, and d) 
practitioners would be guaranteed at least a minimum payment for each procedure (the fixed 
reimbursement), yet would retain some independence to compete in a truly free market based 
upon training, talent, reputation in the community, and fees. 

8. Regional Boards could regulate purchases of expensive machinery; perform outcome studies; 
focus on fraud and Incompetence, rather than micromanagement; and settle disputes between 
patients, providers, and insurers. 

9. Government support for building hospital-based and free-standing primary care centers would 
reduce emergency room visits and encourage primary care use. 

to. Outpatient psychotherapy would cover individual, group, and marital/couple/family 
treatment, as allowing children, adults, or families to remain in distress is harmful and costly to 
our country. Coverage for 40-50 sessions/year is recommended, as: a) 85% of patients use 
less than 26 sessions, even with liberal benefits and no UR (utilization review), b) liberal 
outpatient benefits reduce inpatient costs and, thus, overall mental health costs, and c) 
preventing the 15% of patients who need long-term psychotherapy from receiving it may 
increase society's costs and harm patients and their families. UR can be used to provide 
additional sessions beyond the annual limit for those who demonstrate strong psychological 
and/or medical need AND financial need. UR would not intrude on session content or personal 
information. Inpatient treatment would require UR, but at reasonable intervals. Medication 
management would be given the same status as any medical visit. Partial hospitalization, 
half-way houses, and group homes would be supported to reduce inpatient costs and the costs 
to society of inadequately treated mental health needs. There would be no limit to inpatient 
care for the seriously mentally ill (schizophrenia, bipolar disorder, major depression, severe 
borderline personality disorder, etc.), but appropriate UR would be utilized. Patient education 
would be developed to explain mental health problems, different forms of treatment and 
psychotherapy, and the educational requirements of different types of clinicians. 

1 1 . UR, or at least denials of benefits, would be done by licensed, practicing professionals who 
are independent of the insurer, and who have training comparable to that of the treating 
clinician. UR would focus only on those procedures known to be over-utilized. 

1 2. Incentives in the form of partial premium rebates could be used to encourage patients to 
refrain from submitting smaller claims. 

13. Claims procedures would be simplified and standardized, and claims could be submitted 
either by patients or providers. 
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May 22, 1995 


Mr. Phillip Moseley 

Majority Chief of Staff 

House Ways and Means Committee 

1102 Longworth House Office Building 

Washington, DC 20515 


Mr. Moseley, 


I am strongly in favor of passing a bill to institute 
MEDICAL SAVINGS ACCOUNTS. It is the only way to take 
responsibility for myself and provide for my medical future. 
It's voluntary, tax free and it gives me the right to choose 
what kind of health care I want and when. 

Remember HEALTH CARE IS NOT A RIGHT! ! ! 


Sincerely, 

Kathleen Conn 
1548 Middle Rd. 

E. Greenwich, RI 02818 
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TESTIMONY OF CONSORTIUM FOR CITIZENS WITH DISABILITIES 

The Coneortiuin for Qdzens with Disabilities (CCD) is a working coalition of over a 
100 lutional consumer, service provider, and professional organizations, which 
advocate on behalf of persons witti disabilities aiul their fancies. Since 1973, CCD 
has advocated for federal legislation, regulations, aiui funding to benefit people with 
disabilities. Fifty of the fiiese organizations comprise the CCD Health Task Force, 
which works to enact comprehensive health care legislation that will meet the iveeds 
of persons with disabilities and chronic illnesses, and their families. This testimony is 
presented on behalf of the Task Force. 

People with disabilities include individuals with physical and mental impairments, 
conations or disorders, and people with acute or chronic illnesses, which impair 
their ability to function. Lack of adequate aiui affordable health care coverage is a 
critical issue for many persons with disabilities aird chroiric illrtesses, who have 
experienced first haiul the myriad problems with the current system of private 
insurance. In particular, they are subjected to the many discriminatory practices of 
the health insurance industry, which either refuses to insure them outri^t, or will 
only issue a policy with a pre-existing condition exclusion. 

The Importance of Medicare for People with Disabilities & Chronic Illnesses 

Millions of people of all ages with disabilities and chronic illnesses depeiul on 
Medicare for health care coverage. The Consortium for Citizens with Disabilities 
(CCD) Health Task Force has nuijor concerns that the deep spending cuts to the 
Medicate program being considered by Congress will have a significant negative 
impact on beneficiaries, particularly people with disabilities. We are also concenwd 
that encouraging Medicare beneficiaries to join managed care programs will limit 
their choice of providers, and will not achieve the proposed savings since many of 
these matuged care entities will seek primarily to enroll lower risk beneficiaries. 
Additionally, we believe that the use of vouctwrs by Medicare recipients would lead 
to adverse selection aiui would undermine the social msurance basis of the Medicare 
program. 

Who is Covered? 

In 1994, approximately 4.2 million adults under age 65 urith disabilities were enrolled in 
Medicare. 

People with disabilities under age 65 who meet the eligibility criteria for the Social 
Security Disability Income (SSDI) Program can qualify for Medicare health care 
coverage after a two year waiting period. SSDI is a social insurance program paid for 
by Social Security taxes of workers and their employers. Eligibility for disability 
benefits is based on the number of years worked, and the amount of the benefit is 
based on a person's earnings. 

Examples of individuals who are eligible for Medicare through the SSDI program 
include: 

A 30 year old man who sustained a spinal cord injury in a car accident; 

a 45 year old woman with multiple sclerosis; and 

a 52 year old man with Alzheimers Disease. 

People with severe disabilities who have limited work histories, but who were 
disabled prior to age 22, may also be eligible for SSDI on the basis of their parents' 
work history. For example, a 35 year old man with severe mental retardation who 
has irever held a job and who is dependent on his parents, can receive SSDI benefits 
both while his parents are alive and after they are deceased. 
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People who are eligible for SSDI may return to work. If they are covered under a 
large group health plan (i.e., for 100 employees or more). Medicare is the secondary 
payer for health care expenses. A large group health plan cannot treat any individual 
it covers differently simply because they have a disability at\d have Medicare 
coverage. If the person with a disability is not covered by his or her employer's plan. 
Medicare is the primary payer and the employer may not provide or subsidize 
supplemental coverage, except for items and services not covered by Medicare. 

What is Covered? 

Medicare is the largest single purchaser of hospital care, physician services, aiul 
rehabilitation services. While people with disabilities require access to the full range 
of health services, rehabilitation services are of particular importance. The range of 
inpatient and outpatient rehabilitation services covered by Medicare includes physical 
therapy, occupational therapy, speech therapy, recreational therapy, durable medical 
equipment, and orthotics and prosthetics. 

These services may be provided in a number of locations, including: 
rehabilitation hospitals or units in general hospitals; 
skilled nursing facilities; 

comprehei^ve outpatient rehabilitation facilities; 
rehabilitation agencies; 
private offices; and 

patient's homes through the services of a home care agency. 

Medicare is the single largest payer of medical rehabilitation services in the United 
States, accounting for an average of 40% of revenues in rehabilitation hospitals and 
more than 50% in rehabilitation units in hospitals. 

Issues and Concerns 

Potential Reductions in Medicare Services 

The House and Senate Budget Resolutions propose between $256 and $282 billion in 
Medicare cuts over the next 7 years. Currently, Medicare does not cover important 
services such as outpatient prescription drugs and most preventive and screening 
services. As a result, many Medicare beneficiaries — even those with Medigap 
policies — have high out-of-pocket expenses. For those without Medigap policies, 
including many individuals on SSDI, out-of-pocket expenses are even higher. Further 
budget cuts in Medicare will result in benefit cuts and increases in out-of-pocket 
payments. 

Lom Reimbursement Rates and Cost-Shifting to Private Payers 

According to the Physician Payment Review Commission, Medicare pays physicians 
approximately 70% of their charges. Health care providers and hospitals have 
traditionally shifted the shortfall in Medicare payments onto private health insurance 
payers. D^p cuts in Medicare fimding will furfiier exacerbate this problem. The 
Medicare program has already been cut significantly - nearly $200 billion since 1980, 
and most recently, by $56 billion in 1993. Singling out Medicare for additional 
spending reductions will likely result in continued cost-shifting to busiiresses and 
privately insured individuals as hospitals and physicians try to recoup lost revenues. 
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Difficulty in Finding Physicians who will Accept Medicare Patients 

As managed care plans have increased their share of the health insurance 
marketplace, they have been able to negotiate lower rates from health care providers 
who are less able to shift costs to private payers. Further reductions in Medicare 
reimbursement rates would put additiorul finartcial pressure on providers. As a 
result, fewer doctors arul other health care practitioners may be willing to provide 
care to Medicare bertefidaries. 

The magnitude of these recent cuts has already had a rtegative affect on many 
Medicare benefidaries, who are having difficulties fmding physicians wiliing to treat 
them. People with disabilities and chronic illtwsses develop long-term relatioruhips 
with particular providers to help maintain their optimal health status. Medicare 
funding cuts which force providers to discontinue providing services to these 
vulnerable individuals may have serious effects on the quality of their health care 
and their health status. 

Recommendations 

Given the pending insolvency of the Medicare Part A Trust Fund, and the escalating 
costs of the Part 6 program, the CCD Health Task Force recognizes that the 
fiitandng problems in the Medicare program must be resolved. However, any action 
taken by Congress to address these problems must not jeopardize the Medicare 
program's guarantee of affordable health iitsurance protection for people over 65 and 
adults with disabilities. In particular, we are concerned that spending cuts itot 
reduce necessary health services or lead to increased deductibles and copayments for 
Medicare beneficiaries. 

We believe it is inadvisable to cut Medicare further or to restructure the program 
without simultaiwously addressing the larger systemic problems in the U.S. health 
care system. Medicare's problems are symptomatic of the general failure of the U.S. 
to guarantee affordable health insurance protection for all individuals. Attempting to 
fix Medicare's problems alone could lead to unintended negative consequences, not 
otUy for Medicare beneficiaries, but for the health system generally. 


MEDICAL SAVINGS ACCOUNTS 

Many Members of Congress believe that Medical Savings Accounts (MSAs) have the 
potential to reduce health care costs and increase the number of Americans with insurance. 
There have been suggestions that MSAs be implemented not only in the private sector but in 
the Medicare program as well. 

The Consortium for Citizens with Disabilities Health Task Force has major concerns with the 
emphasis presently being placed on Medical Savings Accounts as a solution to our health 
system's problems of access and affordability. The use of MSAs is not only untested, but 
also has the very strong potential for making comprehensive health insuraiKe less affordable 
for persons with disabilities and serious chronic illnesses. Bemuse of our miny concerns, which 
are discussed below, and in the absence of other reforms, the CCD Health Task Force does not support 
the establishment (f MSAs as either an incremental reform or as a solution to the health care problems 
facing millions qf uninsured and underinsured indioiduals in the U.S. 

Supporters of MSAs state that: 

• MSAs will allow the marketplace, not the government to address the cost and access 
issue. By giving responsibility for paying for health care to coirsumers, it is assumed 
that MSAs will reduce uimecessary h^th care expenditures because individuals who 
are spending their own money will be more prudent purchasers. It is also assumed 
that the lower cost of catastrophic health insurance will lead more employers to offer 
health insurance. 


MSAs will lead to lower administrative costs because insurance companies will only 
be involved with claims higher than the deductible amount. 
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However, MSAs are untested, and it is not clear that they will either lower costs or improve 
access to services. 

What are MSAs and How do they Woxic? 

Medical Savings Accounts are tax-exempt savings accounts modeled on Individual 
Retirement Accounts that employed individuals can use to pay for health-related 
expenditures. State MSA laws generally create incentives for people to set up these accounts 
by exempting from state taxes the money contributed to these accounts. MSAs work like 
this: 

• Employers can purchase a standard health insurance plan with a low deductible ($250 
- $^ annually per person) or a catastrophic health insurance plan with a high 
deductible ($30CiO-$5000 annually per person). Because most people will not have 
health care costs higher than several thousand dollars, the premiums for high 
deductible catastrophic health insurance plans are much lower than for plans with 
low deductibles. 

• An employer sets up a MSA for employees who want to participate in this type of 
plan and deposits, in pre-tax dollars, an amount equal to the difference between the 
cost of a standard low deductible plan and a catastrophic high deductible plan. The 
self-employed can also set up a \^A. 

• Employees can use the money in their individual account for health care expenses. 
Wh^ the high deductible is met, the insurance company then pays the bills. If 
money is left in the account at the end of the year, it can be withdrawn and used for 
other purposes or carried over with accrued interest into the iwxt year. 

The CCD has several major concerns about MSAs: 

• The catastrophic health plans that are purchased in conjurvrtion with MSAs can 
impose pre-existing conation limitations and can refuse to cover persons with certain 
health conditions or di s abilities. 

• Catastrophic health plans with high deductibles often do not provide the 
compreher\sive coverage needed by persons with serious illnesses or conditions. 

Some of these plans have lifetime or per condition limits of only $100,000. 

• The American Academy of Actuaries has estimated that persons with high health 
expenses will experience major increases in out-of-pocket costs with MSAs. MSAs 
may also increase out-of-pocket costs if the amount employers contribute to the MSA 
is not sufficient to cover the aimual catastrophic deductible. Additionally, the 
combined cost to the employer of an MSA contribution and the catastrophic heath 
plan premium may not be less than the cost of a standard health plart 

• If large numbers of individuals choose MSAs plus catastrophic health plans, the 
health insurance market will be further segmented, reducing the size of the 
population pool needed to spread risk adequately. 

• MSAs will likely lead to adverse selection because they will be utilized primarily by 
younger, healthier people who do not anticipate a need for health care. Persons who 
anticipate health care expenditures, those who need comprehensive coverage, and 
those who are older and at higher risk for needing healtii care are likely to remain in 
stzmdard low deductible healtii insurance plans, ^dividuals with MSAs could also 
change to a low-deductible plan when they become sick or anticipate medical bills 
(e.g., childbirth expenses), tiius exacerbating the problem of adverse selection. 

• Adverse selection will lead to higfier premiums for persons in standard, low 
deductible health insurance plans. It has been estimated tiiat if MSAs are widely 
adopted, the cost of a standard, low deductible healtii insurance policy would rise by 
as much as 26%. Increases of this magnitude will make comprehensive, low 
deductible insurance unaffordable both for employers and in^viduals who want to 
purdiase these policies. 
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• There is no evidence that MSAs will make consumers more cost conscious when they 
are seriously ilL Physicians — not consumers — determirtt what treatment is needed. 

If surgery is recommended, consumers don't look for the cheapest surgeon, they look 
for the b^t surgeon. 

• Some individuals may forgo preventive and early intervention services if they are 
allowed to use money left in their \&As at the erul of the yeas for personal expenses 
other than health care. This concern also raises the question of whether it is 
appropriate to allow pre-tax dollars to be used for non-health expenses. 

• It is likely that catastrophic health plans will restrict ftie type of health care 
expenditures that will count towards the deductible. For example, if an individual 
spends $3000 on mental health services, there is no guarantee that all of these 
expenses will be counted towards the deductible, particularly if the insurance has 
Iknited coverage for these services. 

• A majority of Americans are enrolled in some form of managed health care plan. It is 
unclear whether MSAs can be coordinated with these plans. Those opposed to 
managed care view MSAs as a means to maintain the market for indemnity insurance 
and f^for-servke health care delivery. 

• Experience with MSAs is very limited. It is not clear whether they will result in 
savings. Some aiuJysts predict that any potential system cost savings will be 
eliminated by the additional costs required to admii^ter MSAs. 

Most importantly, tlw CCD Health Task Force believes that allowing employers and the self- 
employed the option of establishing tax deductible MSAs in corgunction with high deductible 
catastrophic insurance coverage is not the solution to our nation's health system problems 
because: 

• MSAs do not address the need for insurance by millions of working Americans whose 
employers will not contribute to the cost of he^th insurance; and 

• MSAs do not address the need for ir\surance by millions of low-income iitdividuals 
who are seLf-empLoyed or unemployed and who cannot afford to buy health 
insurance. 


Should you require additional injormation r^rding this document or the CCD Health Task Force 
position, please contact one of the three CCD Co-Chairs listed below. 


Janet O'Keeffe 
American Psychological 
Association 
202-336-5934 


Peter Thomas 
Amputee Coalition 
of America 
202-466-6550 


Kathy McCinley 
The Arc (Association for 
Retarded Citizens) 
202-785-3388 
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To: Mr. Phillip Moseley May 22"^', 1995 

Majority Chief of Staff 
House Committee Ways and Means 
1102 Longworth House Office Bldg (LHOB) 

Washington, DC 20515 

From: Thomas Fahrner 

1174 Fremont St 
Santa Clara, CA 95050-4816 

Re: Medical Savings Account 


Mr. Moseley, 

I strongly support the idea of voluntary tax free medical 

savings accounts. 1 urge you to support the passage of such medical 

savings account legislation. I think it is a step in the right 

direction. It moves us closer to a system in which each person is 

responsible for their own medical care. 


Sincerely, 


Thomas Fahrner 
h (408) 246-4976 

w (408) 946-2304 



Mark A. Hurt, MD 
36 Four Seasor}s Ctr, Ste 334 
Chesterfield, MO 63017-3103 


Tel (314) 434.4178 
FAX (314) 434.3830 

Bhctmnic Mai Addf9ss9s: 
MarkHurtQad. com 


May 23, 1995 

Mr. Phillip Moseley 

Majority Chief of Staff 

House Committee Ways and Means 

1102 Longworth House Office Building, (LHOB) 

Washington, DC 20515 

RE: Medical Savings Accounts 

Dear Mr. Moseley: 

It is my understanding that the debate on the question of medical savings accounts (MSA's) 
is going to happen soon. I would like my statement of support for MSA's read into the 
Congressional Record for consideration by the Congress. I will call you at (202) 225.3625 
on May 25 to follow up. 


Health care co.sts are a major concern of Americans today. No one, whether he is for, 
against, or undecided on the moral-political issue of Individual rights or one's "right" to 
health care, considers health care costs a debatable issue; everyone acknowledges that 
costs are going up almost exponentially. Furttiermore, the driving force behind health care 
costs is acknowledged almost universally: costs are related directly to the supply and 
demand of goods and services. The reason that health care costs are so high today is 
because there is a constant high demand for all types of health care that must be filled by 
relatively few, highly skilled, highly regulated (by government) providers, and paid for 
directly or indirectly by the government. The net result: costs that are ever increasing. 

In recent years, there have been attempts to curtail the rising costs of health care, 
principally through managed care vehicles in the private sector, supported by the Implicit 
and explicit threats of even more government regulation. With the Republican Contract with 
America and its aftermath, there has been a movement by the Congress to apply similar 
managed care methods to Medicare and Medicaid. This alone is not a rational solution to 
the problem. One cannot advocate, in good conscience, the use of government force to 
make people pay into a system all their lives and then suddenly invoke managed care 
tactics to make it difficult, if not impossible for them to obtain medical care, presumably that 
they have already paid for. Thus, medical savings accounts should be available to all 
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Americans In order to bridge the transition from Medicare/Medicaid systems to a system 
financed by individuals without using the government as a third party payer. The MSA is a 
mechanism to phase out government interference into the medical markets. 

The MSA is a financial vehicle that is ethically sound, in contrast to Medicare, Medicaid and 
the government's regulatory control of the private insurance industry. The MSA restores the 
political and economic power of an individual to retain property he has already earned: his 
money. An MSA, like an IRA, allows a person to accumulate, tax free, a certain annual 
amount of money for the purpose of paying for his health care as well as saving for his 
future. It offers him the incentive of using accrued money to pay for his medical bills out of 
pocket or, in the case of a medical crisis, it sets the economic stage favorable for the 
development of a market for individual, high deductible, catastrophic medical insurance. 

For those older Individuals who have already paid into the Medicare/Medicaid system for 
many years, they could receive whatever benefits of the system as it exists but, in addition, 
could also begin sequestering their future earnings into an MSA for any future medical 
needs. 

An MSA gives younger individuals an opportunity to take charge of their own health care 
before their money is removed and tunneled Into a third party payer system such as 
Medicare. Over the course of such an individual's life, he would be able to accumulate far 
more than any Medicare/Medicaid system could ever offer him - without the bureaucracy. 
More fundamentally, he could save his money under a system of political freedom and 
voluntary action, rather than the current system of involuntary monetary expropriation via 
taxation by the government. 

Mr Moseley, I implore you and the Congress to consider seriously the moral and medical 
implications of MSA's for the future all Americans. It is morally right that a person in this 
country be able to retain that which he has earned. Happily, what is moral is also practical. 
When people spend their own money in seeking goods or services, they have a powerful 
personal incentive to search for the best services available at the lowest price, \which 
ultimately will decrease the overall cost of providing health care to patients. 

Health care that is "purchased" at the price of individual rights and political freedom is 
slavery. In reforming our health care system, we must reclaim America's philosophical 
foundation, which is individual liberty and its corresponding political-economic system: 



Mark A. Hurt, MD 
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P, Michael Hutchins 
91 1 North Road 
Carlisle, MA 01741 


22MAY95 


Mr. Phillip Moseley 

Majority Chief of Staff 

House Committee Ways and Means 

1 102 Longworth House Office Building, (LHOB) 

Washington, DC 20515 

Mr. Moseley: 

The institution of medical savings accounts would be an important step towards giving 
back some control over their future to the people who are the heart and engine of this 
country (those who produce the wealth that they need to live). 

No medical system can work, long term, that is built upon a foundational structure that 
puts primary emphasis on entities other than the beneficiary paying for medical care. 
Before our wonderful, unequalled medical system is destroyed, please work to establish 
at least this tiny island of sanity. 

Sincerely, 




P. Michael Hutchins 
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May 22, 1995 


Mr. Phillip Moseley 

Majority Chief of Staff 

House Ways and Means Committee 

1102 Longworth House Office Building 

Washington, DC 20515 


Mr. Moseley, 


I am strongly in favor of passing a bill to institute 
MEDICAL SAVINGS ACCOUNTS. It is the only way to take 
responsibility for myself and provide for my medical future. 
It's voluntary, tax free and it gives me the right to choose 
what kind of health care I want and when. 

Remember HEALTH CARE IS NOT A RIGHT!!! 


Sincerely, 



John Lewis 
1548 Middle Rd. 

/e. Greenwich, RI 02818 



161 


May 21, 1995 


Larry Salzman 
7500 Parkway Dr. #304 
La Mesa, C A 91942 

Mr Phillip Mosley 
Majority Chief of Staff 
House Ways & Means Commitee 
1102LHOB 

Washington, DC 20515 
Dear Mr. Mosley, 

As an American I have a strong interest in the future of freedom for our nation As such, 
the recent debate concerning the adoption of socialized medicine is of grave concern to me 
Fortunately, reason has temporarily prevailed on this issue The real problems with our medical 
system which gave rise to President Clinton's ill-conceived solution, however, still exist. Costs 
have skyrocketed, many Americans do not have access to medical care and worse, doctors have 
come increasingly under control of onerous regulation - replacing the sanctity of their scientific 
Judgment with the edicts of beauracrats and hospital administrators. 

The above looms ominous in my desire for reliable, affordable, innovative medical care for 
me, my family and others I care for I believe that freedom breeds prosperity and that prosperity 
is the prerequisite of innovation, affordability and reliability - in medicine as in all other human 
endeavors The solution to our medical woes, therefore, must begin with the extension of 
freedom to this vital human need Tax-Free Savings Accounts for individuals wishing to provide 
for their own medical expenses is a healthy first step toward extending freedom for medical 
consumers and providers Please seriously consider the adoption of this modest first step into a 
free medical marketplace as you deliberate over how to solve the real problems with the medical 
system in the United States. 
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104th congress WW 1 O 1 O 

ISTSESSION H, K. iolo 

To amend the Internal Revenue Code of 1986 to allow a deduction for 
contributions to a medical savings account by any individual who is 
covered under a catastrophic coverage health plan. 


IN THE HOUSE OF REPRESENTATIVES 

June 13, 1995 

Mr. Archer (for himself, Mr. Jacobs, Mr. Thomas, Mr. DeLay, Mr. 
Crane, Mr. Shaw, Mr. Buxning of Kentucky, Mr. Houghton, Mr. 
Herger, -Mr. McCrery, Mr. Hancock, Mr. Camp, Mr. Ramstad, Mr. 
Zimmer, Mr. Nussle, Mr. Saji Johnson of Texas, Ms. Dunn of Wash- 
ington, Mr. Collins of Georgia, Mr. Portman, Mr. E.vglish of Penn- 
sylvania, Mr. Ensign, Mr. Christensen, Mr. Solo.mon, Mr. Young of 
Alaska, Mr. Myers of Indiana, Mr. Dor.na.n, Mr. SMITH of Texas, Mr. 
Rohrabacher, Mr. Frost, Mr. Hall of Texas, Mr. Burton of Indi- 
ana, Mr. Lipinski, Mr. TORRICELLI, Mrs. VucANOVTCH, Mr. Saxton, 
Mr, Callahan, Mr. Gallegly, Mr. Pickett, Mr. Upton, Mr. 
PosHVRD, Mr. Stearns, Mr. Bartlett of Maryland, Mr. Brewster, 
Mr. Crapo, Mr. Hilleary, Mr. I.NGLIS of South Carolina, Mr. 
K.VOLLENBERG, Mr. Ma-Vzullo, Mr. Royce, Mr. Talent, Mr! 
Chajibliss, Mr. Chrysler, Mr. Ganske, Mr. Jones, Mr. Largent, 
Mr. Thornberry, Mr. Watts of Oklahoma, Mr. Weller, Mr. White, 
Mr. Wicker, Mr. Hoke, and Mrs. Joh.nson of Connecticut) introduced 
the following bill; which was referred to the Committee on Ways and 
Means 


A BILL 

To amend the Internal Revenue Code of 1986 to allow a 
deduction for contributions to a medical savings account 
by any individual who is covered under a catastrophic 
coverage health plan. 


(IV) 
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2 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the “Family Medical Sav- 

5 ings and Investment Act of 1995”. 

6 SEC. 2. MEDICAL SAVINGS ACCOUNTS. 

7 (a) In General. — ^P art VII of subchapter B of chap- 

8 ter 1 of the Internal Revenue Code of 1986 (relating to 

9 additional itemized deductions for individuals) is amended 

10 by redesignating section 220 as section 221 and by insert- 

1 1 ing after section 219 the following new section: 

1 2 “SEC. 220. MEDICAL SAVINGS ACCOUNTS. 

13 “(a) Deduction Allowed. — I n the case of an indi- 

14 %’idual who is an eligible individual for any month during 

15 the taxable year, there shall be allowed as a deduction for 

16 the taxable year an amount equal to the aggregate amount 

17 paid in cash during such taxable year by such individual 

18 to a medical sa^^ngs account of such individual. 

19 “(b) Li.mitations. — 

20 “(1) In GENERiVL. — E xcept as othen\ise pro- 

21 vided in this subsection, the amount allowable as a 

22 deduction under subsection (a) to an indi\idual for 

23 the taxable year shall not exceed the lesser of — 

“(A) $2,500, or 
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3 

“(B) the deductible under the catastrophic 
health plan covering such individual. 

If the catastrophic health plan covering such individ- 
ual provides coverage for any other eligible individ- 
ual who is the spouse or any dependent (as defined 
in section 152) of the taxpayer, subparagraph (A) 
shall be applied by substituting ‘$5,000’ for 
‘$2,500’. 

“(2) Proratiox of limitation. — 

“(A) In general. — The limitation under 
paragraph (1) shall be the sum of the monthly 
limitations for months during the taxable year 
that the individual is an eligible indhidual if — 
“(i) such indindual is not an eligible 
indhndual for all months of the taxable 
year, 

“(ii) the deductible under the cata- 
strophic health plan covering such individ- 
ual is not the same throughout such tax- 
able year, or 

“(iii) such limitation is determined 
using the la.st sentence of paragraph (1) 
for some but not all months during such 
taxable year. 
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1 “(B) Monthly limitation. — The month- 

2 ly limitation for any month shall be an amount 

3 equal to V 12 of the limitation which would (but 

4 for this paragraph and paragraph (3)) be deter- 

5 mined under paragraph (1) if the facts and cir- 

6 cumstances as of the first day of such month 

7 that such individual is covered under a cata- 

8 strophic health plan were true for the entire 

9 taxable year. 

10 “(3) Coordination with exclusion for em- 

1 1 PLOVER CONTRIBUTIONS, INCLUDING TRANSFERS 

12 FROM FLEXIBLE SPENDING ARRANGEMENTS. — No 

13 deduction shall be allowed under this section for any 

14 amount paid for any taxable year to a medical sav- 

15 ings account of an individual if — 

16 “(A) any amount is paid to any medical 

17 savings account of such individual which is ex- 

18 cludable from gross income under section 

19 106(b) for such year, or 

20 “(B) in a case described in paragraph 

21 (4)(B), any amount is paid to any medical sav- 

22 ings account of either spouse which is so ex- 

23 cludable for such year. 

24 “(4) Special rule for married individ- 
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1 “(A) In general. — This subsection shall 

2 be applied separately for each married individ- 

3 ual and without regard to any community prop- 

4 erty laws. 

5 “(B) Special rule. — If indiriduals who 

6 are married to each other are covered under the 

7 same catastrophic health plan, then the 

8 amounts applicable under subparagraphs (A) 

9 and (B) of paragraph (1) shall be divided equal- 

10 ly beriveen them unless they agree on a dif- 

1 1 ferent division. 

12 “(5) Denial of deduction to depend- 

13 ENTS. — No deduction shall be allowed under this 

14 section to any individual with respect to whom a de- 

15 duction under section 151 is allowable to another 

16 taxpayer for a taxable year beginning in the cal- 

17 endar year in which such individual’s taxable year 

18 begins. 

19 “(c) Definitions. — For purposes of this section — 

20 “(1) Eligible lvdimdu^vl. — The term ‘eligible 

21 individual’ means, with respect to any month, any 

22 individual — 

23 “(A) who is cov'ered under a catastrophic 
health plan at any time during such month, and 
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“(B) who is not, while covered under a cat- 
astrophic health plan, covered under any health 
plan — 

“(i) which is not a catastrophic health 
plan, and 

“(ii) which provides coverage (other 
than permitted coverage) for any sendees 
which are covered under the catastrophic 
health plan. 

“(2) Catastrophic health plan. — The term 
‘catastrophic health plan’ means any health plan 
which provides no compensation for an individual’s 
expenses covered by the plan (other than for per- 
mitted coverage) for any calendar year to the extent 
such expenses for such calendar year do not exceed 
$1,800 ($3,600 if the catastrophic health plan cover- 
ing the taxpayer provides coverage for more than 1 
individual) or such higher amounts as may be speci- 
fied by the plan. 

“(3) Permitted co\"erage. — The term ‘per- 
mitted coverage’ means — 

“(A) coverage only for accidents, dental 
care, vision care, disability income, or long-term 
care insurance, 
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1 “(B) Medicare supplemental health insur- 

2 ance, 

3 “(C) coverage issued as a supplement to li- 

4 abilit\' insurance, 

5 “(D) liability insurance, including general 

6 liability insurance and automobile liability in- 

7 suranee, 

8 “(E) worker’s compensation or similar in- 

9 suranee, 

10 “(F) automobile medical-payment insur- 

1 1 ance, 

12 “(G) coverage for a specified disease or ill- 

1 3 ness, and 

14 “(H) a hospital or fixed indemnity policy. 

15 “(d) Medical Samngs Account. — For purposes of 

16 this section — 

17 “(1) Medical savings account. — The term 

18 ‘medical sa\ings account’ means a trust created or 

19 organized in the United States exclusively for the 

20 purpose of paying the qualified medical expenses of 

21 the account holder, but only if the written governing 

22 instrument creating the trust meets the following re- 
quirements; 
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“(A) Except in the case of a rollover con- 
tribution described in subsection (f)(3), no con- 
tribution will be accepted unless it is in cash. 

“(B) The trustee is a bank (as defined in 
section 408(n)), an insurance (as defined in 
section 816), or another person who dem- 
onstrates to the satisfaction of the Secretary 
that the manner in which such person wiU ad- 
minister the trust will be consistent with the re- 
quirements of this section. 

“(C) No part of the trust assets will be in- 
vested in life insurance contracts. 

“(D) The assets of the trust will not be 
eommin^ed with other property except in a 
common trust fund or common investment 
fund. 

“(E) The interest of an individual in the 
balance in his account is nonforfeitable. 

“(2) Qualified medical expenses. — 

“(A) I.v general. — The term ‘qualified 
medical expenses’ means, with respect to an ac- 
count holder, amounts paid by such holder — 

“(i) for medical care (as defined in 
section 213(d)) for such indi\idual, the 
spouse of such indi\idual, and any depend- 
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ent (as defined in section 152) of such in- 
dividual, but only to the extent such 
amounts are not compensated for by insur- 
ance or otherwuse, or 

“(ii) for long-term care insurance for 
such individual, spouse, or dependent. 

“(B) Health plax cox^rage aiay not 

BE PURCHASED PROM ACCOUNT. — 

“(i) Ix GEXERAL. — Such term shall 
not include any amount paid for coverage 
under a health plan unless such plan is a 
catastrophic health plan. 

“(ii) Exceptiox.-— Clause (i) shall 
not apply to any amount paid for long- 
term care insurance. 

“(3) Account holder. — The term ‘account 
holder’ means the individual on whose behalf the 
medical sa\nngs account was established. 

“(4) Certain rules to apply. — Rules similar 
to the following rules shall apply for purposes of this 
section: 

“(A) Section 219(d)(2) (relating to no de- 
duction for rollovers). 

“(B) Section 219(f)(3) (relating to time 
when contributions deemed made). 
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1 “(C) Except as provided in section 106(b), 

2 section 219(f)(5) (relating to employer pay- 

3 ments). 

4 “(D) Section 408(h) (relating to custodial 

5 accounts). 

6 “(e) Tax Treatment of Accounts. — 

7 “(1) Account taxed as grantor trust. — 

8 “(A) In general. — E. xcept as provided in 

9 subparagraph (B), the account holder of a med- 

10 ical savings account shall be treated for pur- 

1 1 poses of this title as the owner of such account 

12 and shall be subject to tax thereon in accord- 

13 anee with subpart E of part I of subchapter J 

14 of this chapter (relating to grantors and others 

15 treated as substantial owners). 

16 “(B) Treatment op capital losses. — 

17 With respect to assets held in a medical savings 

18 account, any capital loss for a taxable year 

19 from the sale or exchange of such an asset shall 

20 be allowed only to the extent of capital gains 

21 from such assets for such taxable year. Any 

22 capital loss which is disallowed under the pre- 

23 ceding sentence shall be treated as a capital 

24 loss from the sale or exchange of such an asset 

25 in the next taxable year. For purposes of this 
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1 subparagrapli, all medical sa^^ngs accounts of 

2 the account holder shall be treated as 1 ac- 

3 count. 

4 “(2) Accovxt assets treated as distrib- 

5 LTED I.\ THE CASE OF PROHIBITED TItV.XSACTlONS 

6 OR ACCOUNT PLEDGED AS SECURITY FOR LOAN. — 

7 Rules similar to the rules of paragi-aphs (2) and (4) 

8 of section 408(e) shall apply to medical sa\ings ac- 

9 counts, and any amount ti’eated as distributed under 

10 such nales shall be treated as not used to pay quali- 

1 1 fled medical expenses. 

12 “(f) Tan Treatment of Distributions. — 

13 “(1) Inclusion of a.mounts not used for 

14 QUALIFIED .medical EXPENSES. — 

15 “(A) In general. — ^Any amount paid or 

16 distributed out of a medical sa\'ings account 

17 which is not used exclusively to pay the quali- 

18 fled medical expenses of the account holder 

19 shall be included in the gross income of such 

20 holder to the extent such amount does not ex- 

21 ceed the excess of — 

22 “(i) the aggregate contributions to 

23 such account which weie allowed as a de- 

24 duction under this section or which were 

25 excluded under section 106(b), over 
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“(ii) the aggregate prior payments or 
distributions from such account which were 
includible in gross income under this para- 
graph. 

“(B) Speclvl rules. — For purposes of 
subparagraph (A) — 

“(i) all medical savings accounts of 
the account holder shall be treated as 1 ac- 
count, 

“(ii) all pa^Tnents and distributions 
during any taxable year shall be treated as 
1 distribution, and 

“(iii) any distribution of property 
shall be taken into account at its fair mar- 
ket value on the date of the distribution. 
“(2) Penalty for distribitioxs not used 

FOR QUALIFIED MEDICAL EXPENSES. — 

“(A) In gener.\l. — The tax imposed by 
this chapter for any taxable year in which there 
is a payment or distribution from a medical 
sa\nngs account which is not used exclusively to 
pay the qualified medical expenses of the ac- 
count holder shall be increased by 10 percent of 
the amount of such payment or distribution 
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1 which is includible in gross income under para- 

2 graph (1). 

3 “(B) Disability or death cases. — Sub- 

4 paragraph (A) shall not apply if the pavTuent or 

5 distribution is made after the account holder 

6 becomes disabled within the meaning of section 

7 72(m)(7) or dies. 

8 . “(3) Rollovers. — P aragraph (1) shall not 

9 apply to any amount paid or distributed out of a 

10 medical savings account to the account holder if the 

1 1 entire amount received (including money and any 

12 other property) is paid into another medical sa\'ings 

13 account for the benefit of such holder not later than 

14 the 60th day after the daj' on which he received the 

15 pa^Tiient or distribution. 

16 “(4) Coordination- with .medic.u. expense 

17 DE DI CTION. — For purposes of section 213, any pay- 

18 ment or distribution out of a medical .sanngs ac- 

19 count for qualified medical expenses shall not be 

20 treated as an e.xpense paid for medical care to the 

21 e.xteiit of the amount of such payment or distribu- 

22 tioii which is excludable from gross income solely by 

23 l eason of paragi-apb (1)(A). 

24 “(g) CosT-OF-LIM.NG ADJCSTMENT. — 
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1 “(1) In general. — In the case of any taxable 

2 year beginning in a calendar year after 1996, each 

3 dollar amount in subsection (b)(1) or in subsection 

4 (c)(2) shall be increased by an amount equal to — 

5 “(A) such dollar amount, multiplied by 

6 “(B) the medical care cost adjustment for 

7 such calendar j'ear. 

8 If any increase under the preceding sentence is not 

9 a multiple of $50, such increase shall be rounded to 

10 the nearest multiple of $50. 

11 “(2) Medical care cost adjustment. — For 

12 purposes of paragraph (1), the medical care cost ad- 

13 justment for any calendar year is the percentage (if 

14 any) by which — 

15 “(A) the medical care component of the 

16 Consumer Price Index (as defined in section 

17 1(f)(5)) for August of the preceding calendar 

18 year, exceeds 

19 “(B) such component for August of 1995. 

20 “(h) Reports. — The trustee of a medical savings ac- 

21 count shall make such reports regarding such account to 

22 the Secretary and to the account holder with respect to 

23 contributions, distributions, and such other matters as the 

24 Secretarj’ may require under regulations. The reports re- 

25 quired by this subsection shall be filed at .such time and 
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1 in such manner and furnished to such individuals at such 

2 time and in such manner as may be required by those reg- 

3 ulations.” 

4 (b) Deduction Allowed Whether or Not Indi- 

5 viDUAL Itemizes Other Deductions. — Subsection (a) 

6 of section 62 of such Code is amended by inserting after 

7 paragraph (15) the following new paragraph; 

8 “(16) Medical savings accounts. — The de- 

9 duction allowed by section 220.” 

10 (c) Exclusions for Employer Contributions to 

1 1 MEDic.fVL Savtngs Accounts. — 

12 (1) Exclusion from inco.me tax. — The text 

13 of section 106 of such Code (relating to contribu- 

14 tions by employer to accident and health plans) is 

15 amended to read as follows; 

16 “(a) Ge.neral Rule. — Gross income of an employee 

17 does not include employer-provided coverage under an ac- 

18 cident or health plan. 

19 “(b) Contributions to Medic.vl S.\mngs Ac- 

20 COUNTS. — 

21 “(1) In ge.neral. — In the case of an employee 

22 who is an eligible indi\idual, gross income does not 

23 include amounts contributed by such employee’s em- 

24 plover to any medical sa^^ngs account of such em- 

25 ployee. For purposes of the preceding sentence, the 
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terms ‘eligible individual’ and ‘medical sa\ings ac- 
count’ have the respective meanings given to such 
terms by section *220. 

“(2) No COXSTRLCTFVE RECEIPT. — No amount 
shall be included in the gross income of any em- 
ployee solely because the employee may choose be- 
tween the contributions referred to in paragraph (1) 
and employer contributions to another health plan of 
the employer. 

“(3) Transfers prom flexible spending 

ARRiVNGEME.NTS. — 

“(A) L\ GENERAL. — A flexible spending ar- 
rangement for health shall not cease to be 
treated as such an arrangement, and no 
amount shall be includible in the gross income 
of the employee, solely because amounts not 
paid out as reimbursements under such ar- 
rangement are contributed to a medical savings 
account of such employee. 

“(B) Flexible spending arrange- 
.ME.NT. — For purposes of this paragraph, a 
flexible spending arrangement is a benefit pro- 
gram which provides employees with coverage 
under which — 
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“(i) specified incurred expenses may 
be reimbursed (subject to reimbursement 
maximums and other reasonable condi- 
tions), and 

“(ii) the maximum amount of reim- 
bursement which is reasonably available to 
a participant for such coverage is less than 
500 percent of the cost of such coverage. 
In the ease of an insured plan, the maximum 
amount reasonably available shall be deter- 
mined on the basis of the underlying coverage. 
“(4) Coordination with dedi ction limita- 
tion. — The amount excluded from the gross income 
of an employee under this subsection for any taxable 
year shall not exceed the limitation under section 
220(b)(1) (determined without regard to this sub- 
section) which is applicable to .such employee for 
such taxable year.” 

(2) Exclusion from employment taxes. — 
(A) Social security taxes. — 

(i) Subsection (a) of .section 3121 of 
.such Code is amended by striking “or” at 
the end of paragraph (20), by striking the 
period at the end of paragraph (21) and 
inserting or”, and by in.serting after 
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1 paragraph (21) the following new para- 

2 graph: 

3 “(22) any pajmient made to or for the benefit 

4 of an employee if at the time of such pajTnent it is 

5 reasonable to believe that the employee will be able 

6 to exclude such payment from income under section 

7 106(b).” 

8 (ii) Subsection (a) of section 209 of 

9 the Social Security Act is amended by 

10 striking “or” at the end of paragraph (17), 

1 1 by striking the period at the end of para- 

12 graph (18) and inserting “; or”, and by in- 

13 sorting after paragraph (18) the following 

14 new paragraph: 

15 “(19) any pajinent made to or for the benefit 

16 of an employee if at the time of such pajTuent it is 

17 reasonable to believe that the employee will be able 

18 to exclude such payment from income under section 

19 106(b) of the Internal Revenue Code of 1986.” 

20 (B) Railroad retireme.vt tax. — Sub- 

21 section (e) of section 3231 of such Code is 

22 amended by adding at the end the following 

23 new paragi'aph; 

24 “(10) .MEDK’Al. SAVI.XOS ACCOINT OONTRIBU- 

25 TIONS. — Tlie term ‘comijensation’ shall not include 
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1 any payment made to or for the benefit of an em- 

2 ployee if at the time of such payment it is reason- 

3 able to believe that the employee will be able to ex- 

4 elude such pavTnent from income under section 

5 106(b).” 

6 (C) UXEMPLOYMEXT TAX. — Subsection (b) 

7 of section 3306 of such Code is amended by 

8 .striking “or” at the end of paragraph (15), by 

9 striking the period at the end of paragraph (16) 

10 and inserting or”, and by inserting after 

11 paragraph (16) the following new paragraph: 

12 “(17) any payment made to or for the benefit 

13 of an employee if at the time of such pavment it is 

14 reasonable to beliew that the employee wll be able 

15 to exclude such payment from income under section 

16 106(b).” 

17 (D) Withholding t,\x. — Subsection (a) 

18 of .section 3401 of such Code is amended by 

19 .striking “or” at the end of paragraph (19), by 

20 striking the period at the end of paragraph (20) 

21 and inserting “; or”, and by in-serting after 

22 paragraph (20) the following new paragi’aph: 

23 “(21) any pa.Miieiit made to or for the benefit 

24 of an employee if at the time of such pa\niient it is 

25 reasonable to believe that the employee will be able 
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t 

1 to exclude such pajmeiit from income under section 

2 106(b).” 

3 (d) Tax on Prohibited Transactions. — S ection 

4 4975 of such Code (relating to tax on prohibited trans- 

5 actions) is amended — 

6 (1) by adding at the end of subsection (c) the 

7 following new paragraph; 

8 “(4) Speclvl rile for medical savings ac- 

9 COUNTS. — An individual for whose benefit a medical 

10 savings account (within the meaning of section 

11 220(d)) is established shall be exempt from the tax 

12 imposed by this section with respect to any trans- 

13 action concerning such account (which would other- 

14 wise be taxable under this section) if, with respect 

15 to such transaction, the account ceases to be a medi- 

16 cal savings account by reason of the application of 

17 section 220(e)(2) to .such account.”, and 

18 (2) by inserting “or a medical savings account 

19 described in section 220(d)” in subsection (e)(1) 

20 after “described in section 408(a)”. 

21 (e) Failure To Provhde Reports on Mediu.vl 

22 Savings Acc ounts. — Section 6693 of such Code (relat- 

23 ing to failure to provide reports on individual retirement 

24 accounts or annuities) is amended — 
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1 (1) by inserting “OR ON MEDICAL SAVINGS 

2 ACCOUNTS” after “ANNUITIES” in the heading of 

3 such section, and 

4 (2) by adding at the end of subsection (a) the 

5 following: “The person required by section 220(h) to 

6 file a report regarding a medical savings account at 

7 the time and in the manner required by such section 

8 shall pay a penalty of $50 for each failure to so file 

9 unless it is shown that such failure is due to reason- 

10 able cause.” 

1 1 (f) Clerical Amendments. — 

12 (1) The table of sections for part VII of sub- 

13 chapter B of chapter 1 of such Code is amended by 

14 striking the last item and inserting the following: 

“Sec. 220. Medical savings accounts. 

“Sec. 221. Cross reference.” 

15 (2) The table of sections for subchapter B of 

16 chapter 68 of such Code is amended by inserting “or 

17 on medical savings accounts” after “annuities” in 

18 the item relating to section 6693. 

19 (g) Effective Date. — T he amendments made by 

20 this section shall apply to taxable years beginning after 

21 December 31, 1995. 

O 
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H.R. 1818, THE FAMDLY MEDICAL SAVINGS 
AND INVESTMENT ACT 


TUESDAY, JUNE 27, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, DC. 

The Subcommittee met, pursuant to call, at 11 a.m., in room 
1100, Longworth House Office Building, Hon. Bill Thomas (Chair- 
man of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 


( 1 ) 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMTITEEON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

June 15, 1995 
No. HL-12 


Thomas Announces Hearing On 
H.R. 1818. The “Family Medical Saving s 
And Investment Act Of 1995” 

Congressman Bill Thomas (R-CA), Chairman of the Subcommittee on Health of the 
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing 
on H.R. 1818, the Family Medical Savings and Investment Act. The hearing will take place 
on Tuesday, June 27, 199S, in the main Committee hearing room, 1100 Longworth 
House Office Building, beginning at 11:00 a.m. 

Oral testimony at this hearing will be heard from invited wimesses. Any individual or 
organization not scheduled for an oral appearance may submit a written statement for 
consideration by the Committee and for inclusion in the printed record of the hearing. 

BACKGROUND ; 

The fact that Americans with conventional health insurance have few incentives to buy 
medical services carefully or benefit from staying well are major factors affecting health care 
cost growth. One approach to providing incentives for Americans to be more cost conscious 
purchasers of medical services is to make available alternatives to conventional insurance such 
as medical savings accounts (MSAs). Medical savings accounts are used to pay for out-of- 
pocket medical expenses up to a catastrophic limit after which costs would be covered by 
insurance. MSAs would give people more control over their health care dollars and the 
opportunity to save the MSA funds not spent that year for future health cate needs. 

H.R. 1818, the Family Medical Savings and Investment Act of 1995, allows 
individuals who ate covered by a catastrophic health plan to maintain a medical savings 
account to assist in saving for expenses not covered by the health plan. Within limits, 
contributions would be excludable ftom gross income if made by the employer and deductible 
if made by the individual. In general, the amount of the individual or employer contributions 
that could be deducted or excluded for a taxable year would be the lesser of (I) the deductible 
under the catastrophic health plan, or (2) S2,500 if the MSA covers only the individual or 
$5,000 if the MSA covers the individual and the spouse or a dependent of the individual. 
Withdrawals from an MSA would be excludable from income if used for medical expenses 
for the individual and his or her spouse or dependents. 

In announcing the heating, Chaitman Thomas stated: 'The American people know 
that health cate spending must be reduced ~ it takes an ever increasing bite out of the average 
family paycheck. What we are trying to do with this bill is provide people with a tool to help 
them take control ofthm own hralth care spending." 

FOCUS OF THE HEARING : 

The hearing will examine the issues involved in expanding health care coverage 
options available to individuals and families under H.R. 1818. The Subcommittee is 
particularly interested in technical issues involved in implementation of the MSAs established 
in H.R. 1818. 
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WAYS AND MEANS SUBCOMMITTEE ON HEALTH 
PAGE TWO 


DETAILS FOR SUBMISSION OF WRITTEN COMMENTS: 

Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement, with their 
address and date of heating noted, by the close of business, Tuesday, July 18, 199S, to Phillip 
D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 
1102 Longwotth House Office Building, Washington, D.C. 20S1S. If those filing written 
statements wish to have their suiements distributed to the press and interested public at the 
hearing, they may deliver 200 additional copies for this purpose to the Subcommittee on 
Health office, room 1136 Longworth House Office Building, at least one hour before the 
hearing begins. 


FORMATTING REQUIREMENTS : 



ttoUiiaiaAlMa 






Note: All Committee advisories and news releases are now available over the Internet at 
GOPHER.HOUSE.GOV, under 'HOUSE COMMITTEE INFORMATION’. 
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Chairman Thomas. The Health Subcommittee will come to order, 
please. 

Today, the Health Subcommittee will receive testimony on H.R. 
1818, the Family Medical Savings and Investment Act of 1995. I 
am pleased to be an original cosponsor of what I believe to be an 
important health reform and tax legislation bill. It has been devel- 
oped by the Chairman of the Ways and Means Committee, 
Congressman Bill Archer, and our distinguished colleague from the 
Committee, Congressman Andy Jacobs. 

H.R. 1818 amends the Tax Code to allow Americans who are cov- 
ered by a catastrophic health insurance plan to maintain a medical 
savings account, which we normally call MSAs, to assist in paying 
for medical expenses not covered by their health plan. 

Providing Americans with MSAs combined with catastrophic 
health coverage is an alternative to congressional health insurance. 
The MSA concept has, frankly, caught the imagination of the gen- 
eral public as well as many of the Representatives here in 
Congress. 

It is an attractive alternative to conventional health insurance, 
I believe, because it would contribute to two of the most important 
goals of health reform. First, it would assist in expanding afford- 
able health coverage for Americans, and second, MSAs would pro- 
mote personal responsibility in cost conscience purchasing of 
medicaJ services. 

The old-fashioned fee-for-service form of health insurance leaves 
physicians and their patients with little knowledge and, therefore, 
little concern about the costs of particular treatments or proce- 
dures. Historically, health insurance has been there to pay, so often 
neither the physician nor their patients have spent medical care 
dollars carefully. 

In addition, as the old style indemnity insurance has grown in 
cost, it has fueled medical inflation. The old style insurance has it- 
self become a factor in the decline in coverage as employers and in- 
dividuals have found it more difficult to bear the burden of such 
costly health insurance. 

Coverage by coordinated care arrangements, such as health 
maintenance organizations, have proved defective in curbing headth 
care costs. But in our pluralistic society, many employers and indi- 
viduals see choice of additional strategies to health care coverage 
as a plus in working the affordability game. MSAs are one such 
alternative. 

This approach will enhance coverage by keeping it affordable. 
And unlike most employer plans, MSAs are truly portable, follow- 
ing an employee when he or she leaves a job, changes jobs, or 
retires. 

MSAs also empower the individual in regard to medical care pur- 
chasing, I believe, and an individual with an MSA will benefit from 
taking responsibility for staying well and avoiding health costs or 
buying carefully when medical services are necessary. 

These new incentives for individual consumers of health care 
should keep costs down, since those with MSAs are personally re- 
sponsible for how much they spend on a significant portion of their 
health care needs. 
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H.R. 1818 provides Americans with more choices. Combined with 
the freedom to make their own medical care decisions, these 
choices can meike health care more affordable for those with MSAs 
while increasing the awareness of health care costs. 

I look forward to the testimony not only from our distinguished 
colleagues but from the other panels today to shed more light on 
MSAs and how they work. 

Ordinarily Chairman Archer, the sponsor of the bill, would lead 
off the testimony. He is unavoidably delayed until a little bit later 
in the hearing, and, therefore, before hearing from our colleague, 
the principal cosponsor of the bill, Andy Jacobs of Indiana, I would 
recognize the Ranking Member, Mr. Stark. 

Mr. Stark. Well, Mr. Chairman, since it is raining this week, I 
will include a little rain on the parade. 

I appreciate your having these hearings, but I think medical sav- 
ings accounts are a scam. They would transfer money from people 
who are sick or are liable to become sick or pregnant to those who 
have the good fortune to be healthy. 

They are especially skewed to benefit healthy people in high tax 
brackets at the expense of taxpayers in general. And, worse, if they 
caught on, they would undermine the entire health care system by 
mafcng insurance less affordable for anyone who has a high prob- 
ability of having high medical expenses. 

MSAs are a brilliant scheme to skim healthy people out of the 
insurance pool, leaving those who are sick or who are planning a 
baby at increasingly expensive traditional plans. And the MSAs 
would force traditional plans to increase their premiums to make 
up for the money that MSAs take out of the pool. 

MSAs allow people to pay for otherwise uninsured’s medical ex- 
penses out of tax free income. Insurance companies that would ben- 
efit financially from these plans have been quick to tout the advan- 
tage of this approach. In fact, one of the major proponents is a com- 
pany already notorious for its efforts to exclude sick people from its 
insurance pool. But more objective analysts, including the Amer- 
ican Academy of Actuaries, have pointed out that while MSAs may 
be great for people who are both healthy and in a high tax bracket, 
those who are sick and taxpayers in general will be paying for the 
windfalls that go to those rich folks. And while the healthy and 
wealthy few save money, resources available for health care in gen- 
eral will shrink, and most families will risk paying much more in 
health care costs out of their own pockets. 

The proponents of MSAs rest their arguments on a large fallacy, 
and the fallacy is that overall health care expenditures will be re- 
duced if tax preferred medical savings accounts are made available. 
There is no evidence to this effect, and certainly no evidence that 
the public in general has any concept of how to purchase health 
care or what it costs. 

Health care decisions are made in large part by health care pro- 
viders, not the patients. In fact, there is a potential for health care 
costs to actually rise for the individuals that move out of highly 
managed HMOs or move out of plans with significant provider dis- 
counts and into MSA plans with veiy loose utilization and fee 
controls. 
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Putting off a tetanus shot or a flu shot may save a buck today, 
but it may very well end up costing a whole lot more tomorrow. For 
the healthy, there may be a reduction in the premium for their 
health care coverage, but for those remaining in the standard poli- 
cies, they will see a premium jump. Again, overall, there is no proof 
that he^th care expenditures will be reduced as a result of the 
availability of MSAs. 

Thank you, Mr. Chairman. 

Chairman THOMAS. And for the rest of the story, the gentleman 
from Indiana, Mr. Jacobs. 

STATEMENT OF HON. ANDREW JACOBS, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF INDIANA 

Mr. Jacobs. Thank you, Mr. Chairman. 

Obviously, Mr. Stark’s and my view of this is slightly different. 
I am not in the habit of perpetrating scams, but it is in the eyes 
of the beholder, I suppose. 

The explosion in medical inflation occurred in the United States, 
I believe the record will show, around 1965-1966, in the late 
sixties. Coincident with that explosion was the advent of Medicare, 
a very deep pocket. It was be^n on an unfortunate model; namely, 
that of the Pentagon — the infamous “cost plus contract,” which 
meant that whatever your costs are would determine your profit; 
the higher the cost, the higher the profit. It was an invitation to 
excess and to waste. 

By 1983, the Reagan administration — I had the honor of being 
one of your predecessors, Mr. Chairman — ^the Reagan administra- 
tion proposed the diagnostically related groups and the prospective 
payment to cease that kind of nonsense and inject a little bit of 
market incentive into the Medicare systems. If we had not passed 
that law in 1983, God knows what would be left of Medicare now 
more than a decade later. 

The literature is rife with articles about third party payers. My 
colleague, Mr. Christensen, has a very bad cold now. If he goes to 
see a doctor, he will get over it — ^with all due respect to my friend 
from Nevada, if he goes to see a doctor — we are not talking about 
broken legislation now — he will get over it in 6 days. And if he does 
not go to see a doctor, he will get over it in 6 days. 

Now, if you are paying his bill and the doctor tells great jokes, 
then maybe John would be tempted to go on over anyway. Or if I 
have a hangnail and my doctor tells good jokes I might go anyway. 
The point being that there is a difference between using money 
that does not seem like yours and money that is yours. That is 
what the medical savings account is all about. 

My friend Pete says, well, there is no proof that that will save 
money. To me, that is like saying there is no proof that if you do 
push-ups you will be in better shape. It has been proved at the 
Forbes organization, for example. 

I listened to a woman in a meeting explain that with her medical 
savings account she went to see a doctor who said she needed an 
operation that cost $8,000. Well, she had the medical savings. That 
is her money. So, she goes to a second one and says, you are crazy, 
that guy is ripping you off, I can do it for $4,000. But she even 
went to a third doctor and he said, you’re really crazy, you do not 



7 


need an operation at all. Now, Pete, there is $8,000. Chalk that up. 
And that can be multiplied by millions of people. 

I hear it said that it will shrink the pool of insurance money to 
pay medical bills. Of course it will. That is exactly what we are try- 
ing to do. If you shrink the prices, the proportion of the U.S. 
economy that puts money into medical care will shrink. You will 
not need as much insurance at that point. 

And finally, Mr. Chairman — by the way, when I chaired this 
Committee I always allowed each witness two “finallies” and one 
“in conclusion.” I will see if I can make it on the finally. 

In the old days, if you had a fender-bender you went to the insur- 
ance company and the first question the guy with the clipboard 
would ask is, is this an insurance job, and you knew what the price 
was going to be if it was, and you knew what the price was going 
to be if it was not. 

Cha-cha and off. 

Chairman Thomas. And, in conclusion, I thank the gentleman 
from Indiana. 

The gentleman from Nebraska, Member of the Subcommittee, 
Mr. Christensen. 

STATEMENT OF HON. JON CHRISTENSEN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEBRASKA 

Mr. Christensen. Thank you, Mr. Chairman, and as Mr. Jacobs 
has already stated, I am experiencing a summer cold, so if I start 
to hack and cough I will apologize profusely to the Committee. 

Thank you for your leadership in this area and for having these 
hearings today. Medical savings accounts, or MSAs, are a revolu- 
tionary idea whose time has come. Although there are countless 
variations, MSAs generally allow individuals to save money in a 
tax exempt account, much like an IRA. Instead of purchasing an 
expensive first-dollar type of insurance policy, the individual would 
purchase a less costly, high-deductible catastrophic health insur- 
ance policy to cover major medical expenditures. The individual cam 
use the money in the MSA to cover routine medical expenses with 
the catastrophic policy covering major medical expenses. 

MSAs have many benefits. First, MSAs create strong incentives 
for cost and quality conscious health caire decisionmaddng. Most 
health care experts will tell you that the main reason health care 
costs have skyrocketed in recent yearns is because there is little or 
no price sensitivity in health care purchases. Under the third party 
payer payment model that currently dominates our health care sys- 
tem, tramsactions between health care providers and individuaJs 
are paid by a third party such ais an insurance compamy or the gov- 
ernment. 

Current estimates revead that 95 percent of hospital bills and 
over 80 percent of physician fees are paid by some third party. This 
system perpetuates the misconception that someone else is picking 
up the health caire tab and, thus, the individual does not have to 
worry about the cost or the need for care. This has created 
increased health care consumption, which in turn has caused infla- 
tionaiy pressure on health care costs. 

MSAs ailleviate this problem by giving people control over their 
own health care dollars. When they know and understand it is 
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their own money they are spending, individuals are much more 
careful and selective about the medical services they use. The in- 
creased price sensitivity results in more efficient use of health care 
resources, and, thus, lower health care costs. 

The Rand Corp. has confirmed this. In a study conducted in the 
early eighties, researchers studied the health care decisions of over 
2,000 families. What they discovered was that the lower the health 
insurance deductible, the greater the utilization with no discernible 
difference in health outcomes. When these findings are extrapo- 
lated, the Rand study shows when people are spending their own 
money on health care, they spend 30 percent less with no adverse 
effect on health. 

Second, MSAs encourage savings by individuals. Our country is 
facing a savings crisis. We have the lowest savings rate in the 
industrialized world. As a matter of public policy, we must do ev- 
erything we can to encourage people to save money. MSAs provide 
a vehicle for employees to save their hard-earned dollars. Unlike 
flexible spending accounts where the funds in the account remain 
the property of the employer and any unused funds traditionally 
revert to the employer, all money in an MSA belongs to the individ- 
ual. This money can be saved by the individual to cover future 
health care expenses. 

Third, MSAs are completely portable. One of the greatest con- 
cerns that I hear from Nebraskans and others about is “job lock,” 
the situation which individuals are scared to leave their current job 
because they might lose their health insurance. MSAs, unlike tra- 
ditional employer-provided health insurance, follow the individual. 
They allow individuals to save money that can cover health care 
expenditures and insurance during temporary loss of employment. 

And, finally, MSAs are a proven tool in cutting health care costs 
with no adverse effect on the individual’s health. We have heard 
numerous examples from Dominion Resources to Quaker Oats to 
Golden Rule to even my colleague on my right and his company 
where they testified last month before our Committee. 

In conclusion, I want to touch just briefly on the issue that we 
have been working on, that we will be working on later this year, 
and that is the Medicare problem. I believe that MSAs also hold 
a solution facing us with that problem. 

Last month, we heard an individual from the National Center for 
Policy Analysis, Peter Ferrara, testify and highlight a proposal 
from Dr. John Goodman about how MSAs can help in reducing the 
consumption with Medicare. I truly believe that using the MSAs 
with the Medicare dilemma we are faced with to help create an 
advantageous system for seniors, allow more opportunity, more cost 
consciousness and place for emphasis on the individual. 

I truly believe that MSAs are part of the answer to every phase 
whether it is private. Medicare, or the entire health care system. 
It is truly a revolutionary idea that has come. 

I thank the Chairman for holding these hearings and thank you. 
I will be glad to answer any questions and would ask that my full 
testimony be entered into the record. 

Chairman THOMAS. Without objection, all the written testimony 
of the Members will be made a part of the record. 

[The prepared statement follows:] 
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Testimony of Representative Jon Christensen 
Before the Health Subcommittee 
of the 

Committee of Ways and Means 
June 27, 1995 

Mr. Chairman, I want to thank you and the other members of the Subcommittee for 
this opportunity to testify today regarding a health cate reform measure that represents a 
significant step in solving the problems facing our health care system. What I’m referring 
to, of course, is the Medical Savings Account. 

Medical Savings Accounts, or MSAs, are a revolutionary idea whose time has 
come. Although there are countless variations, MSAs generally allow individuals to save 
money in a tax-exempt account, much like an IRA. Instead of purchasing an expensive 
“first-dollar” type of insurance policy, the individual would purchase a less costly, high- 
deductible catastrophic health insurance policy to cover major medical expenditures. The 
individual can use the money in the MSA to cover routine medical expenses with the 
catastrophic policy covering major medical expenses. 

MSAs have many benefits. First, MSAs create strong incentives for cost- and 
quality-conscious health care decision malung. Most health care experts will tell you that 
the main reason health care costs have skyrocketed in recent years is because there is little 
or no price-sensitivity in health care purchases. Under the third-party payment model that 
currently dominates our health care system, transactions between health care providers and 
individuals are paid by a third party such as an insurance conqiany or the government. 
Current estimates reveal that 95 percent of hospital bills and over 80 percent of physician 
fees are paid by some third party. This system perpetuates the misconception that someone 
else is picking up the health care tab and, thus, the individual doesn’t have to worry about 
the cost or need for care. This has created increased health care consumption, which in 
turn has caused inflationary pressure on health care costs. 
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MSAs alleviate this problem by giving people control over their own health care 
dollars. When they know and understand that it’s their own money they are spending, 
individuals are much more careful and selective about the medical services they use. This 
increased price sensitivity results in more efficient use of health care resources and, thus, 
lower health care costs. 

The Rand Corporation has confirmed this. In a study conducted in the early 1980s, 
researchers studied the health care decisions of over 2,000 families. What they discovered 
was that the lower the health insurance deductible, the greater the utilization with no 
discernible difference in health outcomes. When these findings are extrapolated, the Rand 
study shows that when people are spending their own money on health care they spend 30 
percent less with no adverse effect on health. 

Second, MSAs encourage savings by individuals. Our country is facing a savings 
crisis; we have the lowest savings rate in the industrialized world. As a matter of public 
policy we must do everything we can to encourage people to save money. MSAs provide a 
vehicle for employees to save their hard-earned dollars. Unlike Flexible Spending 
Accounts (FSAs), where the funds in the account remain the property of the employer and 
any unused funds traditionally revert to the employer, all money in an MSA belongs to the 
individual. This money can be saved by the individual to cover future health care 
expenses. 

Third, MSAs are completely portable. One of the greatest concerns that I bear fiom 
Nebraskans and others about is “job-lock” — the situation in which individuals are scared to 
leave their current job because they might lose their health insurance. MSAs, unlike 
traditional employer-provided health insurance, follow the individual. They allow 
individuals to save money that can cover health care expenditures and insurance during 
temporary lapses in employment. 

Finally, MSAs are a proven tool in cutting health care costs with no adverse affect 
on the individual’s health. We've all heard how Forbes magazine. Dominion Resources, 
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Quaker Oats, Golden Rule Insurance Company and others have successfully implemented 
MSA-type accounts to the benefit of both en^loyer and employee. 

For example, last month Tom Erhart, Vice-President for Human Resources for 
RCI, a Michigan-based automotive specialty company, testified before this Subcommittee 
on MSAs. Mr. Erhart told the Subcommittee that since implementing its MSA program, 
the company was able to: ( 1 ) increase the level of benefits to its employees while reducing 
its health insurance costs by nearly IS percent; (2) return, on the average, over $1,000 to 
nearly 75 percent of its employees; and (3) significantly reduce employer and employee 
paperwork. As Mr. Erhart put it, it’s a “win-win situation for employer and employee.” 

It is for these reasons that I am a proud original cosponsor of H.R. 1818, 

Chairman Archer’s Family Medical Savings and Investment Act of 1995. This historic 
piece of legislation provides that individuals covered by a catastrophic health plan, i.e., a 
plan that has a deductible amount of at least $1,800 per individual or $3,600 for more than 
one person — will be eligible for tax relief for maintaining and using an MSA for medical 
expenses not covered by the health plan. Where contributions are made by an employer, 
contributions would be excluded from (he employee’s gross income. Where contributions 
are made by an individual, contributions would be tax deductible. In both instances 
withdrawals from an MSA would be excluded from income if used for medical expenses 
for an individual and their family. I’m confident that this important measure will be passed 
in the 104th Congress as yet another plank in the incremental health care reform platfoim 
Republicans have proposed in order to “zero-in” on specific problems with our health care 
system. 

Before I close, 1 want to briefly touch on the tremendous potential MSAs hold in 
helping us save Medicare fiom financial ruin while at the same time giving our nation’s 
seniors improved health care benefits and quality. 

By now hopefully we all understand that Medicare is going broke. The Trustees of 
the Medicare Trust Fund, including four of President's Clinton’s own appointees, recently 
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announced that, beginning neat year, Medicare will spend more than it takes in. By 2002, 
it will be completely bankrupt. If this happens, no one in America will have Medicaie-Ato 
one. Something must be done to protect, preserve and improve this vital program. It must 
be done in a manner that gives our nation's seniors more choices in health care; that gives 
them better, higher quality health care; and, most importantly, ensures that Medicare will be 
there for them and for generations to come. 

I'm hopeful that MSAs will play a vital role in achieving these goals. During last 
month's heatings on the potential role that MSAs might have in the Medicare program, I 
was especially impressed with testimony of Peter Ferrara, a Senior Fellow with the 
National Center for Policy Analysis out of Dallas, Texas. Mr. Ferrara highlighted a 
proposal that he and Dr. John Goodman, the father of MSAs, drafted. Under that 
proposal, seniors would be free to withdraw their share of Medicare spending each year 
and use it to purchase private coverage of their choice, including an MSA option. Under 
the MSA option, the senior would use pan of the funds to purchase a high-deductible 
health insurance policy. The remaining funds would be |daced in an MSA and used to pay 
for medical expenses below the deductible. The senior citizen would be able to withdraw 
any remaining MSA funds at the end of the year and use them for any purpose. Like 
MSAs in the non-Medicare setting, MSAs for Medicare recipients would create effective 
incentives for recipients to be cost- and quality-conscious in their health care decisions 
while at the same time providing seniors with greater choice of health cate providers and 
services. 

In closing, I want to again thank you Mr. Chairman and my colleagues on the 
Subcommittee for the opportunity to testify before you today. When I began my campaign 
for the United States Congress nearly two years ago, this nation was facing one greatest 
public policy challenges it has ever faced. Health care reform was the hot topic and 
everyone was looking for ways to halt skyrocketing costs and address such problems as 
portability and pre-existing conditions. The current occupants of the White House were 

advocating the govemrtKnt takeover of one-seventh of our nation's economy as the 
solution to these problems. I took a diHerent route. I campaigned on a little-known reform 
called the Medical Savings Account because it was the free-matket alternative to the 
govemment-knows-best type of reform that was being proposed. Health care decisions are 
best made by individuals, not governments. It made sense two years ago. It makes sense 
today. 


Thank you. 
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Chairman Thomas. Now we will hear from our friend, the Chair- 
man of the House Agriculture Committee, the gentleman from 
Kansas, Mr. Roberts. 

STATEMENT OF HON. PAT ROBERTS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KANSAS 

Mr. Roberts. I thank the Chairman not only for his leadership 
but for his strong support of the MSA concept, the medical savings 
account concept, and would only opine, in regard to Mr. Stark’s ob- 
servation that he is raining somewhat on the MSA parade, that 
you do not necessarily have to be that A1 Capp character in regard 
to Li’l Abner, which really dates me, Joe Boozlefoop, or whatever 
his name was — Mr. Jacobs has the name, you know, I can’t remem- 
ber that — ^but, at any rate, this is not really doom and gloom. It is 
just not a program to get the wealthy and the healthy to take away 
or skim and scam or film and flam in regards to your regular pol- 
icyholders. 

My remarks come, obviously, because of my association with the 
House Agriculture Committee. One quarter of the U.S. population, 
about 65 million persons, do reside in the rural areas. We have 
very special characteristics and special needs that pose challenges 
to providing our rural health care services. We are more likely than 
the urban residents to be simply uninsured. We are often out of the 
mainstream of employment-based health insurance coverage be- 
cause we are self-insured farmers and ranchers or small business 
people or seasonally employed workers such as a custom cutter. 

Many rural residents are employed by small businesses that do 
not provide health insurance benefits or are unemployed alto- 
gether. As a result, a higher proportion of our residents must pur- 
chase individual health insurance policies on their own. These poli- 
cies are generally more costly than the group coverage and make 
the coverage less affordable in the rural area. 

But we in rural America are used to developing our own solu- 
tions to our health care problems. Rural consumers are not looking 
for more Federal handouts or any more regulatory schemes. Rural 
Americans are looking for the proper tools to make their own deci- 
sions and to help themselves. The medicsd savings accounts are 
such a tool that will help our farmers and ranchers and our small 
business people certainly meet their health care needs. 

The farmers and small business folks really prefer an approach 
to health insurance coverage that puts them in charge of their own 
health care dollars. The family savings account does just that. This 
approach will allow the individual to control their spending 
through the use of a high-deductible and catastrophic plan com- 
bined with the MSA trust to pay for the smaller medical bills. 
These plans encourage savings and responsible spending decisions. 
They help ensure that individuals and families have the adequate 
health insurance in times of economic hardship or unemployment. 
Since they are portable, they also really start to eliminate the fear 
of losing health benefits due to a job loss or a change. And finally, 
the individuals have the option to choose the plan that works best 
for them. 

I know we are moving into a new managed care world. The MSA, 
the medical savings account will become an even more important 
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tool in rural areas. This is partly because there are not many doc- 
tors or hospitals to manage in a rural area. 

I have often asked the question, how do you manage care that 
is not there? While I support efforts to really try to integrate the 
health services and strongly encourage the networking of facilities 
and providers, managed care is simply not readily available in 
much of our rural areas. Many rural health care consumers are a 
little nervous about the possibility of someone or some corporation 
simply coming into their community and telling them where they 
will have to go for care. If individuals are in control of their own 
health spending through a medical savings account, they are also 
in control of choosing their own doctor and their health care facil- 
ity. Until the managed care becomes, and I would say if and when 
it becomes, more established in the underpopulated rural areas, 
the MSAs will protect and preserve the right of the patients to 
choose his or her own family doctor. 

Mr. Chairman, we had hearings in the sometimes powerful 
House Agriculture Committee with the former Chairman Kika de 
la Garza, and we heard from all sorts of rural health care provid- 
ers, and the support was across the board, the Farm Bureau, the 
Wheat Growers, other commodity groups; all farm organizations 
endorsed the MSA. 

I want to thank you for your leadership in this regard. I want 
to thank you for restoring the tax deduction for the self-employed 
up to 25 percent; it will be 30 next year. That is part of the answer. 
The MSA is part of the answer. I urge swift and favorable passage 
of this act and I thank you, sir, for the opporturdty. 

[The prepared statement follows:] 
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TESTIMONY OF REP. PAT ROBERTS 
FAMILY MEDICAL SAVINGS ACCOUNTS 
HEARING BEFORE THE 

HOUSE WAYS AND MEANS SUBCOMMITTEE ON HEALTH 
JUNE 27, 1995 

Mr. Chairman, thank you for the opportunity to discuss health insurance reform with you 
today, particularly Medical Savings Accounts (MSAs) and their impact on the health of rural 
Americans. I am pleased that this committee has introduced legislation which will greatly improve 
the health care insurance options for all Americans, rural and urban alike. 

One>quarter of the U S population—about 65 million persons— reside in rural areas. Rural 
communities have unique characteristics and special needs that pose challenges to providing rural 
health care services. Rural residents are more likely than urban residents to be uninsured. They 
are often out of the mainstream of employment'based health insurance coverage because they are 
self-insured farmers and ranchers or seasonally employed workers such as custom harvesters. 
Many rural residents are employed by small businesses that do not provide health insurance 
benefits or are unemployed altogether As a result, a higher proportion of rural residents must 
purchase individual health insurance policies on their own These policies are generally more 
costly than group coverage and make health insurance coverage less affordable in rural areas. 

However, compromise is a way of life for rural residents and we in rural America are used 
to developing our own solutions to health care problems Rural consumers are not looking for 
more federal handouts or regulatory schemes Rural Americans are looking for the proper tools 
to make their own decisions and help themselves Medical Savings Accounts (MSAs) are one 
such tool that will help fanners and ranchers meet their health care needs. 

Farmers and small business proprietors prefer an approach to health insurance coverage 
that puts them in charge of their own health care dollars. The Family Medical Savings and 
Investment Act does just that This approach will allow individuals to control their spending 
through the use of a high deductible catastrophic plan combined with the MSA trust to pay for 
smaller medical bills These plans encourage savings and responsible spending decisions. MSAs 
help ensure that individuals and families have adequate health insurance in times of economic 
hardship or unemployment Since MSAs are portable, they also eliminate the fear of losing health 
benefits due to a job loss or change Furthermore, individuals have the option to choose the plan 
that works best for them. 

As we move into a new “managed care world”, MSAs will become an even more 
important tool in rural areas. This is partly because there are not many doctors or hospitals to 
manage in rural areas. I've often asked the question, “How do you manage care that is not 
there”? While I support efforts to integrate health services and strongly encourage the 
networking of facilities and providers, managed care is simply not readily available in much of 
rural America. Many rural health care consumers are a little nervous about the possibility of 
someone or some corporation coming into their community and telling them where they will have 
to go for care. If individuals are in control of their own health spending through an MSA, they 
are also in control of choosing their own doctor and health care facility. Until managed care 
becomes more established in underpopulated rural areas, MSAs will protect and preserve the right 

of the patient to choose his or her own family doctor. 

The House Agriculture Committee held a hearing on rural health care last March where I 
heard from a variety of rural health providers and consumers from across the country. The theme 
of “freedom of choice” and “individual responsibility” came through loud and clear. Several 
witnesses strongly recommended that Congress create MSAs or Medi-Save accounts in order to 
encourage this responsibility and preserve choice A soybean farmer from Georgia told me that 
“farmers can be part of the solution by designing and managing their own coverage”. While 
MSAs may not be a panacea for health insurance, I believe they are a part of the solution. 

Thanks to the work of your committee, we are making progress in our efforts to improve 
health care options for those in rural areas By restoring the tax deduction for the self-employed 
to 25 percent earlier this year, your committee has taken the first step to bring tax fairness to rural 
residents. I am still hopeiul we can increase this deduction to 100 percent in the near future. The 
Family Medical Savings and Investment Act is another step to increase insurance options and 
improve the health care of rural Americans. 

Again, thank you for this opportunity to share my thoughts with you this morning As 
always, it has been a pleasure meeting with this committee 1 applaud you in your efforts to 
establish Medical Savings Accounts and look forward to working with you. 
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Chairman Thomas. I thank the gentleman. 

The gentleman from Michigan, Mr. Chrysler, welcome back. 

STATEMENT OF HON. DICK CHRYSLER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN 

Mr. Chrysler. Thank you, Mr. Chairman, and Members of the 
Committee. Thank you for inviting me here today to relate to you 
and the American people the positive experience my company en- 
joys with medical savings accounts. 

At my company, RCI, we use medical savings accounts as our an- 
swer for health insurance and we are proof positive that they work. 
Michigan had the wisdom and the vision to enact medical savings 
accounts in 1993. After our first year of implementation, we can al- 
ready say that the program has been an enormous success. While 
our medical savings account plan carries substantially higher bene- 
fits than our former insurance plan, our annual health care ex- 
penditures per employee was actually reduced by $600 from $4,800 
to $4,200. That is a savings of 14.3 percent in just 1 year. 

At RCI, an employee with dependents received $3,000 in a medi- 
cal savings account. Single employees receive $1,500 in their ac- 
counts. With this MSA, the employee can purchase any kind of 
health service they want, medical, dental, prescription drugs, any- 
thing they need, as long as it is medical. Any money left in the 
MSA at the end of the year is the employee’s money to keep. Sev- 
enty-five percent of the employees at RCI received money back, 
usually over $1,000, at the end of our first year. 

I will say that the average American will spend about $1,000 per 
year on health care. Coupled with the employee’s medical savings 
accounts is a $1,500 insurance policy put into place in the event 
the account is exhausted. Any additional medical expenses above 
the MSA are paid by this policy. It is similar to car insurance, 
where you have a high-deductible. 

For the employees, this health care plan is beneficial in two 
ways; First, by being in control of their health care dollars they can 
receive a return at the end of the year; second, it creates an incen- 
tive to take better care of themselves through preventive measures, 
to avoid costlier medical procedures later. 

When it is the employee’s own money, they will spend it wisely, 
asking how much it will cost, and shopping around for the best 
price. That is the best way to control cost. Free enterprise, alive 
and well. 

With an average healthy life, an individual who puts money 
away each year from his or her medical savings accounts, 
compounding it over a lifetime of work, will have a substantial nest 
egg of well in excess of $100,000 at retirement. And that is exactly 
when it is needed, because about 80 percent of our health care dol- 
lars are used in the last 6 months of life. 

Currently, no tax advantages exist to rollover remaining MSA ac- 
counts to the following years, leaving most employees to take the 
cash option at the end of the year. If Congress authorizes MSAs 
and grants them tax deductible status, these programs will have an 
unlimited appeal to both employees and employers, providing a 
win-win situation for everyone involved. 



17 


I truly believe we would see a dramatic reduction in health care 
costs nationwide with the expanded use of MSAs. In addition, if a 
person is unemployed for a period of time, he or she could use his 
or her medical savings account to continue their health insurance 
until they find a new job. In addition, a huge pool of money would 
be created by MSAs which would be a great resource capital for en- 
trepreneurs. 

Medical savings accounts could also help very costly government 
programs, such as Medicare and Medicaid, work better. For Medic- 
aid, the government would give an individual on welfare an MSA 
voucher which could be taken to an insurance company of the indi- 
vidual’s choice to get an MSA insurance policy. If that individual 
has money coming back to them at the end of the year, it should 
be held until they find a job, giving them another financial incen- 
tive to find work. 

With MSAs in place over a period of years, the need for Medicare 
would be diminished greatly. If a person had accumulated approxi- 
mately $100,000 in their medical savings account by age 65, that 
individual could purchase a super MSA from an insurance company 
with $100,000 deductible for the remainder of his or her life. 

We need to create these types of programs to solve our long- 
range crisis in Medicare and Medicaid. Based upon my firsthand 
experience with medical savings accounts at RCI, I can honestly 
tell you the theory behind them works in real world application. 

In my opinion, medical savings accounts provide the best health 
care program when it comes to the high level — ^when it comes to 
high-level benefits, employee satisfaction, freedom of choice, effi- 
ciency, and cost effectiveness. The Archer-Jacobs bill is a tremen- 
dous step toward expanding the use of this innovative approach to 
heedth care in our country and has my full support. The only scam 
is that the MSAs were never allowed to be reported out of a Com- 
mittee in the past to be voted on by the full floor of the House. 

Medical savings accounts can play a positive role in reducing 
health care costs and improving the health care delivery system 
nationally. Congress should take action now to expand MSAs as 
the preeminent choice in providing a free market solution for 
health care for all of our citizens. 

Thank you. 

Chairman THOMAS. I thank the gentleman. 

Arriving with us on the panel is the Chairman of the Full Com- 
mittee, but I would request of the Chairman — I would prefer he bat 
cleanup, if he does not mind, because he is going to be speaking 
directly to H.R. 1818 and some Members are shaking in gener^ 
on the MSA. And we do want to focus as the subject of this hearing 
on H.R. 1818. Therefore, I will turn to the gentleman from Arizona, 
Mr. Salmon. 

STATEMENT OF HON. MATT SALMON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARIZONA 

Mr. Salmon. Thank you very much, Mr. Chairman. I appreciate 
the opportunity to testify before your Subcommittee. 

I would like to congratulate Chairman Bill Archer and Rep- 
resentative Andy Jacobs for introducing their bill, H.R. 1818. I be- 
lieve it is a fantastic step in the right direction. 



18 


I am also proud to be a cosponsor of the same bill. I would like 
to make a comment because I have been involved in this debate for 
a few years, having sponsored a medical savings account bill in the 
Arizona State legislature, and having successfully shepherded that 
through. I have heard all the arguments from A to Z as to why this 
is not going to work, and it predominately comes from those insur- 
ance companies that I think are paralyzed with fear they will lose 
market shares, and I think that is really what this gets down to. 

I have heard the arguments that people will skimp when it 
comes to taking care of their preventive medicine, that they will 
not make intelligent decisions in purchasing their health care. I 
think that is balderdash. In fact, I do not think people are as 
dumb, as government believes they are. I think that individuals 
make better decisions than bureaucrats do and I believe that that 
is the same for government bureaucrats and insurance bureau- 
crats. 

I think individuals have more of a vested interest in the success- 
ful outcomes and the health of their families than bureaucrats 
could ever hope to. I think the best attributes of a medical savings 
account are, number one, it empowers people; it allows them to 
shop for the best deals and it gives them incentives to control costs. 

Second, it cuts dramatically administrative costs. During the 
course of my campaign, I spent a lot of time in hospitals, health 
care centers, doctors’ offices, and I found that across the board, doc- 
tors are spending about 35 to 40 percent of their time on adminis- 
tration, on red tape and bureaucracy, and on sending paperwork to 
either Medicare or to insurance companies. 

Let me illustrate how we can save if you are dealing on a cash 
basis with your health care provider. 

About 7 years ago my last child was bom, Matthew. The cost, 
through my third party payer, as with many people, was $3,500. 
Seven years ago, for a heathy delivery. 

My sister-in-law had a baby 2 months later, same hospital, same 
doctor, only they didn’t have insurance so they paid cash, $1,500. 
You cannot tell me that we are not going to see a cut, a reduction 
in our costs, by cutting out needless bureaucracy and paperwork. 

Let’s talk about the need, though, for a Federal tax incentive. I 
was successful in getting a State law passed in Arizona. I believe 
we are one of seven States now that provide State tax benefits for 
medical savings accounts, but it is not even close to the whole en- 
chilada. 

I think we understand that in order to really give people the in- 
centives toward medical savings accounts, we have to have a level 
playingfield with other kinds of medical insurance and give the 
same t 3 T>es of tax preference to medical savings accounts we do to 
other kinds of coverage. 

Several companies have found when they went onto MSAs they 
have cut their costs without the Federal tax deduction, and the Ar- 
cher bill will expand this greatly. Almost 90 percent of Americans 
spend less than $3,000 a year on their health care expenses. 

I also feel, personally, that medical savings accounts would be a 
great step in helping us to resolve the crisis with our Medicare sys- 
tem. I tlfink that Federal employees should be able to put their 
government contribution toward a catastrophic plan with an MSA. 
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And I would love to come back and talk about that at some other 
time. 

I do believe that individuals can make these decisions. They will 
make good decisions for their families if we simply level the 
playin^eld and give the same kind of preference as we do to other 
types of care. 

Thank you, Mr. Chairman. 

[The prepared statement follows;] 
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Written Statement of Rep. Matt Salmon before the Health 
Subcommittee of the Ways and Means Committee 

June 27, 1995 


As a proud cosponsor of Chairman Archer’s Family Medical Savings and Investment Act 
of 1 995, H.R. 1818,1 appreciate the opportunity to testify before this subcommittee. The Ways 
and Means Committee, and this Health Subcommittee, should be commended for investigating 
Medical Savings Accounts (MSA’s), and Chairman Archer and his staff deserve our thanks for 
their persistence in advocating Medical Savings Accounts. 

Last year I stood beside Arizona Governor Fife Symington as he signed our state’s 
Medical Savings Account Act into law. I had introduced the bill in the State Senate because my 
examination of MSA’s led me to conclude that they could improve considerably our health care 
delivery and insurance systems for millions of people in Arizona and across America. But I also 
recognized at that time that no state or stales, and no employer or employers, could unleash the 
lull promise of MSA’s without changes in federal law. Thus, I promised I would take my fight 
for MSA’s to Congress; and, needless to say, I have been extremely encouraged to find that 
many others have been fighting, and continue to fight, for the same goals. 

What we are fighting for is to put MSA’s on a level playing field with other forms of 
insurance, be they HMO’s or fee-for-service plarts. We are not attempting to mandate MSA’s on 
anyone, but rather to offer Americans an addiUottal option. 

As you will hear throughout today's hearing, a high-deductible catastrophic insurance 
plan, combined with a Medical Savings Account, can empower patients to redOce their own 
health care expenditures. Health care costs will fall as the persons receiving medical care are put 
in charge of shopping for fairer rates and negotiating their own expenses. This will particularly 
be true in the case of MSA’s because participants who are successful will be able to keep their 
savings . 

The federal tax deduction envisioned in the Archer bill will make MSA's attractive. 
Currently, some employers provide MSA’s for their employees, even though MSA’s do not 
enjoy the federal tax deduction that traditional employer-provided health insurance receives. 
Once the playing field is leveled, as with the Archer bill, the cost-cutting potential of MSA’s will 
fully flourish, and the empowerment it provides to employees will quickly make MSA’s a 
popular choice for many Americans. 

By giving MSA’s the tax incentives that other types of health insurance currently receive, 
we will reverse the upward spirals in health care costs. In feet, I believe MSA’s ate part of the 
answer to how we can preserve and protect our Medicate system; and I would love to see MSA’s 
made available to federal workers, as a first step towards providing this option to all Americans. 

1 intend to push these ideas through legislation currently being drafted, and 1 hope you would 
invite me back to talk about them at a later date. 

Thank you again for holding this hearing, and I urge you to support Chairman Archer’s 
fine MSA bill. Our constituents will benefit fiom its prompt passage. Thank you very much. 
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Chairman THOMAS. Thank you very much. 

And our friend from Iowa, Hon. Dr. Ganske. 

STATEMENT OF HON. GREG GANSKE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IOWA 

Mr. Ganske. Thank you, Mr. Chairman. And I want to applaud 
the Chairman of the Full Committee, Chairman Archer, and Mr. 
Jacobs for their leadership in this area. I have had the opportunity 
to discuss MSAs with Chairman Archer on several occasions and 
his insights have proven very valuable to me and I am sure will 
help guide this Congress. 

I want to look at MSAs from a little different angle. I may be 
the only Congressman who has actually practiced medicine under 
a free market. 

Prior to becoming a Congressman last November, I was a plastic 
surgeon and I know from personal experience that when the 
consumer pays the bill, medical costs are controlled. While about 
90 percent of my practice was reconstructive, some of my practice 
was cosmetic surgery. I can assure you that when the patient 
spends his own money, the free market can work to hold down 
medical costs. 

Before most patients ever crossed my doorway, they had phoned 
every other plastic surgeon within a 50-mile radius to find out 
what the tot^ cost of their package would be. Consequently, medi- 
cal inflation in this field has been virtually zero for the last decade. 

All of my patients had questions about options, outcomes, and 
risks, but unlike my reconstructive patients, those who came to me 
for cosmetic procedures were also concerned about price because 
nobody else, the government or insurance compemy, was paying for 
their treatment. So they were very much aware of the financial as- 
pects. There lies the basic reason that health care costs have risen 
far above regular inflation. 

There is a fundamental disconnect in our country between the 
payor and the patient. When somebody else is perceived as the 
payor, the goods and services are perceived as being free and de- 
mand explodes and the patient does not care what it costs. The rec- 
ognition of the “it is free syndrome” is why even managed care is 
moving to higher deductible policies. 

The problem with higher deductible policies is that preventive 
care may be avoided leading to more serious and expensive health 
care costs later on. That is why a mechanism is needed that pro- 
vides an individual with the ability to pay the deductible for pre- 
ventive and necessary care and, at the same time, provides them 
with a carrot not to overutilize the services. That is why I am very 
hopeful that Congress will enact legislation to allow for the tax free 
funding of medical savings accounts, because it is MSAs that pro- 
vide the mechanism to cover that high deductible while, at the 
same time, making the patient cost conscious. 

Critics of savings accounts will claim that health care has be- 
come so complex that patients just are not capable of making qual- 
ity or cost-conscious decisions about their treatment. I would say 
it is the current system of third party payment and not the com- 
plexity of medicine that has created these incentives. 
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In my medical practice, patients who spent their own dollars on 
sometimes very complex procedures were quite knowledgeable 
about the quality issues in addition to the cost. 

My own sister has a child with Down’s syndrome. She has taken 
over the health care of that child. She is very knowledgeable about 
Down’s syndrome and works very closely with her pediatrician. 
Where there is an interest, there will be knowledge. 

Health care consumers can, and do, make wise decisions. By set- 
ting up MSAs as an option for Americans, this Committee will take 
a giant step toward eliminating overutilization of health care serv- 
ices. I look forward to working with this Committee on this prob- 
lem. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF HON. GREG GANSKE, 

A REPRESENTATIVE IN CONGRESS FROM THE STATE OF IOWA 


Mr. Chairman, thank you for holding this important 
hearing and for allowing me to testify. 

I first want to applaud the Chairman of the Full Committee, 
Mr. Archer, for his leadership in this area. I have had the 
opportunity to discuss Medical Savings Accounts with him on 
several occasions. His insights have proven valuable to me and 
I am sure will help guide this Congress. 

As a plastic surgeon prior to becoming a Congressman last 
November, I know from personal experience that when 
consumers pay the bill, medical costs are controlled. While 
most of my practice was reconstructive and paid for by third 
party payers, I also did some cosmetic surgery. I can assure you 
that when patients spend their own money, the free market can 
work to hold down medical costs. Before most patients ever 
walked into my office, they had probably called every other 
plastic surgeon within fifty miles of Des Moines. They shopped 
for the best package price which included all their expenses and 
also considered the quality of each doctor they called. 

All of my patients had many questions about options, 
outcomes, and risks. But unlike my reconstructive patients, 
those who came to me for cosmetic procedures were also very 
concerned about price. Because no one else (the government or 
an insurance company) was paying for their treatment, financial 
aspects of one treatment option versus another were of much 
greater concern to them. 

And that is the basic reason that health care costs have 
risen far faster than inflation. There is a fundamental disconnect 
between the payor and the patient. When somebody else is 
perceived as the payor, the goods and services are perceived as 
being free and demand explodes and the patient doesn't care 
what it costs. 
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Recognition of the "it's free syndrome" is why even 
managed care is moving to higher deductible policies. The 
problem with high deductible policies is that preventive care 
may be avoided leading to more serious, and expensive, health 
care needs later on. Therefore, a mechanism is needed that 
provides an individual with the ability to pay the deductible for 
preventative or necessary care and at the same time provides 
him with a carrot not to over-utilize services. 

Accordingly, Congress must enact legislation to allow for 
funding of Medical Savings Accounts (MSAs) with pre-tax 
dollars by employers or employees, or both. People should be 
able to select an insurance policy with a high deductible and 
lower premiums, placing the savings in an MSA for routine 
medical expenses. Individuals holding down their health care 
costs are rewarded by keeping unspent balances in the MSA. 
Those funds can continue to grow, eventually funding long-term 
care insurance or a Medicare MSA for retirees. 

Critics of MSAs will claim that health care has become so 
complex that consumers aren't capable of making quality and 
cost-conscious decisions about their treatment. It is the current 
system of third-party payment, and not the complexity of 
medicine, which has created disincentives for consumers to 
become knowledgeable. In my medical practice, patients 
spending their own dollars were very responsible in learning 
about the costs and benefits of each procedure. My sister has 
taken charge of the care of my nephew with Down's Syndrome, 
developing a keen understanding of the treatments which are 
worth the cost, and those that are not. These anecdotal findings 
are confirmed in scientific studies such as the one performed by 
the RAND Corporation. They found that individuals with 
higher deductibles were as healthy as those with lower 
deductibles, but were smarter consumers and avoided 
unnecessary services. 

Health care consumers can, and do, make wise decisions 
when they have a financial incentive to do so. By setting up 
MSAs as an option for more Americans, this Committee will 
take a giant step in the effort to eliminate over-utilization of 
health care services. 
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Other critics of MSAs contend that MSAs will be chosen 
by the healthy and that this adverse selection would drive up the 
cost of other types of insurance. One could make exactly the 
same argument about managed care, or for that matter, the 
marketing and pricing strategies of "traditional" insurance. In 
practice, the potential of adverse selection for MSAs does not 
seem to be a problem for those companies already using non-tax 

deferred accounts. 

It is clear that if this country is going to reduce its health 
care inflationary spiral, someone is going to control the 
spending. Government bureaucrats have been racheting the 
tourniquet for the past decade, and managed care gatekeepers 
are increasingly making those decisions in the private sector. 

The question is not whether choices are going to be made. The 
simple fact is that they will and nothing that this Congress does 
can change that. But we can address the question as to who 
makes those choices. Congress should enact Medical Savings 
Account legislation for individuals and retirees, encouraging 
health care consumers to be just as knowledgeable and cost- 
conscious as my patients were. . . and to make those choices for 
themselves. 

Thank you again, Mr. Chairman, for the opportunity to 
submit these remarks. I look forward to working with you and 
the Members of the Committee to see that the goal of Medical 
Savings Accounts becomes a reality. 
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Chairman THOMAS. And now it is our privilege to hear from the 
Chairman of the Ways and Means Committee, the gentleman from 
Texas, the sponsor of H.R. 1818, Chairman Archer. 

STATEMENT OF HON. BHX ARCHER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 

Chairman Archer. Thank you, Mr. Chairman. It is rare that the 
Chairman of the Full Committee testifies before a Subcommittee, 
but this is, in my opinion, a very rare proposal, an extremely im- 
portant proposal. 

As we move into the Byzantine halls of health policy and seek 
reform to strike at the flaws in the system, we should recognize the 
great strengths of the system, too. And I applaud the Members and 
the Chairman of the Subcommittee for their work in trying to im- 
prove on a very good system by world standards. 

We know that people want more personal choice and control over 
their health care spending, and the bill before you today, H.R. 
1818, the Family Medical Savings and Investment Act, does just 
that. And I am pleased that my colleague and my longtime friend, 
Andy Jacobs, has joined me in developing this proposal. We have 
been working on this for at least 3 years now, having introduced 
it some time back, and I believe we have continued to improve it 
as we have gone along. 

It will work for Texans and Hoosiers, for Californians, and Vir- 
ginians because it increases personal choice and personal respon- 
sibility for their health care spending. It provides American fami- 
lies with an opportunity not only to determine what health services 
they need, but also to do their part to put a lid on health care 
costs, costs that have continued to skyrocket due to overutilization 
and lack of accountability. 

H.R. 1818 allows individuals who are covered by catastrophic 
health plans to maintain a personal medical savings account to as- 
sist in paying out-of-pocket expenses. And within limits, the con- 
tributions are excludable from gross income if made by the em- 
ployer and deductible if made by the individual. 

It allows families to have freedom to go to any doctor, hospital, 
or drug store they prefer. Families have control of how their health 
care dollars are spent. If they find themselves facing health care 
costs when they are unemployed or during retirement, the reserves 
accumulated in their medical savings account balances can be used 
to meet those needs. 

And it is truly portable. You can take your medical savings ac- 
count with you if you change jobs or retire. Paperwork is reduced. 
Expenses are simply paid out of the MSA. Premium increases in 
the catastrophic plan are lower because the premium base, with 
the high-deductible policy, is lower. 

Americans with conventional health insurance have few incen- 
tives to buy services carefully. I believe this bill puts consumers in 
the loop and provides the American family with a valuable tool to 
use to help make the family paycheck stretch further; Freedom, 
choice, personal responsibility, and savings. Those are the hall- 
marks of the Family Medical Savings and Investment Act, H.R. 
1818. 
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And I thank you for these hearings, Mr. Chairman. I look for- 
ward to working with you in developing what I believe will be a 
very constructive approach to health policy. 

[The prepared statement follows;] 
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Mr. Chairman and members of the Subcommittee, I appreciate the opportunity 
to be here today to discuss an issue that is important to all of us. 


Less than a year ago, the American people dismissed a plan to create a new 
government run health care system. 


The people spoke and we listened. 


Today as we begin to undertake health care reform that is carefully targeted 
towards identified problems, we recognize that people want more personal choice and 
control over their health care spending. The bill before you today (H.R. 1818), the 
Family Medical Savings and Investment Act, does Just that. I’m pleased that my 
colleague and friend - Andy Jacobs — joined me in developing this proposal - one that 
we believe will work. It will work for Texans and Hoosiers - for Californians and 
Virginians. It increases personal choice and personal responsibility for their health care 
spending. 


This bill provides American families with an opportunity not only to determine 
what health services they need, but also to do their part to help put a lid on health care 
costs " costs that have continued to sky-rocket due to over-utilization and lack of 
accountability. 


H.R. 1818 allows individuals who are covered by a catastrophic health plan to 
maintain a medical savings account to assist in paying for out-of-pocket expenses. 

Within limits, contributions would be excludable from gross income if made by 
the employer -- and deductible if made by the individual. 

In general, the amount of the individual or employer contributions that could be 
deducted or excluded for a taxable year would be the lesser of the deductible under the 
catastrophic plan or the 32,500 if the MSA covers only the individual. The deduction 
would be $5,000 if the MSA covers the individual and the spouse or a dependent of the 
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individual. Withdrawal from an MSA would be excludable from income if used for 
medical expenses for the individual and his or her spouse or dependents. 

The bill allows families to have the freedom to go to any doctor, hospital or 
drugstore they would like. Families have control of how their health care dollars are 
spent. If they fmd themselves facing health care costs when they are unemployed or 
during retirement, the reserves accumulated in their medical savings account balances 
can be used to meet those needs. 

It is truly portable. You can take your medical savings account with you if you 
change jobs or retire. Paperwork is reduced — ejqpenses are simply paid out of the 
MSA. Premium increases on the catastrophic plan are lower because the premium base 
with a high deductible policy is lower. 

Americans with conventional health insurance have few incentives to buy medical 
services carefully. 

I believe that this bill puts consumers in the loop and provides the American 
family with a valuable tool to use to help make the family paycheck stretch further. 

Thank you again for this opportunity to appear before your Subcommittee. I’ll be 
glad to respond to any questions Ae Membos may have. 
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Chairman Thomas. I thank the Chairman for his testimony. 

I thank all the Members for their testimony. 

Are there any Members who wish to inquire of the Members? 
The gentleman from Nevada. 

Mr. Ensign. Thank you, Mr. Chairman. 

One of the points that was brought out by you, Mr. Salmon, was 
the administrative costs. I do not think that that can be 
downplayed at all, because every hearing we have on health care 
somebody brings up administrative costs and the bureaucracies 
that are set up in the private sector as well as the public sector. 
Because one of the criticisms that we always hear people that criti- 
cize Medicare and Medicaid and the whole Feder^ bureaucracy is 
that they respond by sajdng that we have this huge bureaucracy 
in the private sector. I think that is one place that medical savings 
accounts will help address, is the huge costs that we have in both 
the public and the private sector. 

Chairman Archer, could you please address — ^how potentially this 
could be applied after somebody has been in the system for years, 
when they get older? Because one of the problems we have now is 
in long-term care for the elderly. How could this be applied if some- 
body has been in it for 20 years and now they have a medical sav- 
ings account built up versus the system we have now? 

Chairman Archer. Well, each individual that was able to accu- 
mulate any savings, and, obviously, not every individual could do 
so, but I think most would, will then have access to that later on 
in life, which would be very helpful to offset some of the additional 
expenses that come later in life. 

We also are in the process of trying to develop, in fact we will 
develop, a medical savings account for retired persons, for senior 
citizens. It will have to be somewhat different than this, but I 
think it should be an option for Medicare enrollees also, should 
they elect to use it. 

Mr. Ensign. Themk you. 

Dr. Ganske, you mentioned that you were one of the only doctors, 
well, maybe a different profession, but certainly I experienced the 
same things in veterinary medicine that you experienced with your 
elective plastic surgery. 

Can you address, because this was something I experienced, the 
communication between the doctor and the patient, when you are 
having to educate them on the cost as well as everything else in 
that elective part of your practice. One of the things you hear 
about, is that we have lost the doctor-patient relationslup that used 
to exist. 

Mr. Ganske. Well, I think that a question concerning the pa- 
tient’s ability to be a wise consumer is going to relate to the kind 
of access they have to information that would allow them to com- 
parison shop. And there are mechanisms and agencies we will de- 
velop that will allow a person not just to phone other surgeons or 
physicians in the medic^ area, but to get a comparisons. 

Insurance companies have already developed a lot of data on 
comparison costs in the medical area. We already have RBRVS 
data and it would be very simple for a practitioner to simply cal- 
culate a conversion factor, for instance, on relative value standards 
for data that we already have on specific types of services that you 
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could give. That would then give a consumer a reasonable way of 
shopping in an informed way. 

Mr. Ensign. Th ank you. Dr. Ganske. 

Mr. Salmon, what was your experience after this bill was passed 
in Arizona? Obviously, there is not as much incentive on the State 
level as there is from the Federal level, but, still, what was the ex- 
perience from some of the companies? 

Mr. Salmon. Their experience was a lot of the insurance provid- 
ers, the traditional insurance providers of days of yore, actually 
went to medical savings accounts coupled with catastrophic care 
policies and it opened up a whole new market. 

As far as companies that have offered medical savings accounts — 
I have heard it said there is no proof that they are going to work — 
virtually every case study of every company that has offered medi- 
cal savings accounts has shown that health care inflation has been 
far less, with those companies than it has with traditional compa- 
nies offering PPO and HMO coverage. 

Mr. Ensign. Thank you. 

And I would like to thank the Chairman also for holding these 
Committee hearings. I think that medical savings accounts are not 
going to be a panacea for our health care concerns, but they are 
certainly one of the answers to reforming our health care system. 
Thank you. 

Chairman Thomas. I thank the gentleman for his questions. The 
gentleman from Maryland. 

Mr. Cardin. Thank you, Mr. Chairman. 

Let me thank all of our colleagues for their contributions to our 
work here in this Committee. I very much appreciate your testi- 
mony and your interest in health care issues. 

I come to this issue from a similar perspective to you. The cur- 
rent Tax Code discriminates against medical savings accounts. An 
employer under our current Tax Code can set up a self-insured 
plan — which may be the most inefficient plan imaginable yet the 
Tax Code gives full tax preference to that type of plan. But, that 
employer cannot set up a medical savings account and get the same 
type of tax advantage. So I think we must, at least initially, re- 
move that discriminatory practice which is currently in our Tax 
Code. 

I worked with my friend Mr. Jacobs last year and Mr. Thomas 
to include the MSA provisions in the bill that we moved through 
this Committee last year, in the context of comprehensive health 
care reform. While we eue not going to get comprehensive health 
care reform, that is clear, I think we need to work on a bill that 
will remove the discriminatory provisions and allow employers to 
have this option available to their employees with the same tax in- 
centives as traditional insurance, and I look forward to working 
with my colleagues. 

I do think, though, that we should look at the issue of risk selec- 
tion; we should look at the administrative savings that we would 
like to be able to achieve; we should look at providing proper infor- 
mation to the consumer to make an intelligent choice and encour- 
age preventive health care. These are issues that have been 
brought up that I hope that in our deliberations, as we move for- 
ward on legislation, that we listen to the concerns that have been 
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raised and, hopefully, develop an MSA bill that will be the best for 
all parties involved. I look forward to working with my colleagues 
in that regard, and I thank you for your testimony. 

Chairman THOMAS. Thank the gentleman from Maryland. The 
gentleman from Texas. 

Mr. Johnson. Thank you, Mr. Chairman. 

Chairman Archer, I wonder if you could explain, maybe for the 
record, why we want a penalty tax included on withdrawals one 
and two. Is there any ultimate limit on what a savings plan can 
accrue? 

Chairman Archer. We felt that if this savings account was going 
to be protected to be used for medical needs, that simply being able 
to withdraw at will was not a desirable thing to have. 

We believe that it is very important that people should be en- 
couraged to save and be able to accept personal responsibility to 
the greatest degree possible, and, therefore, we feel that it is appro- 
priate to have a penalty for withdrawal for unauthorized purposes. 

There is no limit to how much can be accumulated in the medical 
savings account. 

Mr. Johnson. So over a 10-year period, it could go as high as 
$20,000 to $30,000 if they wanted to? 

Chairman Archer. If you were fortunate to do a lot of good pre- 
ventive maintenance and keep yourself in good shape, eat right and 
take care of yourself. 

Mr. Johnson. Or found a good doctor like Ganske. Thank you, 
sir. I appreciate it. Thank you, Mr. Chairman. 

Chairman Thomas. Thank you very much. 

The gentleman from California, Mr. Stark. 

Mr. Stark. Well, as I say, I want to thank the panel. I think that 
there is evidence for a great deal of belief in free enterprise and 
thrift and shopping for medical care, and I only wish that that 
were sufficient to deal with the problem of the uninsured and the 
rising cost of medical care. 

Unfortunately, the Joint Committee, in analyzing this, says it is 
assumed that this proposal would have a limited effect on the self- 
employed who currently do not have insurance; for individuals 
without insurance it would have a limited effect; for the low-income 
insured it would increase the tax benefits available to those indi- 
viduals, but they are assumed to be insufficient to induce low-in- 
come individuals to purchase health care coverage. It does say, 
however, the bill for high-income uninsureds could provide an in- 
centive to some high-income individuals who were perhaps volun- 
tarily uninsured. 

So, it does sound like it is a good bill for the rich who can use 
the tax deduction but will not do much, if anything, for 40 odd mil- 
lion Americans without health care coverage or for those who are 
attempting to have insurance in their own business. For the small 
business person who cannot get insurance, and for the low-income 
individuals in our country, it does not do much. For the high-in- 
come folks, it does let them buildup a tax exempt savings account 
with which they may have happier retirement years. 

I look forward to the rest of the witnesses and appreciate our col- 
leagues’ contributions today. Thank you, Mr. Chairman. 

Chairman Thomas. Gentlewoman from Connecticut. 
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Mrs. Johnson of Connecticut. Chairman Archer, to clarify on 
the record, what kinds of expenses would be deductible under a 
medical savings account approach? 

Chairman Archer. The normal medical expenses, which I be- 
lieve that we have already clarified under the ciurent law. 

Mrs. Johnson of Connecticut. It is impressive that the medi- 
cal savings account allows deductions for a lot more medical ex- 
penses than most insurance policies allow. You can deduct the cost 
of glasses, for example. The definition is in the Code. It defines the 
medical expenses that you can deduct over and above 7.5 percent 
of income. 

But it will allow families to deduct prescription medications. It 
will not depend on whether you have a policy that covers prescrip- 
tions. It will allow you to deduct prescription medications, and I 
think dental visits, and vision care. So, it allows a far more com- 
prehensive approach in support of health care benefits than any in- 
dividual insurance plan, and I want to make that really clear on 
the record, because it provides an option that nothing else in the 
market provides. 

I do want to commend my colleague, Mr. Roberts, because there 
are areas of the country in which managed care is not going to be 
the right answer. There are areas of the country where fee-for-serv- 
ice medicine is going to be the right answer. And as Mr. Ganske 
pointed out, fee-for-service medicine is perfectly capable of control- 
ling costs if the incentives are right. This is the only legislative pro- 
posal out there that is going to assure that America will have the 
kind of high quality health care system that is appropriate in each 
area. 

I do think this will mean that modernization of fee-for-service 
medicine will take place and it will survive in those areas where 
it ought to, and a family will have far more choices under this op- 
tion than they have under any offer in the market now. 

That is why it is such an important proposal, and I appreciate 
your work on it. I appreciate the depth of experience of this panel. 
We have never had a panel before us on this issue where there has 
been such depth of experience. This is a mature proposal in a way 
that it was not a few years ago, and I look forward to working with 
you to pass it and provide for the American people the same kind 
of choice that this week we are going to provide for seniors in 
America through Medicare Select. 

Chairman THOMAS. I thank the gentlelady. If there are no other 
questions, I will thank the panel very much 

Mr. Jacobs. Mr. Chairman, could I make one observation for the 
record, take 30 seconds? 

Chairman Thomas. The gentleman from Indiana. 

Mr. Jacobs. The old saying is that a rising tide lifts all boats. 
And the question has been raised about how in the world would 
this proposal help people who do not have insurance, people who 
are on Medicare, people who are not employed, self or otherwise? 

And the answer is that a falhng tide lowers all prices, if you 
think about it. If you have millions of people in this country em- 
ployed, exercising discretion and prudence in shopping, the prices 
do not simply fall for them, they fall for the entire economy and 
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thereby inure to the benefit of the Medicare Program and the Med- 
icaid Program and the unemployed generally. 

Chairman Thomas. If you will hang on for just a moment, I be- 
lieve the spirit has moved the gentleman from Washington. 

Mr. McDermott. Mr. Chairman, thank you. I just wanted to ask 
a question. Many of the people on the panel are advocates of chang- 
ing the tax structure to some kind of flat tax or something. Can 
you tell me how this would work in relationship to a flat tax sys- 
tem? 

Chairman Archer. With a flat tax, you would still have — ^you 
would still have, I assume, although I do not know what flat tax 
proposal you are looking at, it is one thing to talk about a flat tax, 
it is another thing to analyze all of the details of it, but it is very 
possible that it could still have the same tax deductibility con- 
sequences under a flat tax, depending on how it is arranged. 

If you go to taxing goods and services, which I would like to do, 
then you do not have to worry about tax deductions for anything 
because you are not taxing income in any way, shape, or form. So, 
there is no need to be concerned about how the income tax law will 
apply to these sorts of programs. 

Mr. McDermott. So, you are really saying that you think that 
under a flat tax you would still have tax deductibility of health in- 
surance. 

Chairman Archer. Depending on — I am not the advocate of the 
flat tax in this Congress, but depending on the actual formulation 
of the flat tax, it is very possible that you could. 

Mr. McDermott. Thank you, Mr. Chairman. 

Chairman Thomas. Thank you. Once again, I want to thank the 
panel. 

The Chair would request that the next panel consisting of Mr. 
Hustead, Mr. Hendee, and Mr. Goodman please come forward. The 
Chair would inform each of the members if you have a written 
statement it will be made a part of the record without objection 
and you may proceed to inform the Subcommittee in any way you 
see fit in the time afforded to you. 

Mr. Hustead. 

STATEMENT OF EDWIN C. HUSTEAD, SENIOR VICE 

PRESIDENT, HAY/HUGGINS, ON BEHALF OF AMERICAN 

ACADEMY OF ACTUARIES MEDICAL SAVINGS ACCOUNT 

WORK GROUP 

Mr. Hustead. Thank you, Mr. Chairman. 

My name is Edwin Hustead. I am the chair of the American 
Academy of Actuaries’ work group on medical savings accounts and 
also a senior vice president with the Hay/Huggins actuarial con- 
sulting firm. 

We have prepared a general report on medical savings accounts, 
which was delivered in May and hopefully has been of some use, 
and are now proceeding to a report and a study specifically on H.R. 
1818 and other proposals. 

I think it is helpful, when you think in terms of a medical sav- 
ings account and a high-deductible deductible plan and their effect, 
to think of three steps in the process: First, there would be the ena- 
bling legislation, such as H.R. 1818; second, employers and insur- 
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ers would then redesign their programs and their benefits packages 
to take advantage of the option that would be offered by a high- 
deductible plan and an MSA; and, third, this offering would then 
be provided to the employees and the employees would choose the 
plan they want. 

To just talk briefly on those three steps, and our written testi- 
mony is there for the record, the legislation, to the extent that I 
have had a chance to look at it, seems well-designed to deal with 
the setting up and enabling legislation for a high-deductible MSA 
option for employers and insurers. It deals successfully with the 
problems we have pointed out, such as the interaction of two poli- 
cies for two family members. 

One technical issue that I would raise, at least in my reading of 
the bill, suggests that a family would have to meet a $3,600 de- 
ductible in order to be able to set up an MSA, whereas an individ- 
ual would only have to meet an $1,800 deductible. If I am reading 
that correctly, that means an individual in a family would have to 
meet more of an increase in deductible than an in^vidual in their 
own policy. You may want to look at that provision. 

Most of what would go on in a high-deductible/MSA introduction 
would deal with the employer response. Now, the assumption of the 
work group is that the employers would want to keep their health 
care costs constant, so the employers wUl then want to redesign 
their health plan to accommo^te high-deductible MSA options, 
and in our report we show what would nappen if an employer were 
to introduce a high-deductible plan. 

For example, if an employer were to go from a $200 deductible 
plan to a $2,000 deductible plan, they could save an average of 
$828 per person. That would be the amoimt they could put in a 
medical savings account and keep their costs constant. 

But there are two cautions, in reference to the employer design. 
First, if an employer were to keep other options in their program, 
then it is likely that the healthiest individuals would go to a high- 
deductible plan and the savings would be less than the fibres we 
show in our report. Second, if the employee who had a memcal sav- 
ings account were to consider that MSA as just another form of in- 
surance, then the cost savings could be lower than had been pre- 
dicted in our report. So, we would suggest to employers they view 
those two aspects. 

Another thing that employers will have to consider as they rede- 
sign their plans will be how to deal with current management ap- 
proaches, the health maintenance organizations, the point-of-serv- 
ice plans, and so forth. Employers have been very successful and 
done quite a bit with managed care organizations to control cost in 
recent years. Presumably, they will want to add to those savings 
that they have already achieved through introduction of a high-de- 
ductible plan. 

And finally, an employer or insurer is going to have quite a com- 
munication process, as they relate these plans to the individuals. 
Employers are used to having successful communication programs 
and we think that they can achieve that to teU employees what 
they really have and how these new plans work. 

As far as the result on the individuals, we show in the report, 
and I show in the testimony that, on average, individuals will gain 
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from this new system. There will be 25 percent of employees and 
individuals who do not meet the current deductible. If an employer 
gave them $700 or $800, that would be a net gain. There would be, 
as has been pointed out so far already, the employees and individ- 
uals with very high medical expenses with a net loss. In the exam- 
ple we give, the loss could be $1,200 per person per year with high 
medical expenses. We figure that about 8 percent of the employees 
would be in that category. 

As far as overall savings, if you take an average group and move 
them from a current fee-for-service nonmanaged plan to a high- 
deductible plan, administrative savings would be substantial. We 
figure about 20 percent of the administrative costs would be saved, 
claims costs would be saved. TTiere would be savings up to 10 per- 
cent of the total cost, again depending on how the individual 
viewed their MSA. 

Thank you very much. 

[The prepared statement and attachment follow.] 

[Medical Savings Accounts Cost Implications and Design Issues 
attachment is being held in the Subcommittee’s files.] 
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STATEMENT OF EDWIN C. HUSTEAD, 

HAY/HUGGINS, ON BEHALF OF 

AMERICAN ACADEMY OF ACTUARIES MEDICAL SAVINGS ACCOUNT WORK GROUP 


INTRODUCTION 

Thank you for the opportunity to address the subcomminee today on the subject of medical savings 
accounts (MSAs) and, specifically, on H.R. 1818, the ' Family Medical Savings and Investment Act 
of 1 995." I am Edwin Hustead, the chairperson of the American Academy of Actuaries’ Medical 
Savings Accounts Work Group and a Senior Vice President with the Hay/Huggins division of the 
Hay Group. I am a Member of the American Academy of Actuaries and a Fellow of the Society of 
Actuaries. 

Briefly, H.R. 1818 would enable employers and their individual employees to establish MSAs. The 
bill stipulates that the only insurance coverage required would be a catastrophic health insurance 
plan with a deductible of at least $ 1 ,800 a year. The employer or individual could contribute a given 
amount, on a tax-deferred basis, to the MSA. This amount could be no greater than the lesser of the 
deductible or $2,500 a year. 


MEDICAL SAVINGS ACCOUNTS 

An MSA is an individual medical account that employees can draw from to pay for their ongoing 
medical expenses. It is set up by an employer for an employee who is eligible for health insurance 
coverage, and funded by employer and/or employee contributions. The concept of MSAs has 
generated tremendous interest this year, largely because some believe that, if MSAs were to become 
popular, they would provide sufTiciently powerful incentives to covered individuals to motivate them 
to play a more active role in making responsible decisions on how their medical care dollars are 
spent. However, others are concerned that MSAs might neutralize the utilization controls already 
in place in managed care plans, and place an increased fuiancial burden on the very individuals who 
are most in need of health cate services. 

The Academy Medical Savings Accounts Work Group’s May 1995 report, "Medical Savings 
Accounts: Cost Implications and Design Issues,’’ presents actuarial analysis and commentary on the 
MSA concept. 


Employer Contributions for Health Care 

Table 1 shows the work group’s estimates of the ^proximate cost of insurance plans with various 
deductible and maximum out-of-pocket limits. If, for example, an employer were to replace a $200 
deductible plan with a $2,000 deductible plan, the premium for the average employee would 
decrease by $828. This illustration assumes that the $200 deductible plan would have a $1,000 
maximum limit on out-of-pocket expenses and that the $2,000 plan would have a $3,000 limit. It 
also assumes that the plan would cover a typical work force and that all employees would participate 
in the plan. 
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Table 1 

Cost of Different Copayment Designs- 

Individual Plan 

Deductible/ Maximum 


Reduction 

Oul-of-Pockel 

Premium 

from Baseline Premium 

Baseline 

$200/$1.000 

$2,699 

•0- 

$1,000/52.000 

2,176 

523 

$1,500/52.500 

1.996 

703 

$2,000/53.000 

1.871 

S28 

$3,000/54.000 

1.666 

1.033 

54,000/55.000 

1.501 

1,198 

$5,000/56,000 

1.369 

1,330 

Source: American Academy of Acluarics. Medical Savings Accounts: Cost Implications 

and Design Issues 

Public Policy MorM>grapn No 1 

. May 1995. 

Note: Relative cost of plans after consideration of induction, before consideration of the MSA. 


What causes this reduction in premium? Raising the deductibles and out-of-pocket limits reduces 
the portion of the bill paid for by insurance, inducing employees — now responsible for paying a 
larger share of their health care costs — to use less health care services. This effect, termed 
“induction” by the work group, may work so as to bring the consumer into the health care arena as 
an active payer. 

The work group assumes that employers will probably try to hold their health expenditures constant 
with the introduction of the MSA and high-deductible plan. The employer could keep the total 
health care expense at $2,699 per person by puning the $828 in premium savings into an MSA 
(Table 1 ). The total employer cost, $1,871 for the high-deductible plan and the $828 to the MSA, 
would equal the cost of the low-deductible plan costing $2,699. 


Factors Affecting Premium Savings 

There are at least two aspects of MSAs that could reduce the premium savings employers would 
otherwise enjoy by purchasing a less expensive high-deductible plan, and therefore, the amount that 
an employer would be willing to contribute to an MSA. First, if employees consider their MSA 
balance as little more than another form of insurance, then much of the savings from induction would 
be lost. Consider, for example, a $500 health care expense. The current low-deductible plan would 
pay $240 of the current cost, with the individual responsible for the remaining $260 of the $500 
expense (Figure 1). The MSA/high-deductible, in contrast, would pay none of the cost (Figure 1). 
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Figure 1 

$500 Health Care Bill 


M^A/Hiqh-nedurtihlft Plan 

Plan Pays S240 

Plan Pays SO 

ralniiahnns 


S500 cost 

• S?00 dediirtihJe 

= S300 


$300 

X minsiiranrp 

= Plan payment of S340 



Possibly, the S260 out-of-pocket expense of the employee enrolled in the low-deductible plan could 
encourage him/her to use less health care services. On the other hand, the employee with an MSA 
balance of at least $500, which he/she views simply as another form of insurance — not part of 
personal savings — may actually be encouraged to use more health care, because he/she would 
assume that their out-of-pocket expenditures had actually decreased by $260. 

Second, if an employer offers the MSA/high-deductible plan within a benefit program that includes 
other options for health insurance coverage, the healthiest people would tend to select the high- 
deductible plan; the less healthy people would most likely continue using the low-deductible plan. 
Since health care costs for the employees vvho opt for the high-deductible plan would be lower than 
average, the premium savings from moving to a high-deductible plan would also be lower than is 
shown in the Table 1 . 

Another factor that could affect how much money is actually saved is the interaction between the 
MSA/high-deductible plan and managed care. If H.R. 1818 were enacted, employers would need 
to review their health benefits programs to determine how to integrate the MSA option with their 
current benefit plans. One concern employers have mentioned is the interaction between an 
MSA/high-deductible plan and current managed care plans, such as health maintenance 
organizations. Employers have expended a great deal of effort in applying strict management to 
their health insurance programs to maximize savings, with recent trends in health premiums 
suggesting that much of this effort has been successful. Some of these savings could be lost if the 
MSA/high-deductible plan were to attract significant numbers of enrollees. 


Impact on Employees 

The work group’s analysis shows that, on average, employees would benefit financially from 
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enrollment in an MSA/high-deductible plan. However, employees with a large medical expense, 
such as $25,000. who are enrolled in an MSA/high-deductible plan would pay $2,000 more out-of- 
pocket for covered health expenses than the individuals covered under a low-deductible plan. The 
net loss to these employees, after application of the $828 MSA contribution, would be $1,172 
(Figure 2). The work group's analysis showed that approximately 8% of the insured population 
would face the full $1 . 1 72 increase in out-of-pocket expenses. 



Figure 2 



$25,000 Health Care Bill 


1 nw-nedudible Plan 

MRA/Hioh-nedurtiblfr Plan 

DiWerence Between Plans 

Enrollee pays S 1,000 

Enrollee pays $2,172 

Si. 172 


Calciilalinns 


$1 ,000 maximufn-out- 

S3.000 maximum-out.ol pocket limit 

S2,172 

of-pocket limit 

- $828 MSA mnlrihirtion 

■ si onn 


a $2,172 

a $1,172 


It is important to determine which health care expenses will be covered by the high-deductible plan 
and those that can be paid from the MSA. Employees could be permitted to spend their MSA ftinds 
on items not generally covered under the health plan. For example, an employee might spend $2,000 
for permitted MSA expenses that include $500 of services not allowable under the MSA/high- 
deductible plan. Having spent $2,000, an employee who had to be admitted to a hospital might 
presume that he was only responsible for 20% of remaining charges up to the $3,000 maximum out- 
of-pocket limit. However, the insurer would review the $2,000 in expenditures and determine that 
the employee would, in fact, have to pay the first $500 of the hospital bill before the insurance 
protection begins. 


Effect of Health Care Costs 

The work group’s analysis found that the replacement of a low-deductible fee-for-service plan with 
an MSA/high-deductible plan would result in lower health care expenditures for a typical group of 
employees. In addition, administrative expenses would decrease by approximately 20%. Health 
care costs for this typical group of employees would decrease by up to 10%, depending on the extent 
to which the employees considered the ftinds in the MSA to be personal savings, rather than 


insurance. 
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CONCLUSION 

The concerns noted above about the effects of H.R. 1818 emphasize that employers will need to give 
some thought to redesigning their overall health benefits programs to incorporate an MSA/high- 
deductible plan. This new kind of plan could be a valuable new option for employees. However, 
to integrate the new MS-AThigh-deduclible plan successfully, employers will need to design them 
carefully and get accurate estimates of their probable cost. In addition, employers will need to 
communicate effectively with their employees about how the new plan works. 

The work group has not yet completed its analysis of H R. 1818. One important point to note at this 
time, however, is that the S3.600 lower limit on the deductible for a family plan may be overly 
burdensome. Most employer plans currently provide a deductible per individual family 
member — often with a maximum on the total deductibles for a family. The individual deductible 
is usually the same as the deductible for a single*person plan. If the family plan requirement of 
$3,600 is read as a minimum expenditure that the family must meet, then the increase in out-of- 
pocket expenses will be much greater fora family than for an individual. 

The Academy work group is available to answer additional questions. 
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Issue Brief 

• i I- I . ^ \ ^ • \ , 


Medical Savings Accounts 

The efficacy of medical savings accounts will be determined, in large part, by their plan design. 
However, young and healthy employees could be big winners with an MSA. Depending upon plan 
design, approximately two-thirds of current workers would gain financially if employers combined 
MSAs with high-deductible plans. 

In an American Academy of Actuaries study, the 17 percent of employees who have no medical 
expenses reimbursed by their current health plan would have the highest gain — possibly more than 
$600 under an illustrative plan examined by the Academy. The 8 percent of employees who have high 
medical expenses would have the greatest loss — as much as $900 under the same plan. Administrative 
costs, which now account for approximately 15 percent of claims payments, also would be considerably 
lower under MSAs. 

This brief is based on the full report, ^Medical Savings Accounts: Cost Implications and Design 
Issues," which is available from the American Academy of Actuaries. 


1 . Introduction: What Is an MSA? 

A medical savings account (MSA), as envisioned in 
most current proposals, is an individual medical 
account that employees can draw from to pay medical 
expenses. It is set up by an employer for an employee 
who is eligible for health insurance coverage and is 
funded by employer and/or employee contributions. 

Funds in the MSA would be designated as the 
employee’s own money. Any portion of the hind 
that is not used to pay for current medical expenses 
can simply accumulate in the MSA. There it is 
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allowed to earn interest and will be available for any 
future medical expenses. 

Funds in an MSA usually would not be sufficient 
to cover the cost of major illness. So MSAs will 
almost always be combined with a health insurance 
plan that covers medical expenses above a fairly high 
deductible. 

Deductibles that have been discussed range from 
$1,000 to as high as $3,000. Above the deductible, 
the catastrophic insurance plan might also have 
some co-insurance, say 20% of all medical expenses 
up to $5,000. Amounts in the MSA could be used to 
pay expenses up to the deductible and copayments 
above the deductible, provided the MSA had suffi- 
cient ftjnds. 

As a general rule, MSA funds would come from 
annual tax-free contributions made by the employer 
to each employees account. Initially, the employer 
would probably contribute an amount equal to the 
difference between the per-employee cost of the 
high-deductible insurance and the per-employee 
cost of the employer’s lower-deductible plan. If the 
combined MSA/high-deduclible plan generated fur- 
ther future savings, the employer might or might not 
choose to pass the savings on to workers through 
higher MSA contributions. 

Because MSAs cannot be established under current 
law, there are many theories about how MSAs might 
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affect the U.S. health care system. Employers, 
employees, health care providers, and the IRS all 
would be affected. Determining their preferences is 
critical to predicting how MSAs would affect U.S. 
health care. 

2. Effect of the High Deductible 

The high-deductible component of the MSA/high- 
deductible coverage will have one very important 
feature. It will include copayments from the patient 
(such as deductibles or co-insurance) substantially 
higher than'those typical in today’s health insurance 
market. This could exert a potent effect on how 
MSA owners decide to spend their MSA funds. 

Available research indicates that the demand for 
traditional health care depends to a considerable 
extent on how much of a provider’s bill must be paid 
out of one’s own pocket. In 1978, when Ncwhouse 
et al. investigated the two extremes, total coverage 
and no coverage, individuals with full coverage of 
medical expenses made twice as many physician vis- 
its as those without coverage. 

Copayments exert two significant effects. Higher 
copayments cause a decrease in insured health care 
expenses because less of each medical bill is paid by 
the insurer. Also, having to pay more out of one’s 
own pocket discourages people from using health 
care services. 

How will employees think about their MSAs? If 
they think of them as little more than another type of 
insurance, then utiliiation might be much the same as 
with a typical low-deductible plan. In some cases, uti- 
lization might actually be greater. By contrast, if 
employees consider their MSAs to be personal savings 
accounts, utilization might be depressed to almost the 
same level as a high-deductible policy without an 
MSA. 

If workers look upon their MSA as savings, poten- 
tially countervailing motivations would arise. 
Having control of how health care dollars are spent, 
through an MSA, could make individuals smarter 
shoppers for medical care. 

On the other hand, insurers generally place limits 
on what they will reimburse. Without these limits, 
MSA funds will be available for more services than 
plans currently cover. In many proposals, all the ser- 
vices recognized by the IRS as legal for income-tax- 
deduction purposes are considered appropriate for 
MSA expenditures. Services for routine physicals, 
eyeglasses, psychological consultations, and cosmet- 
ic services are often excluded or limited. 
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Other plan design elements can also modify the 
cost-deterring impact of a high deductible. These 
include limitations on cost-sharing like out-of-pocket 
maximums. Also, provisions stipulating whether 
deductibles include or exclude certain kinds of services 
can alter the effect of the deductible. 

Further, the amount of new savings possible from 
adding a high deductible depends greatly on how 
much cost savings has already been achieved by the 
plan that preceded the new high-deductible plan. 
Perhaps the old plan, through tightly managed con- 
trol, such as in an HMO, has already eliminated most 
of the excess utilization. Then, the high deductible 
will likely not yield very much in further savings. 
Hospital costs, in particular, may not be susceptible 
to further savings. Data show that utilization has 
already dropped by 25% in the last 10 years. There 
will, however, be more room for savings in other 
areas such as drugs, outpatient care, and profession- 
al services. 

CoDclusion. The extent to which MSAs will gener- 
ate savings is far from certain. When consumers are 
offered only catastrophic coverage through high- 
deductible plans, health care spending falls. However, 
when MSAs which work so as to offset the high 
deductible are introduced, health care spending may 
or may not fall, depending on a number of factors. 
Spending could decrease if the law governing MSAs is 
well-conceived, if employers design their MSA options 
carefully, and if workers eventually view their MSAs as 
their own persona) savings. 

3. Tax Treatment of MSAs 


It will be critical, in promoting the widespread intro- 
duction of MSAs and ensuring that they are finan- 
cially sound, to establish a well-thought-out roster of 
tax regulations to foster these objectives. 

Under most MSA proposals, both contributions 
to MSAs and payments for health expenses from 
MSAs would come from before-tax monies. 
However, employees would have to pay taxes if they 
used their MSA funds for nonmedical purchases, in 
addition to a penalty if the money was taken out 
before some specified age. 

Right now, health care expenses paid by employers 
are fully tax deductible. Current proposals stipulate 
that all contributions to MSAs would be tax 
deductible as well. However, some specify that an 
employer’s total tax deduction for the new 
MSA/high-deductible plan would be limited to what 
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the employer pays in insurance premiums for the cur- 
rent health care plan. 

There are substantial differences among proposals 
concerning the tax treatment of the investment 
income that would accumulate on unspent MSA 
funds. Some proposals would tax the interest earn- 
ings on MSA account dollars. Others would allow 
investment earnings to accumulate tax free. . 

Proposals also differ in regard to how much 
money could accumulate in an MSA. And there are 
differences in what is specified as appropriate non- 
medical circumstances for making withdrawals from 
the MSAs. 

Conclusion. If either contributions to or medical 
withdrawals from MSAs were taxed, there would be 
no particular advantage to having one. Few employ- 
ees would want an MSA, and few employers would 
establish them. On the other hand, if there are no 
limits on pre-tax contributions and the tax-free 
buildup of funds, MSAs would lead to greater gov- 
ernment subsidization of health care and lost tax rev- 
enues. MSAs could then become a tax shelter for the 
well-to-do and a tax-free vehicle for special-purpose 
savings (e.g., down payments on first homes). The 
tax treatment of MSAs must be skillfully crafted to 
encourage their adoption, while discouraging their 
use as mere tax-planning devices. 


4. Administrative Expenses 

Currently, administrative expenses for all the insured 
plans in the United States average 1 5% of claims pay- 
ments. MSAs could reduce some of this expense. 
Employees would have direct access to the funds in 
their MSA account, so they would not need to file any 
claims. 

However, the administrative costs of the high- 
deductible comp>onent must be considered, too. With 
a standard (low) deductible plan, there are many low- 
cost claims. For these, administrative expenses repre- 
sent a high percentage of the claim payments. The Jow- 
cost claims are avoided with a high-deductible plan. 
But insurers will absorb considerable expense in man- 
aging the complex cases under the high-deductible 
plan. For example, a $2,100 claim with a $2,000 
deductible in place will be expensive to administer. 
The insured amount is only $100, but the entire $2,100 
of expenses must be verified as covered expenses. 

For the MSAs themselves, however, administrative 
costs will probably be much lower than with a stan- 
dard low-deductible plan. In fact, if MSAs arc not 


subject to expenses like premium taxes, sales com- 
missions, or extensive reporting for tax purposes, 
administrative expenses could be as low as 2%. 

Conclusioo. Administrative expenses, which now 
account for approximately 15% of claims payments, 
would be about the same for high-deductible 
replacement plans. There would be overall adminis- 
trative cost savings, however, because there would be 
fewer claims to process. The administrative expens- 
es for MSAs would be lower than the expenses for 
other types of health insurance. Thus, for a com- 
bined MSA/high-deductible plan, administrative 
costs will be less than the current 15%. 


5. Health Plan Options 

Adverse selection is one possible consequence of 
employers offering MSAs as one of a range of health 
coverage options for their employees. 

Roughly defined, adverse selection results when 
individuals attempt to figure out, and then opt for, 
the insurance coverage that provides them with the 
greatest financial benefit. Presented with a range of 
health plans, the healthier people would tend to pick 
the high-deductible, low-cost plan. The less healthy 
would usually choose a low-copayment plan. The 
effects of this selection process are increased premi- 
ums for the low-copayment plans and corresponding 
decreases in premiums for the high-deductible plans. 

But even more problematic is the case in which 
the MSA is offered alongside other plans whose fun- 
damental philosophy and design differ dramatically 
from that of the MSA — managed care plans. 

The current environment is built around a system 
of management controls and discounts. The extreme 
approach, traditional HMOs, combines both of 
these. Integrating the MSA concept into this envi- 
ronment presents significant problems. The goal of 
the government and employer should be to preserve 
the savings achieved by the current environment 
while offering the employee more influence in the 
purchase of health care. 

The simplest solution for employers would be to 
offer the managed care plan as a totally separate 
option. It would be possible, but difficult, to inte- 
grate managed care into the framework of the MSA 
itself. The latter approach would require a major 
restructuring of the copayment and reimbursement 
structure of the traditional HMO. State and federal 
law would have to be modified to permit HMOs to 
compete within this changed environment. 
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Conclusion. Employers, insurers, and providers 
have built a complex web of management controls 
and discounts that have already squeezed much of the 
savings out of the health care industry. Most of these 
programs offer several ways for the employee to opt 
out of the highly managed care but with control 
mechanisms that overcome the effect of adverse selec- 
tion. The major problem for employers and insurers 
will be to expand and restructure their programs to 
fold in an MSA/high deductible option without losing 
the savings already achieved by the current program. 

6. Effects on Health Care Costs 

To estimate what savings (or losses) might be antici- 
pated from the new MSA/high-deductible plans, 
three actuarial assumptions are needed. These are 
(1) the distribution of health care expenditures 
under current plans; (2) the change in utilization and 
cost that would ensue from the higher copayments of 
the high-deductible components; and (3) the extent 
to which the availability of an MSA fund would off- 
set the savings from high deductibles. 

The work group compiled the best available data 
on how health dollars are spent today. The group 
selected a range of factors used in predicting how 
much utilization and cost might decline when copay- 
ments increase. This information was employed to 
determine the consequences of substituting a new 
MSA/high-deductible plan for a fee-for-service plan 
that has little or no management of care. 

The new MSA’s effect could range, on average, from 
almost full offset of the expected dampening impact 
of a higher copayment to little impaa at all. The key 
is the employees’ perception of their MSAs. Do they 
think of their MSAs as their own personal savings 
which must be conserved for medical emergencies? 
Or do they view their MSA as merely additional insur- 
ance money to spend as they like on health care? It is 
this spectrum of differences in how employees would 
view their MSAs that requires the use of ranges in the 
estimates below. 

Bearing this in mind, we can anticipate the impact 
of increasing a deductible for an individual from 
$200 to $ 1 ,500. Co-insurance above the deductible is 
20%. Then, total expenditures for health care costs 
would decrease from $3,041 per employee to a range 
of $2,695 to $2,976. 


Also, the premium for the health plan would drop 
by a range of $585 to $690. Assuming that the 
employer holds constant how much it spends for its 
employees’ health care, this is the amount that the 
employer would pay into each employee’s MSA. 

The average worker's out-of-pocket expenditures 
would fall from $882 to a range of $536 to $817. 
However, the range of out-of-pocket charges for 
individual workers would be much greater. 

The largest average savings for the 17% of employ- 
ees who have no medical expenses reimbursed by their 
current health plan would be $574 to $676. This 
money would actually accrue for those workers, per- 
sonally, in their MSA accounts. 

At the other end of the spectrum, the largest cost 
increase would be experienced by the 8% of employ- 
ees who have high medical expenses. They could see 
an average increase in their cost ranging from $827 to 
$926. And an individual worker could have a much 
higher increase than the average. These are their 
incurred out-of-pocket expenses that would be added 
to the out-of-pocket expenses under their old plan, 
less the employer MSA contribution. 

These numbers are predicated on two assump- 
tions. First, all employees are covered by the MSA, so 
there is no adverse selection. Second, managed care 
in the current plan is minimal. Under this scenario, 
roughly iwo-ihirds of all employees would stand to 
gain financially by the introduction of MSAs. The 
other one-third would lose, because less of their high 
medical costs would be covered. 

Conclusion. It is reasonable to expect some sav- 
ings in health care expenses from the introduction of 
MSAs. However, that expectation is predicated on a 
favorable outcome with a long list of factors. Some 
of these factors will be within the control of the indi- 
vidual company (plan design features). But others 
(notably, tax treatment) are external to the company. 

Therefore, achieving the greatest possible savings 
via MSAs will require well-designed legislation. It 
will also rest upon careful planning on the part of 
those employers that decide to establish health care 
plans with MSAs. Finally, the savings will depend on 
the extent to which individuals believe they have 
some stake in spending their MSA dollars wisely, 
along with their ability to become more sophisticat- 
ed, cost-conscious health care shoppers. 
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Mr. Christensen [presiding], Mr. Hendee. 

STATEMENT OF PETER G. HENDEE, CONSULTING ACTUARY, 

ODELL & ASSOCIATES, INC^ WINSTON-SALEM, NORTH 

CAROLINA 

Mr. Hendee. Mr. Chairman, thank you for this opportunity to 
testify regarding the Family Medical Savings and Investment Act 
of 1995. 

My name is Peter Hendee. I am a member of the American Acad- 
emy of Actuaries and a Fellow of the Society of Actuaries. I am 
here as a consulting actuary who practices in the health care fi- 
nancing market. 

This bill will encourage the use of a promising health care fi- 
neuicing mechanism. It will eliminate the handicap imposed in the 
current tax law on health care savings by giving savings the same 
tax treatment now reserved for he^th care spending. This will 
make it practical for employers to provide medical savings accounts 
for their employees. 

Not only will medical savings accounts be put on a level 
playingfield with other mechanisms for employee health care, the 
bill also counters the current tax law’s bias against the self-em- 
ployed and individuals who purchase their own health insurance. 
These people will continue to be at a tax disadvantage for the cata- 
strophic portion of their health care financing, but their medical 
savings accounts will be treated on a consistent basis with em- 
ployer-provided health care. 

I would like to address a couple of provisions of the bill. The dis- 
tribution rules are reasonable and they are not too onerous. The 
taxes on distributions that are not used for health care are signifi- 
cant enough to encourage responsible behavior. But very impor- 
tantly, they are not excessive; the accountholder will feel that 
money is available for a nonhealth care need if it arises, and this 
is necessary for the accountholder to have an incentive to be a care- 
ful purchaser of health care. 

The bill also includes an automatic infiation adjustment for the 
minimum catastrophic deductible, and that will make sure that 
this critical plan feature receives the periodic attention it needs. It 
needs attention because over time the rising cost of medical care 
can make current deductibles less significant and that will weaken 
the individual’s incentive to control health care spending. 

One concern I have with the bill is that mandated insurance ben- 
efits, such as first dollar coverage for certain preventive services, 
are required by some States. As a result, in those States it may not 
be legal to issue health insurance coverage that meets the proposed 
definition of a catastrophic health plan. So, under this bill, citizens 
of those States could not buy a catastrophic policy and set up a 
medical savings account. 

I do have two possible solutions for your consideration. The first 
is to preempt the mandated benefit requirements, at least for cata- 
strophic products to be used with medical savings accounts. And an 
alternative is to expand the definition of “permitted coverage” in 
this bill to include those mandated benefits. 

Many States have enacted medical savings account legislation, 
many others are considering it, but the unfavorable Feder^ income 
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tax treatment is a forceful impediment to the widespread use of 
this popular free market health care reform. 

I am pleased to be here today to support the same tax treatment 
for health care savings as for health care spending, and I will be 
happy to take your questions. 

[The prepared statement follows:] 
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Mr. Chairman, thank you for this opportunity to testify regarding 
the Family Medical Savings and Investment Act of 1995 (H.R. 1818) . 

My name is Peter Hendee and I am a Member of the American Academy 
of Actuaries, a Fellow of the Society of Actuaries and a Fellow of 
the Conference of Consulting Actuaries. I am here as a consulting 
actuary who practices in the health care financing market. 

Enacting this bill into law will encourage the use of a promising 
health care financing mechanism. It will eliminate the handicap 
imposed by current tax law on health care saving by giving saving 
the same tax treatment now reserved for health care spending. This 
will make it practical for employers to provide these accounts for 
their employees. 

These accounts enable individuals to make their own health care 
purchasing decisions and to accumulate the funds that they do not 
spend. This makes the patient a buyer as well as a user of health 
care and provides an incentive to seek cost effective quality 
health care. It will restore free market characteristics to the 
provision of health care. 

Authority over health care spending is given to the patient instead 
of imposing third party controls on the patient. This reduces 
third party intrusion into the provider-patient relationship. 

Not only will medical savings accounts be put on a level playing 
field with other mechanisms for providing employee health care, the 
bill also counters the current tax law’s bias against the self- 
employed and individuals who purchase their own health insurance. 
Although these people will continue to be at a tax disadvantage for 
the catastrophic insurance portion of their health care financing, 
their medical savings accounts will be treated on a consistent 
basis with employer provided health care. They will not have to 
fund these accounts with after tax dollars. 

Distributions 

The proposed distribution rules are responsible but are not 
onerous. Taxes on distributions not used for health care are 
significant enough to encourage responsible behavior. Very 
importantly, they are not excessive; the account holder will feel 
the money is available for an important need. This is necessary 
for the account holder to have an incentive to be a careful 
purchaser of health care. 

Inflation 

This bill includes an automatic inflation adjustment for the 
minimum catastrophic deductible. This provision will make sure 
that this critical plan feature receives the periodic attention it 
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needs. 

As the cost of medical care rises, deductible levels that are 
catastrophic today will, over time, be reached by an increasing 
portion of individuals and families. Periodic updating of the 
deductible is necessary for the long term success of these plans. 
The catastrophic deductible must not be allowed to become 
irrelevant, such as a $50 deductible is today. If it becomes 
immaterial, then the individual's incentive to control health care 
spending is weakened. 


Administrative Expenses 

Filing and processing claims has a cost for patients, for health 
care providers, and for insurance companies. Small expenses, 
particularly for routine services, are better handled by the 
patient paying for them directly. 

The majority of people will not exceed their catastrophic 
deductible amount in a year. These people can pay for all of their 
health care directly. This eliminates the need to process detailed 
information on their health care spending. 


State Laws 

Mandated insurance benefits, such as first dollar coverage for 
certain preventive services, are required by some states. For 
example, Florida Insurance Law Section 627.6579 specifies a 
schedule of physician services for children that must be covered, 
exempt from any deductible, under all group insurance policies that 
provide expense-incurred family coverage. As a result of these 
laws, in some states it may not be legal to issue health insurance 
coverage that meets the proposed definition of a "catastrophic 
health plan." 

One possible solution is to preempt state mandated benefits, at 
least for catastrophic products to be used in conjunction with 
medical savings accounts. Another possible solution is to expand 
the definition of "permitted coverage" in H.R. 1818 to include 
mandated benefits. 

Conclusion 

Many states have enacted medical savings account legislation and 
many other states are considering such action. Unfavorable federal 
tax treatment, however, is a forceful impediment to widespread use 
of this increasingly popular free market health care reform. 

I am pleased to be here today to support the same tax treatment for 
health care saving and health care spending. I will be happy to 
take your questions. 
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Mr. Christensen. Thank you, Mr. Hendee. 

Dr. Goodman, the Committee would be pleased to hear your tes- 
timony. 

STATEMENT OF JOHN C. GOODMAN, PH.D., PRESmENT, 
NATIONAL CENTER FOR POLICY ANALYSIS 

Mr. Goodman. Thank you, Mr. Chairman. 

My name is John Goodman. I am president of the National Cen- 
ter for Policy Analysis. 

Mr. Chairman, I would like to begin by saying that I believe the 
traditional fee-for-service health insurance policies that we have, 
most of us have grown up with, cannot survive in the marketplace. 
A policy that allows you to see any doctor you want to see, select 
any test you want to have, while sending the bill to someone else, 
I think simply cannot, will not, be affordable for most Americans. 
Therefore, what is happening in the marketplace right now is that 
people are exercising one of two options. Either they are going into 
managed care programs where their choice of physician is re- 
stricted and where there are limits on the kinds of tests they can 
have access to, or, if they want to make many of those decisions 
for themselves, then they have to agree to manage some of their 
own health care dollars. 

Of course, one of the ways to allow them to manage their own 
health care dollars is through medical savings accounts. We pre- 
sented this option to our own employees and the answer was unan- 
imous, they opted for the medical savings account. This chart to my 
right shows how we designed it for the employees with families 
who work for the NCPA. 

We have a deductible for the families of $2,000, and we make a 
deposit to the medical savings account of $1,500. So, when our em- 
ployee is going to the medical marketplace, the first $1,500 they 
spend from their medical savings account. The next $500 they 
spend out-of-pocket, and when they reach the $2,000 deductible the 
plan covers all expenses above that. 

Now, if we can look at the next chart I think I can answer Mr. 
Stark’s question, at least for employees who work for us. In the 
left-hand column you see our previous year’s policy. 

Mr. Cardin. Excuse me, is this in our written material because 
I personally cannot see those numbers. Maybe I need new prescrip- 
tions. Can that be moved forward? 

Mr. Goodman. It is in the material. It is in my testimony, yes. 

Mr. Cardin. Thank you. 

Mr. Goodman. Last year, suppose we have an employee with a 
child who had cancer, and that family knows they will hit the max- 
imum on their deductible and copayment. 

Well, the deductible last year was $500 and we had a 20-percent 
copayment for another $1,000. With this sick child, that family 
would have spent $1,500 in out-of-pocket expenses. 'This year, for 
no extra cost to us, by the way, we moved to the medical savings 
account plan, and now as you can see, the most this family will pay 
out-of-pocket is $500. So, for the family with the sick child, it is as 
though the switch of plans resulted in a $1,000 raise for that fam- 
ily. We have reduced by $1,000 the cost to them of medical care for 
that child. 
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Now, not all employers may choose to design their plan the way 
that we have, but of the plans I have looked at in the marketplace, 
most of them have this type of design. In other words, if you look 
carefully at choices people are exercising, you will find that in most 
cases sick people gain by choosing the medical savings account al- 
ternative. 

I would also like to address one other criticism that has been 
made this morning, and that is the idea that medical savings ac- 
counts interfere with managed care. The fact of the matter is they 
really do not. At the NCPA, we have to decide when our employees 
have actually met the $2,000 deductible before the plan starts pay- 
ing for all medical expenses. As it turns out, we count all of their 
expenses as long as they stay in a network that has been selected 
for us by the insurer. If the employees go outside the network, 
which they can, then we only pay 75 percent of the usual and cus- 
tomary fees. 

What we have is essentially a network, a point-of-service plan 
that is very common in managed care plans around the country, 
but we also have a medical savings account. What we have done 
is we have integrated the medical savings account with managed 
care. We think, in this way, we get the advantages of both. 

The problem, Mr. Chairman, that several others have pointed out 
this morning, is the tax law. TTie tax law discriminates against this 
kind of plan. It subsidizes other kinds of plans. What we ask for 
is a level playingfield. Let us let the market decide what the right 
kind of plan is. Let us not do so legislatively. 

Thank you. 

[The prepared statement follows:] 
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Medical Savings Accounts 
and the Future of Health Care 


John C. Goodman, Ph.D. 

President, National Center for Policy Analysis 

The traditional, fee-for-service health insurance policy — that lets people choose 
their own doctor or select any diagnostic test and send t^ biU to someone else — is being 
priced out of the market. Most people can no longer alford it. As a result, most people 
will have to settle for one of two options: (1) either they will enroll in a health maintenance 
organization (HMO) that restricts ^eir choice of physicians and limits their access to 
medical services; or (2) if they want to make these choices for themselves they will have to 
manage their own health care dollars through Medical Savings Accounts (MSAs). 

Currently, the Internal Revenue Service taxes MSA deposits, although employer 
payments for thud-party insurance are tax free. The Archer- Jacobs ‘'Family Medical 
Savings and Investment Act” (HR 1818) would end this discriminatory treatment. 

How Medical Savings Accounts Work* Medical Savings Accounts give 
people the opportunity to move from a conventional, low-deductible health insurance plan 
to one with a high deductible (say $2,000 to $3,000) and to put the premium savings in a 
personal savings account. These accounts are used to pay for routine and preventive 
medical care, and are combined with a hi^-deductible health insurance policy that pays for 
major expenses. Employees and their farces pay all medical bills up to the deductible 
from their MSAs and out-of-pocket funds. Catastrophic insurance pays all expenses above 
the deductible. 


nCUREI 



Employers and their employees are turning to MSAs for the same reason others are 
turning to mani^ed care: to control rising health care costs. Since employees get to keep 
any MSA money they do not spend, they have a fmanciaJ incentive to shop prudently in the 
m^cal marketplace. In genei^, they won’t spend a dollar on health care unless they get a 
dollar’s worth of value. Employer experiences with MSA plans show that the incentives 
work: employees curtail health care spending significantly. 

The NCPA’s Employee Health Plan. In 1994 the employees of the National 
Center for Policy Analysis had a conventional fee-for-service heal^ plan with a $500 
deductible and a 20 percent copayment. Under this policy, an employee was at risk for up 
to $1 ,500 out of pocket. If ihrw members of the same family all became seriously ill, the 
family was at risk for $4,500 in medical bills. 

This year the NCPA adopted an MSA plan that limits the exposure of the employees 
and at the same time gives them more control over their health care dollars. A/ no extra cost 
to the employer, the plan creates a $1,500 d«iucljble and deposits $1,125 to an MSA for 
individual employees. For family coverage, the deductible is $2,0()0 and the MSA deposit 
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is $1,500. [See Figure I]. The total out-of-pocket exposure is $375 per individual and 
$500 per family. [See Figure 11.] 


nCUREU 


Options for NCPA Employees 


Deductible 

Family 

Conventional 

Pollcyl 

Medical Savings 
Account Policy 

$500 

$2,000 

Maximum 

copayment 

$1,0002 

1 

0 

1 

MSA deposit 

-0- 

$1,500 

Total out-of-pocket 
exposure 

$1,500 

$500 


^ The figures in (his columnare per family member up toamaximim of three people. 
2 20 percent of the first $3,000 of expenses above the deductible. 


NCPA employees may use their MSA funds to see any doctor, enter any hospital or 
pay any medical bill. However, spending counts toward satisfying the deductible only if 
the service or procedure is covered under the health plan. For example, employees can pay 
for dental care or eye glasses with their MSAs, but those expenses do not a^ly toward the 
deductible. Furthermore, all spending counts toward the deductible only if employees see 
doctors within a network. If they go outside the network, only 75 percent of “usual and 
customary” fees are counted. 

In the future, the buildup of MSA funds will give the employees important options 
with respect to expensive medical procedures. For example, the he^th plan will pay the 
full costs above the deductible only if the procedure is done by a network doctor in a 
network hospital. But employees will be able to use their MSA funds to go outside the 
network and pay that portion of the bill not covered by insurance. 

Benefits of Medical Savings Accounts. Widespread use of MSAs would 
create the following benefits. 

• People would have first-^oUar coverage for primary or preventive care, using their 
MSA funds; this would be paiticulaiiy beneficial for lower-income workers who may 
be short on funds and may be tempted to avoid basic care. 

• MSAs would restore the doctor/patient relationship, making doctors agents of 
patients, rather than agents of a third-party payer bureaucracies. 

• MSAs would allow patients rather than third-party payers to make the sometimes 
tough choices between health care and other uses of money. 

• Paperwork and administrative costs would be greatly reduced; since patients would 
be paying most bills directly out of their MSA, primary care physicians would rarely 
be burdened by insurance forms. 

• Those who live healthy lives and avoid risl^ behavior would benefit financially from 
those choices. 
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• MSAs would put the consumer, rather than an insurance company or the government, 
in charge of the health care system. 

Answering the Critics of Medical Savings Accounts. The existence of 
plans like the NCPA’s refutes most of the major criticisms against MSAs. It is ridiculous 
to argue, as some have, that the plan isn’t actuarially feasible since the very existence of the 
NCPA employee benefit plan and 1 ,000 similar private plans prove the opposite. The 
argument that MSAs benefit the healthy, but not the sick is also easily rented. A person 
with high expected health care costs benefits by choosing the new NCPA plan because his 
total financi^ exposure is $375, rather than $1,500 under the NCPA's old plan. For 
families, the exposure is $500 rather that $t,5()0. 

Finally, the criticism that MSAs are incompatible with managed care is clearly 
untrue, since the NCPA's MSA plan has a managed care component. Although MSAs 
probably are inconsistent with the traditional philosophy of HMOs, efforts to make 
medicine cost-effective are natural allies of Medical Savings Accounts. 

Under the NCPA plan, for example, the insurance company has established a 
preferred provider network (PPO) and has negoti^ed discount^ rates with hospitals and 
other providers. But the employee is free to use th^ MSA money for the purchase of any 
type of medical care. Patients who go outside the network can pay for the full cost of the 
service from their MSAs. 

Tax Fairness. If MSAs have all of these benefits, why haven't they become 
more widespread? The reason is the tax system. When an employer spends a dollar on 
health insurance, the employee escapes federal and state income taxes. But if the employer 
puts that dollar in an MSA to pay m^cal bills directly, it is taxed as income. 

Because of this distortion, seven states have passed MSA legislation under their 
state income tax systems to create a level playing field between self-insurance and third- 
party insurance. Those states are letting people avoid the stale income tax on money they 
set aside in a Medical Savings Account. 

However, slates have no control over federal tax law, which is why America needs 
the tax changes proposed in the Archer-Jacobs bill. 

Health Care in the Information Age. The traditional philosophy of HMOs 
was sununed up by an HMO manager several years ago: “Patients do what their doctors tell 
them to do; therefore, if you can tell doctors how to practice medicine, you can cut costs.” 
This approach assumes that patients are compliant because they do not know what services 
they are not receiving. 

A model based on patient ignorance, however, is unlikely to survive in the new 
Information Age. Increasingly, patients will use the Internet and other computer services to 
tap into various medical libraries and databases, discuss ailments with other network users 
and follow diagnosis decision trees. Thus, the best model for the future is one that 
assumes that patients will know as much as tbeir doctors — not about how to practice 
medicine but about what medical practice offers. 

One such model is Medical Savings AcccHints. Using their accounts, patients will 
seek doctors who are financial advisors as well as health advisors. Physicians will be 
aided by sophisticated computer programs. No large bureaucracy will be required. When 
all patients have ready access to information, doctors acting as their agents will probably 
out^rform most bureaucracies. 

In order to take full advantage of the infonnation age, however, Congress needs to 
give patients, health care providers and insurers the freedom to experiment with the most 
efficient and cost effective ways of providing quality health care. 
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Mr. Christensen. Thank you. Dr. Goodman. 

Since the NCPA, National Center for Policy Analysis, has its own 
medical savings plan, how difficult was it for you to convert from 
the health care plan a year or two ago to its current MSA type of 
plan? 

Mr. Goodman. It was not difficult at all. Now, we are a small 
business. We only have 28 employees and, therefore, we cannot af- 
ford to give choices to our employees a larger organization could. 
We consulted with all of them, and whatever we did, it had to be 
the same plan for everyone. 

Mr. Christensen. Did you find that the MSAs have been defi- 
cient in providing health care coverage with respect to any particu- 
lar type of health care; for example, hospital stays of specific types 
of medical procedures? Are there any deficiencies thus far in the 
plan; and what has been the overall general reaction of the employ- 
ees? 

Mr. Goodman. We have been in the plan since January 1, so we 
have not had a tremendous amount of experience with it. But it is 
comparable to other plans that other employers have had for a 
longer period of time. 

The Ijasic plan covers basic medical care, but there are certain 
things that we do not cover, and people can use their medical sav- 
ings accounts, for example, to buy eyeglasses and certain other 
kinds of care that are not covered by the plan. Our employees have 
flexibility, and, of course, what they do not spend at the end of the 
year they get to take home and keep. 

Mr. Christensen. How much do you anticipate the MSAs saving 
your company in administrative costs? 

Mr. Goodman. Our goal in making this transition was that I did 
not want the cost to the employer to increase. In the two columns 
that you are looking at, from two different insurance companies, 
the cost to us remained the same. My instructions were, let us put 
as much as we can in the medical savings account with no in- 
creased cost to the employer. 

Now, what this means is that the savings we get under this plan, 
the employees get to keep it. That is true of most medical savings 
account plans. It is wrong to think of them primarily as designed 
to save money for the employer. They do not. Primarily, the people 
who economize and save money in their account get to keep it. 
That is a good feature of this kind of incentive system. It is de- 
signed so that those who economize get the benefits of their econo- 
mizing. 

Mr. Christensen. Some States have already enacted legislation 
that would allow favorable tax treatment for MSAs. I know Michi- 
gan was one of them. We heard Congressman Chrysler testify ear- 
lier. How significant of an impact do you see H.R. 1818 having on 
the States and what specific legislation do you see would have to 
be enacted to accomplish that goal? 

Mr. Goodman. At the State level? 

Mr. Christensen. Yes. 

Mr. Goodman. Really, none. There are about 14 States now that 
have adopted medical savings accounts under their State income 
tax laws. But what most States do is they piggyback on the Federal 
Tax Code. So, if medical savings accounts were created under Fed- 
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eral tax law, it would automatically be created under most State 
income tax systems. 

Mr. Christensen. My final question would be how could we im- 
prove H.R. 1818? Any suggestions for improvement? 

Mr. Goodman. Well, I would allow the money to grow tax free. 
I cannot tell you now what the revenue loss as a result of that deci- 
sion would be. But, I think it ought to function like a normal IRA. 
That money should grow tax free. Certainly if when you pull it out 
you are going to pay taxes plus a penalty, you should get the bene- 
fits of tax free growth. But I support the act as now written. 

Mr. Christensen. Thank you very much. 

Mr. Crane, any questions? 

Mr. Crane. Thank you, Mr. Chairman. 

Mr. Hustead, if I read your testimony correctly, on balance, your 
group thinks that medical savings accounts will be able to deliver 
quality health care at a reduced rate; is that a correct reading? 

Mr. Hustead. 1 think we say that if we are looking at a tradi- 
tional fee-for-service plan and raising the deductible, that should be 
able to deliver the same health care as now at a reduced rate, yes. 

Mr. Crane. Have you ever designed an MSA plan for a client? 

Mr. Hustead. No, I have not. 

Mr. Crane. Have any of you had any experience in that realm? 

Mr. Hendee. I have designed one medical savings account pro- 
gram and am currently designing another. Designing a program 
generally involves raising the deductible and determining how 
much money would be saved as a result of raising the deductible, 
and then the employer makes a decision as to the appropriate level 
of contribution to the account. 

Mr. Crane. I have heard that with a $200 deductible in contrast 
to a $1,500 deductible policy, the differential in premium cost is al- 
most four to one. Does that sound reasonable? In other words, you 
would be paying four times as much for a $200 deductible than for 
a $1,500 deductible. 

Mr. Hendee. It would depend a lot on the program of benefits 
that you provided. The report of the Committee that Mr. Hustead 
chairs indicates that for a change comparable to the one you de- 
scribed, the savings would be on the order of $600 to $800. That 
is my recollection, for that change in deductible. And depending on 
what the total program of benefits was, that amount of money 
could be a different percentage of the original premium. 

Mr. Crane. Thank you very much. Dr. Goodman. 

Mr. Goodman. Well, if you look at market prices for insurance 
around the country, you will see that the amount you save in pre- 
miums by choosing a high deductible over a low deductible varies. 
The most significant variable is how high are the health care costs 
in the region generally. So, if you are in a high cost city, like New 
York or Los Angeles, you will save much more by going to a higher 
deductible than you will if you are in a low cost area or even an 
average cost city like Dallas. 

Mr. Crane. I see. Thank you very much. 

Mr. Christensen. Mr. Stark. 

Mr. Stark. Thank you, Mr. Chairman. 

Mr. Hustead, you have produced, I suppose, the most comprehen- 
sive report of this MSA concept. Did the insurance companies that 
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do a lot of high-deductible assist or enter your review? Or were 
they contacted at all? 

Mr. Hustead. We did get information from a lot of insurance 
companies who sell individual products and the report does rec- 
oncile our numbers with those individual products. We did go to 
those employers who have said that they have MSA accounts that 
are saving substantial money and in several cases we got informa- 
tion, but it was fairly scarce. In other cases, we were not provided 
any information. We did provide in the report the information that 
was provided by several of these organizations. 

Mr. Stark. Is that usual, that they will not give you policy infor- 
mation? 

Mr. Hustead. Well, the insurance policy information we got, be- 
cause that is public information. The information on how employers 
are managing their own plans, now, that often is not available be- 
cause so many confusing things are happening within the organiza- 
tion. They would have had to do a fairly good analysis process. 

But I think we threw out our net and with our members were 
able to get all the information that does exist on these plans. 

Mr. Stark. Mr. Goodman, you are referred to as the father of 
MSAs. Who is the mother? It seems to me that the chief contribu- 
tors to the National Center for Policy Analysis are Golden Rule In- 
surance. And Pat Rooney, he is the director; isn’t he? 

Mr. Goodman. The premise is not correct. The chief contributors 
to the NCPA — or should I say the chief contributor is not Golden 
Rule Insurance Co. Golden Rule makes an annual contribution of 
about $60,000 to our organization. 

Mr. Stark. And Mr. Rooney is the director? 

Mr. Goodman. No. He is the chairman of the Golden Rule. Our 
annual budget is $3 million, and so that is a small part of our 

Mr. Stark. How much of the $3 million comes from insurance 
companies? 

Mr. Goodman. Pardon me? 

Mr. Stark. How much of the $3 million comes from insurance 
companies? 

Mr. Goodman. Probably less than $100,000. 

Mr. Stark. Golden Rule is the big one, then. 

Mr. Goodman. Yes. 

Mr. Stark. OK. We asked if you would send us more detail on 
your plan. I presume you are going to send that on to us. 

Mr. Goodman. Yes, I am. I received your note and I looked at 
my plan and learned something I didn’t realize, and might not 
have realized had you not requested it. Our plan does not include 
a reference to medical savings accounts. 

In other words, our contract with the insurance company is just 
a high-deductible policy and the plan pays for all expenses over 
$2,000. We have a separate arrangement with a third party admin- 
istrator to manage our medical savings accounts. But, I will be 
happy to send you the contract. 

Mr. Stark. Yes. As I say, I would be interested because just as 
Mr. Hustead said, some of these are a little hard to focus on just 
what the terms are, and if one was writing legislation to enact 
them, it would be helpful to know what the state of the art is. 

[The following was subsequently received:] 
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u 1 . THE MEDICAL SAVINGS ACCOUNT PLAN 

UOkjenKuJe participating employer application 


Trww- NaMnal City Bai*. W Uft» al a , InAam 


SMlton 1 EMPLOYER jl^FORMATION 

Company’s Legal Name 

Business Address . IK 55 M. [t4J 


Qt-n-kr -for (^ku ^rj^k 

lyL ik, 


Contact Person. 






City 


Nature of Business 


'T^^^U■U'\k cr\ 00 


yotict^ t' 


t^SUtS 


State Zip County 

PtK« lMj 

H«n Long in Business 


years 


Section 2 OTHER MSURANCE MFORMATIOM 

Has an insurance carrier terminated your coverage within the tast five years? It yes. provide name of earner. 


r\b 


Please check the number of msutance carriers you have had in the last 3 years: □2n3D4D50 More than five 

Is this insurance being applied for to replace other group health insurarKe coverage? Yes No It yes, please submit a copy of current or 

prior carrier’s coverage aM last bit! with employees' nam^ 

ComoaovName TACifiL 


Effective Date . 
Policy or Group No. 


IMS 


WE SUGGEST THAT YOU NOT CANCEL YOUR EXISTING COVERAGE UNTIL YOU RECEIVE THE CERTIFICATES OF COVERAGE FROM GOLDEN RULE. 


Siction 3 EMPLOYEE AND DEPENDENT MFORMATION 

A. 


Total Number ol Employees (Part-time and full-tiffle) 

Total Number ol Full Time Employees (A full-time employee is one who works at least 30 hours per week and 48 weeks 

per year.) 

Total Number of Qualified Employees (Full-time employees not declining this medical coverage due to other group health 

insurance coverage.) 

Total Number of Qualified Employees Reguesting Medical Coverage 

Note: Groups with 51 or more employees; the number in response 0 must be at least 75*/» of all qualified employees (response 
"C") and at least 60% of all full-time employees (response "6"). Groups with 3-50 qualified employees; the number in 
response 0 must be at least 90% of all quaiirNM) employees. 

Is any employee/dependent currendy on a condnuabgn of benefits under COBRA or State Continuation Law? 

Has any empioyee/dependeni qualified for a continuation of benefits under COBRA or stale Continuation Law and not yet elected 

to continue coverage? ... 

Has any employee or their dependents had claims in excess of 67.500 in the last two years? 

If yes. please list the employee's name(s). 


ji_ 

\i 

it 


Yes Ni 

□ 


7 


Do you contribute at least 50% of the premium cost of coverage for your employees? 
Please fist any employee who is not actively at work. 

I Name 

^K 




Please list any employee or dependent who has had coverage rejected by a previous carrier. 
Name 


N 


DEC 16 1994 

GMWHEW a US HIESS 


Ki Ari?42 


496A194 
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SkIKii 4 COVERAGE INFORMATION FOR NEW EMPLOYEES 

A. Waiting penod for new employees. You must choose one 0 days* 

*Not available to groups with 3-50 employees. 

6. Life Insurance and Accidental Death and Otsmembennent Insurance (AD&O). 

Amount o1 

Emp^^ CUssifKation ^ ^ Insuj^e 


Amount of Weekly Disability 
Income insurance (optional) 


C. Deductible Option (Single employee 
deductibie/lafflily deductible 
/ VflB mist eheete dm 
Q Plan I S1 .500 SinglB42.000 Family 
□ Plan il (2.000 SingH/O.OOO Family 


0. Coinsinnce Option 

j Y« mial ctana mt ' 

a 100% coverage after the deductible 
□ 00/20 coinsurance to SS.OOO per covered person 


^Optional Coverage 
Bl Maternity (same as any illness) 

□ Weekly Disability Income 

□ Dependent Life - Opbon A 

□ Dependent Life - Option B 


Section 5 EMPLOYER AGREEMENT AND RffRESENTATIONS 

The Employer represents that the Producer of Record has (a) provided employer and employee brochures; and (b) discussed group eligibiliiy. 
contribution requirements, participation requirements, preeertHicabon requirements, provisions for preexisting condibons. and that the 
Employer fully understands these requirements and provisiofts. 

The Employer understands and agrees: 

(a) to make bmely payments of the required premiums billed by GoMen Rule; 

(b) that Golden Rule has the tight to change premium by class as necessary (Premium lactors include age. gender, claims experience, 
employee parbcipation. geographic area, and the len^ of the Employer's parbcipabon in the plan); 

(c) that the Underwnbng Department may can the Employar and employees at the Employer's place of business to develop information 
to enable Golden Rule to make a prompt underwriting decision; 

(d) that the Producer of Record; (1) is an independent contractor assisting the Employer. (2) not an agent of Golden Rule; and (3) 
cannot bind coverage or change or modify condrtiORS of coverage; and 

(e) to comply with Golden Rule requirements regarding die insurance plan, as set lorlh in the policy or communication in writing by 
Golden Rule, 

Specifically, (he Employer warrants and represents that; 

(1 ) Employer has provided Golden Rule with the names of all lull-time employees, even if they do not intend to be insured by 
Golden Rule; 

(2) Employer will provide Golden Rule widi the names of all new employees and new dependents, even it they do not intend to be 
insureds; and 

(3) all inlormaiion on this form is true and correct. 


Section 6 JOINDER AGREEMENT 

The undersigned Employer, desiring lo obtain the benefits ot group insurance lor Its employees, hereby agrees to join one of the Golden 
Rule Trusts as a Participaiing or Enrolled Employer. If approved by GoUen Rule, the Employer accepts and agrees to be bound by the 
provisions of: (a) the Agreement and Declaration of Trust dated Ju^ 30. 1972. as amended, which created the Trust; and (b) me Master 
Insurance Policy issued to the Trustee by Golden Ride. The Employer understands that the dKuments referred lo in items (a) and (b) are 
subiect to future amendments, j— . ^ 

3 ^., n , 7k 

RenaK.^d 

EmoOrtrtiimv National Center f or Policy Analysis Tim Pir. of Administra 
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Mr. Stark. Thank you, Mr. Chairman. 

Mr. Christensen. Thank you, Mr. Stark. 

Mr. McCrery. 

Mr. McCrery. Thank you, Mr. Chairman. 

Gentlemen, thank you for coming today. I am sorry I missed part 
of your testimony but I am familiar with the concept, having been 
a promotor — not the father — ^but a promotor of this concept for 
some time. I appreciate the work Dr. Goodman has done on this. 

Dr. Goodman, just to clear up one thing, you said that the sav- 
ings under this type of plan go to the individuals involved and not 
to the employer. But isn’t it true that as an employer you antici- 
pate savings in the future in terms of future increases in your pre- 
mium costs to cover your employees? 

Mr. Goodman. Well, that’s correct. What we did in moving from 
1994 to 1995 was we held our plan costs constant, and for the fu- 
ture we anticipate that as employees save money for themselves 
they will also save money for the organization. 

Mr. McCrery. I just wanted to clear that up. 

At the end of your testimony. Dr. Goodman, you state that Con- 
gress should give patients and health care providers the freedom 
to experiment with ways to provide quality health care more effi- 
ciently and effectively. 

Can you give us some examples of that? 

Mr. Goodman. Well, what we have now is an income tax struc- 
ture which encourages third party payers to pay every medical bill 
because the payment of third party premiums is excluded from the 
taxable income of the employees. 

What we recommend and what this bill does is make self-insur- 
ance through medical savings accounts just as attractive under the 
Income Tax Code as todays third party premiums are. And if you 
create a level playingfield, what you will do is allow insurers, em- 
ployers and employees to be more flexible and come up with op- 
tions that none of us have considered here this morning. We should 
not have people making these decisions based on tax advantages. 
We should allow them to make these decisions based upon health 
care needs and the economics of the health care marketplace. 

Mr. McCrery. Well, for example, someone might use some of his 
MSA money for a physical exam that might not have been covered 
under a traditional insurance policy; is that correct? 

Mr. Goodman. That is correct. 

Mr. McCrery. OK. 

Mr. Hustead and Mr. Hendee, you know, we have a very limited 
experience so far with MSAs though hope to get more in the future. 
Can you comment on what you think the stability of the premium 
for a high-deductible policy might be over time? 

Mr. Hustead. Well, while there may be little experience with 
MSAs, there is a good deal of experience on ranges of options like 
in the Federal employees health benefits program. And generally 
you find that once the employees sort them out into the various 
plans, low-deductible, high-deductible, HMOs, and so forth, that 
the cost of each of the plans tend to rise at about the same rate. 
So, they are fairly stable once you go over the initial sorting out 
of people. 

Mr. McCrery. Mr. Hendee, do you have any comment on that? 
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Mr. Hendee. I would agree that the increase would tend to be 
similar under both programs. 

Mr. McCrery. You do not see a danger if a great segment of the 
market were to go toward high-deductible policies? You do not see 
a danger that that kind of instrument would — ^the premiums for 
that Idnd of instrument would grow more than we have experi- 
enced under the current system? 

Mr. Hustead. No. There would be the initial reaction in the sim- 
ple case of just having the low- and high-deductible plan that the 
cost of the low-deductible plan would go up as the healthier people 
move to the high-deductible plan. But then the premiums, once 
that initial change happened, would rise at about the same rate. 

Mr. Hendee. I believe that actually the rate of increase of all 
policies would decrease. This is in the academy’s report, HCFA re- 
search has shown that as the percentage of health care costs that 
are paid by third parties increases, so does health care inflation. 
So, moving to catastrophic policies will decrease the percentage 
paid by third parties and, hopefully, would decrease the health care 
inflation. 

Mr. McCrery. OK. Thank you very much. 

Mr. Christensen. Mr. Cardin. 

Mr. Cardin. T hank you, Mr. Chairman. I am having a difficult 
time reconciling the testimony from Mr. Hustead and Dr. Good- 
man. Let me see if I can try to set this up and get a response ftom 
both of you. 

Mr. Hustead, you indicated that if you move from a $200 deduct- 
ible to a $2,000 deductible, that an employer would start $828 in 
premium savings, on average, if I am reading your chart correctly. 

Mr. Hustead. That is correct. 

Mr. Cardin. Yet, Dr. Goodman has indicated that his firm moved 
from a $500 deductible to a $2,000 deductible, and the $500 deduct- 
ible policy had copayments up to $1,000 and that the savings to his 
company were $1,500, that he was able to put into the medical sav- 
ings accounts. If I understand, it was at no additional cost to the 
employer to put the $1,500 in the medical savings account. 

Dr. Goodman also indicates that he comes from an average cost 
community. So, it did not seem like it was high cost. How do we 
reconcile what appear to be significant differences in the potential 
savings from what Mr. Hustead has come up with and what Dr. 
Goodman is experiencing? Any explanation? 

Mr. Hustead. Well, the very reason for the organization of our 
work group last year, is that as actuaries would testify before Con- 
gress and give their evidence, there seemed to be this great dif- 
ference in the actuarial community. We got together people from 
we think, all remges of view on this topic and sat down and said, 
when we put our models together and look at experience based on 
millions and millions of lives over many years, what are the actual 
facts, what is really happening here. 

We also, as indicated earlier, went out to the insurance compa- 
nies and to people who had MSAs and said, what are your find- 
ings? Let us make sure we get this all stated together. And the 
range of opinion among the actuaries, based on this body of data 
was fairly narrow. Some of us, depending on the situation, might 
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say, well, you could reduce the premium by $800, some $600, but, 
generally, we found our models to be quite consistent. 

Of course, if you have any individual cases, as I understand Dr. 
Goodman has, and, of course, as he says, it has just started so real- 
ly we do not know what the situation will be, but if you just have 
20 or 30 people, you could easily have cost savings of $1,500 or 
$2,000 if you have cost increases. 

Mr. Cardin. I will give Dr. Goodman a chance, if I might. Using 
your figures, the $828 savings, that gets eroded if it is a small 
amount that the employer puts in, if I understand your testimony, 
unless the employee buys in, this is not really my savings for 
health care, the savings are not as much. And if there are other 
options allowed under the employer’s plans, only the healthier peo- 
ple will likely opt into the medical savings account. Is that right? 

Mr. Hustead. It is a caution we make that those type of things 
could happen. We think, or at least I think, that a large employer 
with a number of options in their plan, can control that situation. 
But if you take a group where you do allow current options to con- 
tinue and where you do set up the MSAs; if you compare the sav- 
ings to what would occur if you moved everybody to a high-deduct- 
ible plan, you generate less savings if you allow selection to occur. 

Mr. Cardin. Dr. Goodman, if I understand your plan, you only 
have that one plan so your employees are in the high-deductible 
plan. 

Mr. Goodman. That is correct. 

Mr. Cardin. So, you do not run that risk. 

Also, you are putting a significant amount of money into their 
savings accounts so they really do have an interest in trying to 
save some money. 

Mr. Goodman. That is correct. 

Mr. Cardin. Have you experienced this type of savings, the 
$1,500, and is that net of the tax advantages? You are not getting 
a tax advantage right now. 

Mr. Goodman. No, we are not. We have to pay taxes on all the 
money deposited, which is a feature the Archer bill, of course, 
would change. But we do pay taxes on it, even if the money is 
spent on medical care. We have to pay taxes on the deposits to the 
medical savings account. 

Mr. Cardin. You believe that you will be able to realize a $1,500 
per employee savings that you are giving back to the employees 
through the medical savings accounts. 

Mr. Goodman. We have already done it. 

What we did was we held the employer’s total cost constant and 
saved enough to put $1,500 in the medical savings account. Now, 
employees will spend part of that money. In fact, we anticipate half 
the money will be spent by employees on medical care. 

Mr. Cardin. Trying to look at this from the employer’s point of 
Ariew right now. From the employer’s point of view, it came out no 
additional cost. 

Mr. Goodman. That’s right. 

Mr. Cardin. Thank you, Mr. Chairman. 

Mr. Christensen. Mr. Ensign. 

Mr. Ensign. Thank you, Mr. Chairman. 
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Dr. Goodman, in your testimony you noted that the NCPA and 
an insurance company established a preferred provider network. 
Can you tell the Subcommittee a bit about how this PPO agree- 
ment was achieved? 

Mr. Goodman. No, I really can’t, except it appears on the surface 
to me to be a very normal preferred provider arrangement in Dal- 
las. It includes a large number of doctors and our employees do not 
feel constrained by operating within the PPO network, although 
some may choose to go outside it. 

Mr. Ensign. Since the NCPA was able to establish a PPO, don’t 
you think this factor is a very strong indication that MSAs can be 
integrated into the existing health care system? 

Mr. Goodman. Oh, yes. In fact, we have done it. And in fact most 
private plans that have medical savings accounts are integrated 
with some sort of managed care. 

Mr. Ensign. Thank you. And thcink you, Mr. Chairman. 

Mr. Christensen. Mr. McDermott. 

Mr. McDermott. Thank you, Mr. Chairman. I recall Premier 
Gorbachev being here and he gave us a warning once talking about 
how you get along with Americans. He said you can always agree 
sort of on the general principles but the devil is usually found in 
the details. And I sort of have the feeling that we are talking a lit- 
tle bit about the details here today. 

Mr. Christensen was kind enough to pass out a card for one of 
these medical savings accounts and I just absentmindedly started 
reading the back side of it and since you guys are actuaries, and 
you have these plans out there, I wonder if your card said some- 
thing like this on the back. It says: “Medical precertification is re- 
quired at least 7 days prior to admission, surgery, or home health 
care. For emergencies call in 24 hours. If not certified, benefits may 
be reduced.” Then it says this sentence, which I wondered if you 
would have on your card, “Certification is not a guarantee of pay- 
ment.” 

Now, if the doctor tells me I need to go in and have my gall- 
bladder taken care of, and I call up 7 days in advance and say I 
am going to the hospital, my doctor has ordered me in to have my 
gallbladder removed, and they say, well, yeah, we will certify that, 
what does that line mean, “Certification is not a guarantee of pay- 
ment”? Does that mean after I’m out of the hospital I will have to 
argue with them? 

Mr. Hustead. It could well be. I do not think this is language 
that is limited to MSA. This is typical language for health plans. 

I think the warning they are getting at is that — while the insurer 
will precertify your need to be in the hospital, if you, say, go on 
for 4 or 5 days, when the health plan says you should only be lim- 
ited to 3 or 4 days, the plan will not pay the extra days. 

Mr. McDermott. What they are certifying is 3 days in the hos- 
pital to have your gallbladder out. They do not tell the patient that, 
they just say, yes, you can go have it done, but hidden in the draw- 
er is the chart that says, after 3 days out, you go, ready or not, 
or you will pay it yourself. Is that what you are suggesting? 

Mr. Hustead. I think what happens is, that the doctor and the 
insurer and the hospital work together on the issue with the pa- 
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tient’s knowledge. But it is more of a legal statement that says just 
because you get in does not mean we will pay the whole bill. 

Mr. McDermott. So, people should read this card very carefully 
if they decide they want to get involved in it. 

Mr. Hustead. That is correct. 

Mr. McDermott. Let me ask a question about the plan. Dr. 
Goodman, could you tell me, the people who are in your plan, what 
is the age range? What is the oldest person and the youngest per- 
son in your plan? 

Mr. GtoODMAN. Oh, my gosh. Probably 65, 64; 65 would be the 
oldest and 19 or 20 would be the youngest. 

Mr. McDermott. What is the average? 

Mr. Goodman. Approximately 35. 

Mr. McDermott. Thirty-five. So basically healthy young people? 

Mr. Goodman. Yes. Reasonably healthy. 

Mr. McDermott. Reasonably healthy. 

Mr. Goodman. We have some employees with health problems. 

Mr. McDermott. And when they pay money for their health 
care, they reach into their medical savings account to pay for some- 
thing, does that money get counted against their deductible under 
the health plan; or is it only on certain procedures that are covered 
in the health plan that to be counted toward the deductible? 

Mr. Goodman. As long as it is a covered expense, it is counted 
against the deductible. If they stay within the network, all they 
spend counts against the deductible. 

Mr. McDermott. But if they have — so if the medical savings 
plan is vei 7 narrow — ^for instance, does it include mental health 
benefits? 

Mr. Goodman. Some mental health benefits, but I cannot tell 
you the extent of them. 

Mr. McDermott. So, if they go beyond this narrow little mental 
health benefit, then anything they spend beyond that would not be 
counted against the deductible? 

Mr. Goodman. I did not say it was narrow or little. There is 
some mental health benefit, but I cannot tell you the extent of it. 
But once they go outside the plan, which they are free to do and 
they have the money that allows them to do that, that does not 
count toward the deductible. 

Mr. McDermott. I see. So, they could really spend their whole 
account outside of the plan on medical benefits, since the definition 
of medical benefits for which the medical savings account could be 
used is a fairly broad one. But the plan might be narrow, and, 
therefore, would never count against the deductible. Then, if they 
had a big problem, they would have a big deductible all of a sud- 
den. 

Is that a fair assessment of a potential problem? 

Mr. Goodman. That is fair, but that same statement could be 
made about the conventional plan that we had last year. In other 
words, the movement to the medical savings account did not really 
change the range of benefits employees were entitled to. What it 
does is it allows them to manage more of their own health care dol- 
lars. 
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Mr. McDermott. So, you are saying that the Continental and 
the medical savings account up there on that chart, the benefit 
packages are exactly the same? 

Mr. Goodman. Roughly the same. 

Mr. McDermott. Roughly the same. 

Mr. Goodman. Yes. 

Mr. McDermott. What is the difference? 

Mr. Goodman. Well, I cannot tell you that every comma and pe- 
riod is the same, but, roughly, they are the same benefit structure. 

Mr. McDermott. But there is a $500 deductible on one £uid 
$2,000 on the other. That is where I am having my trouble figuring 
out 

Mr. Goodman. That has to do with the part to be paid by the 
patient. But the services covered by the two plans are virtually the 
same. How much mental health is covered by the two plans is the 
same in both cases. 

Mr. McDermott. Is there alcohol rehabilitation in the plan? 

Mr. Goodman. I’m sorry? 

Mr. McDermott. Is there an alcohol rehabilitation benefit in the 
plan? 

Mr. Goodman. I cannot tell you. I do not know. 

Mr. McDermott. I see. 

Thank you, Mr. Chairman. I would like to have — I also would 
like to see a copy of your actual plan that people have, so we can 
actually look at what this card guarantees them to or does not 
guarantee them to. 

Mr. Goodman. That is not our card. 

Mr. McDermott. I understand that. We will get the plan from 
this one, too, but I would like to see yours, because I think people 
will get caught in the details. What sounds like a good idea, you 
can manage your own health care money, presumes you know what 
is going to happen to you. None of us know and people are going 
to get squeezed by this thing. 

Mr. Goodman. Mr. Chairman, may I respond to that? 

Mr. Christensen. Yes. 

Mr. Goodman. The restrictions that are there on that card have 
nothing whatever to do with medical savings accounts. Those are 
the kinds restrictions that are being imposed on people by managed 
care plans all over the country. And what medical savings accounts 
do is, it gives people a little bit of freedom, and a little bit of control 
over their own health care dollars so that every decision is not 
made by the managed care bureaucracy. 

Mr. McDermott. I would just, in answer, it is on a medical sav- 
ings account. It is the RCI medical savings account, so it is the 
same as HMOs. Whatever you think you are getting away from in 
an HMO, you will meet it coming around the comer in this. 

Mr. Christensen. The gentleman’s time has expired. The card 
the gentleman is holding up is the MPO, Michigan Provider Orga- 
nization. It is a managed care network and it is an example of RCI. 
So, it is part of managed care. 

I will recognize the gentleman from Louisiana, Mr. McCrery. 

Mr. McCrery. Thank you, Mr. Chairman, and, Mr. McDermott, 
you might want to check your insurance policy. I have checked 
mine. I get it through the Federal employees health benefits pro- 
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gram, and on the back it says “Precertification is required for all 
hospital admissions and is ultimately your responsibility.” I think 
you will find that it is the same 

Mr. McDermott. I have the same card. My point was this is not 
giving people any 

Mr. McCrery. If the gentleman would like me to yield. 

Mr. McDermott. Yes. You brought it up. This medical savings 
account does not give you an 3 d;hing, because you are in the same 
box. The insurance companies have got you in the vice. 

Mr. McCrery. Well, except for the first $2,000, you have pretty 
much total freedom. You are not dependent upon the insurance 
company, you are dependent on yourself. So, there is a great dif- 
ference between the two. 

Reclaiming my time. I just want to say to the gentleman that ev- 
erybody needs to read the back of their card, in fact, their whole 
policy. 

If I can shift the focus for just a second to HMOs, HMO type 
managed care plans, I want to address this to Mr. Hustead and Mr. 
Hendee. Are there risk selection problems associated with HMOs 
in the marketplace? 

Mr. Hustead. Any option has risk considerations with it. 

Mr. McCrery. But are there risk selection problems, particularly 
associated with HMOs in today’s climate? 

Mr. Hustead. I am not 

Mr. McCrery. In other words, is there a fear or do we know that 
healthier people tend to gravitate toward HMOs? Is there a risk se- 
lection problem in today’s marketplace with HMOs? 

Mr. Hustead. I tlunk, in general, the studies have shown 
healthier people, younger people have selected HMOs over the 
years, yes. 

Mr. McCrery. Mr. Hendee? 

Mr. Hendee. Yes, the common expectation is healthier people do 
move toward HMOs. 

Mr. McCrery. And what about MSAs, are there risk selection 
problems associated with MSAs; and, if so, are they roughly com- 
parable to those associated with HMOs, or are they greater? Less 
than? 

Mr. Hustead. It depends on the group. I think the same general 
forces are there, in that the people — I guess if we are saying who 
will stay with the traditional fee-for-service, low-deductible plan 
and not go to an HMO or a high-deductible plan, people that need 
the most health care tend to stay there because it provides the 
greatest benefit. With a large employer, who will now look at the 
MSA and high-deductible option, these are the types of selection 
questions they have dealt with for years, and I think they can suc- 
cessfully monitor and deal with selection to make the effects what 
they want them to be. 

So, I do not think the introduction of high-deductible plans intro- 
duces any large new selection problems compared to what has gone 
on in the past. 

Mr. McCrery. Mr. Hendee. 

Mr. Hendee. The selection may actually go in the other direc- 
tion, to some degree, because people who do have some medical 
problems and want to preserve their choice and not be restricted 
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by case management may prefer to go with a medical savings ac- 
count and the high-deductible plan, whereas under the current sit- 
uation they would stay with the low-deductible plan to preserve 
their choice. 

Mr. McCrery. So, are you saying that there is 

Mr. Hendee. You are not necessarily just going to get the low 
cost people moving to the MSA. 

Mr. McCrery. Is it your opinion that the risk selection problems 
associated with MSAs is no greater than that associated with 
HMOs. 

Mr. Hendee. I agree that an MSA option produces selection con- 
cerns comparable to those produced by an HMO option. Depending 
on the specific situation those concerns may be greater or less. 

Mr. McCrery. OK. Thank you. 

Mr. Christensen. I thank the panel for their testimony. 

I would now call up the next panel, Hon. Bret Schundler, Jean 
Samuelson, and Charles Rateliff. 

Chairman Thomas [presiding]. I want to welcome the panel and 
tell you that if you have a statement we will make it a part of the 
record without objection, and you can address the Subcommittee in 
any way you see fit in the time available to you. And we will go 
first with the mayor of Jersey City, New Jersey, Hon. Bret 
Schundler. 

STATEMENT OF HON. BRET SCHUNDLER, MAYOR, JERSEY 
CITY, NEW JERSEY 

Mr. Schundler. Thank you for allowing me to join you today. I 
want to express my strong support for H.R. 1818, the Family Medi- 
cal Savings and Investment Act of 1995, which grants contributions 
to medical savings accounts with the same sort of tax deductibility 
now permitted only for the payment of health insurance premiums. 
I think this is the most constructive zuid important piece of health 
care reform legislation that this Congress will face. 

Last year, Jersey City, New Jersey, was one of the first public 
entities in the United States to provide MSAs to its employees. 
Previously, all of our employees were in the medical — ^what is 
called the State health benefits plan, which provides three options 
for our employees. One is a standard, low-deductible indemnity pol- 
icy; the second is an HMO; and the third is a preferred provider 
option plan. 

What we have done is added a fourth option which is a cata- 
strophic policy with a mediced savings account. And I might add 
the catastrophic policy mirrors the State low-deductible policy. So, 
the benefits that are covered are 100 percent the same, hut what 
you have is a higher deductible with the MSA option. 

Right off the bat, 56 percent of our eligible employees chose the 
MSA option over their previous coverage. And we expect that per- 
centage to rise to over 90 next year. Moreover, for every employee 
who has chosen the MSA option, the city has achieved immediate 
budgetary savings of $500, and we expect even greater savings to 
be realized in the future. 

Now, how has the MSA been able to please both our employees 
and reduce our health care costs? The answer is relatively simple. 
In the past, Jersey City covered its mamagement employees 
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through the New Jersey State health benefits plan, as I mentioned. 
Most chose the fee-for-service option where employees had to pay 
a $200 front end deductible and a 20 percent copayment on the 
first $2,000 of expenses for each covered family member. 

That means if you had a family of four you could have potential 
out-of-pocket expenses of up to $1,800 in medical expenses. That 
would be 20 percent of $2,000 times four people, plus another $200 
up front deductible. So, that comes to $1,800. 

Under the MSA plan, the city purchases that catastrophic insur- 
ance policy that covers 100 percent of the family^s medical costs 
above $2,000. Then we put $1,800 into the medical savings ac- 
count. This gives the family the opportunity to draw on that medi- 
cal savings account to cover the first $1,800. They cover out-of- 
pocket the next $200. And above that $2,000 limit, the insurance 
covers 100 percent of their expenses. 

If at the end of the year there is money left in the medical sav- 
ings account, they will get a check for the unused portion of the 
account. It is not hard to see why the MSA plan is more attractive. 
If family health care costs are high, family out-of-pocket expenses 
will be less under the MSA than under the previous low-deductible 
policy most of our employees chose. 

To be precise, for a family of four, the out-of-pocket exposure goes 
down from $1,800 to $200. Now, if the health care costs are low, 
the family will actually have money rebated to it, representing 
whatever is remaining in the MSA. Obviously, the prior low-de- 
ductible policy never rebated money to you if you had low health 
care costs. 

The reason we expect to see over 90 percent next year is when 
those rebate checks go out I suspect those who chose not to look 
at the MSA plans just may reevaluate their medical health plan 
needs. 

Now, the cost to the city again is down by $500. Last year, it was 
$6,800 for everybody who chose the standard plan. Now it is $6,300 
and costs us $4,500 for the catastrophic insurance policy and 
$1,800 for the cash contribution. So, that is a savings of $500 per 
family. 

We also expect to save even more money in the future as, again, 
employees begin to look for value in the way they spend their 
money. Forbes, Inc. has been able to reduce its heedth care pre- 
miums by approximately 25 percent in the 3 years they have had 
their plan in effect. 

I know that the critics of MSA argue that many families, lured 
by the prospect of a check at the end of the year, may not get nec- 
essary care. I have to say from personal experience that is not the 
way MSAs work. I recently went in for foot surgery to treat a re- 
curring ailment and at the end the doctor offered to give me a pad- 
ded shoe, for instance. I simply said, I do not need that, I already 
have one at home. I might not have even brought up the subject 
had there not been a financial incentive to actually reduce my med- 
ical cost. 

The bottom line is that the American people are not afreud to 
make informed jud^ents about their own health care needs. What 
they are afraid of, however, is losing the opportunity to maike their 
own judgments because of third party rationing. If we can control 



69 


health care costs by maintaining choice and incentivizing citizens 
to get what is good for them, and what actually makes fiscal sense 
for all of us, that is a great power and that is a great positive. 

I would like to conclude by simply saying I thank Congress 
should immediately offer medical savings accounts to federal em- 
ployees. It would represent a far greater savings to the American 
taxpayer if you make this available as an option. You do not have 
to replace anything you offer your employees today. You should 
simply give them an additional option. 

I might add, if you did the same with Medicare and Medicaid you 
would dramatically reduce health care costs in America. If you 
have that combined effect with Jersey City and Medicaid/Medicare 
and Federal employees all having an MSA option, I think you will 
take the wind out of health care inflation. 

In short, I would like the Ways and Means Committee to move 
quickly to pass the Family Medical Savings and Investment Act of 
1995. Thai& you very much. 

[The prepared statement follows:] 
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statement of HON. BRET SCHUNDLER, MAYOR, 
JERSEY CITY, NEW JERSEY 


Chairman Thomas and Members of (he Subcommittee on Health: 


I would like to express my .sirong support for HR 181S, "The Family Medical 
Savings and Investment Act of which grants contributions to Medical Savings 

Accounts (MSAs) with the aamc sort of tax deductibility now permitted only for the 
payment of health insurance premiums. This is the most constructive and important 
piece of health care reform legislation that Congress will entertain this year. 

Last year Jersey City, New Jers^ was one of the first public entities to provide 
MSAs to its employees. The results have been extremely positive. Right off the bat, 56% 
of our eligible employees chose the MSA option over their previous coverage — and we 
expect that percentage to rise to over 90% next year. Moreover, for every employee who 
has chosen the MSA option, the City has achieved immediate budgetary savings, and we 
expect even greater savings to be realized in the future. 

How has it been possible for us to both please our employees and reduce our health 
care costs? The answer is relatively simple. 

In the past, Jersey City covered its management employees through the New Jersey 
State Health Benefits Plan. Most chose a fee-for* service option, where employees had to 
pay a $200 front-end deductible and a 20% co-payment on the first $2,000 in expenses 
for each covered family member. That means a family of four had potential out-of-pocket 
expenses of up to $1,800 in medical expenses annually. 

Under the MSA plan, the city purchases a catastrophic insurance policy that covers 
100% of a family’s medical costs above a $2,000 deductible. The city then plaees an 
additional $1,800 in a medical savings account that the employee can draw down upon 
for payment of most of that deductible. Putting these elements together means that a 
family of four would, at most, have to pay $200 in out-of-pocket deductible expenses. 
Moreover, if a family’s total health care costs fall below $1,800 in a given year, the money 
remaining in the MSA account will be refunded to the employee at year’s end. 

l(’s not hard to see why the MSA plan is more attractive. If family health care 
costs are high, family out-of-pocket expenses wilt be less under the MSA than under the 
standard policy most employees had previously chosen. If family health care costs are 
low, the family will actually get the money left over in the MSA rebated back to them, 
which doesn’t happen under most insurance plans. 

The cost to the City for family coverage under the State Health Benefits Plan was 
$6,800 per year and rising (premiums had doubled in just the last Hve years). The cost 
to the City to offer the MSA option is onfy $6^00 — $4,500 for the catastrophic insurance 
policy, and $1,800 for the cash contribution to the Medical Savings Account. 

What a deal! We’ve been able to obtain better coverage for our employees, which 
lowers their out-of-pocket expenses and maintains their ability to choose their own doctor 
while lowering total health care costs for the City! 

Because of the MSA's rebate potential, we expect even larger savings in the future, 
as our employees are incentivized Co avoid gratuitous expenses, and the reduced claims 
experience that results translates into lower premiums. For example, Forbes, Inc. has 
been able to reduce its health insurance premiums by approximately 25% by offering 
MSAs to its employees, while most other employers with traditional fee-for-service 
insurance plans have seen their health insurance premiums increase. 

The critics of MSAs argue that many families, lured by the prospect of a check at 
the end of the year, will be tempted to forgo the medical care they need. But that’s not 
how MSAs work. I can share a persona! experience about how MSAs eliminate wasteful 
medical spending. Last week, I had minor foot surgery to treat a recurring ailment. 
After the procedure, my doctor offered me a padded shoe, but 1 refused because 1 already 
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had one at home from an earlier procedure. Because I was enrolled in an MSA, I had 
an economic incentive to refuse something I just did not need. In contrast, if an 
insurance company were going to be picking up the entire tab, what incentive would I 
have had to say anything? 

The bottom line is this: the American people aren’t afraid to make informed 
judgements about their own health care needs. As consumers, we make thousands of 
purchasing decisions each and every year. What we do fear is losing the right to make 
choices for ourselves through third-party rationing. We don’t think government, or our 
employer, should have the power to determine what health care we are eligible to receive. 
We want to retain that power unto ourselves. And that’s why MSAs are so popular ~ 
they keep the power to choose in our hands as patients, instead of putting it into the 
hands of government, employers, insurance companies, or health care providers. 

"The Family Medical Savings and Investment Act of 1995" will make MSAs even 
more attractive and will accelerate their usage. It will stop the foolish practice of treating 
funds that an employer deposits into an MSA as taxable income. Under HR 1818, only 
the unspent funds that an employee is rebated at year’s end would be taxable. 
Individuals would also be given the option of starting a ’’medical IRA," whereby unspent 
funds accumulated from their MSAs could be saved, tax-free, for future medical expenses. 
This too is a great idea, which will expand the affordability, and portability, of health 
insurance. 

Unlike most tax expense legislation, HR 1818 will not put a dent in the federal 
treasury. Right now, employers deduct 100% of their employees’ health insurance 
premiums as a business expense. This practice will continue with MSA contributions 
treated the same way as premium payments, but because total health care costs to the 
employer will decrease with MSAs, the cost to the Treasury of this tax exclusion will also 
decrease. Further, when employees are rebated any extra funds remaining in their 
MSAs at year end, this additional personal income will be taxable. 


I would recommend that Congress take this proposal one step further and offer 
MSAs as a voluntary option to federal employees, as well as to Medicare and Medicaid 
recipients. It would improve the coverage provided by these programs, reduce their cost, 
and slow down their future cost growth — again, not by third-party rationing, but by 
giving individuals an incentive to take an active interest in the quality and cost of the 
medical care they receive. 

MSAs are the solution to maintaining health care choice while restraining health 
care inflation. But there is an additional benefit from MSAs that you cannot put a price 
tag on. By providing a financial incentive for Americans to take an active interest in 
their health care needs, MSAs will also help to increase American health consciousness, 
and will encourage Americans to practice even greater preventative care. Let’s hope that 
the House Ways and Means Committee moves quickly to pass the "Family Medical 
Savings and Investment Act of 1995." 



72 


Chairman Thomas. Thank you, mayor. 

Miss Samuelson. 

STATEMENT OF JEAN A. SAMUELSON, DIRECTOR OF BENEFIT 
SERVICES, CORNELL UNIVERSITY, ITHACA, NY 

Ms. Samuelson. Mr. Chairman and Members of the Committee, 
I would like to thank you for providing me the opportunity to tes- 
tify on the Family Medical Savings and Investment Act of 1995. 

Chairman Thomas. Ms. Samuelson, I want to tell you these 
microphones are very unidirectional so you will have to get it down 
close to you so we can hear you. Thank you. 

Ms. Samuelson. At Cornell and through various employee bene- 
fits organizations in which I take an active role, we are always 
looking for the most innovative ways to provide benefit choices to 
our employees and their families. I began investigating the medical 
savings accounts for Cornell’s employees and will certainly con- 
tinue to follow this legislation because we want to provide a re- 
sponsible level of protection in a manner flexible enough to accom- 
modate the needs in today’s increasingly diverse work force. 

Therefore, we were especially pleased at the approach taken in 
this legislation. By resisting the temptation to define exactly the 
benefits available in a medical savings account, you provide the 
broad freedom of choice that will be most responsive to the largest 
numbers of employers and their employees. 

As the representative of an employer who sponsors a section 125 
cafeteria plan, and as a participant in that plan, I believe that this 
legislation helps employers and employees obtain many of the same 
goals as flexible health care benefits; Greater individual control 
and choice in designing plans that meet each individual employee’s 
needs. 

Mr. Chairman, we applaud your statement that this bill is a 
framework awaiting improvement. Already in meetings with staff 
we have found a willingness to work to resolve problems that arise 
for particular constituencies. In the end, as these diverse interests 
bring their creativities to the task, you and the Committee will 
fashion an even stronger bill. Thus, we support the Family Medical 
and Savings and Investment Act and also the process you have 
started to further perfect the bill. 

We believe the legislation should go forward and that it will 
allow cafeteria plans and flexible spending accounts to coexist and 
augment medical savings accounts. There need be no inherent con- 
flict between medical savings accounts and plans covered under 
section 125 of the Internal Revenue Code. 

I am a board member of the Employers Council on Flexible Com- 
pensation, which, coincidentally, has just conducted research into 
working Americans’ attitudes on medical savings accounts. Since 
1992, the council has cosponsored Workplace Pulse, the only peri- 
odic survey of full-time employed workers. 

This most recent Workplace Pulse, which was conducted in early 
June and released today, found that 85 percent of American work- 
ers believe the government does not provide adequate incentives 
through tax advantages for the average working person to save for 
future and current health care needs. 
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Asked specifically whether Congress should create medical sav- 
ings accounts, a majority of workers support such legislation. By a 
margin of 56 to 32 percent, working Americans want MSAs. More- 
over, participating workers sedd that if their contributions are tax 
exempt, they would be willing to contribute as much as $99 month- 
ly to an MSA or $72 if their interest or investment gain were not 
taxed. Two out of three, 66 percent, said they would participate in 
medical savings accounts if they were not taxed on the principal or 
interest accruing in their accounts. 

Mr. Chairman, we believe that many of the health care reform 
proposals put forth last Congress failed to account for the diversity 
of today’s work force and the desire of working Americans to make 
their own decisions about their health care needs. We believe that 
the public rejects the “big brother knows best” attitude that has 
characterized much Federal policymaking in this area and we are 
encouraged this Congress may pursue creative solutions such as 
medical savings accounts, solutions that respond to employers’ and 
employees’ desires to control their own health care destinies. 

[The prepared statement and attachment follow:] 
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Statement of Jean A. Samuelson 
Director of Benefit Services 
Comdl University 
Before the 

Committee on Ways and Means 
House of Representatives 
June 27, 1995 


Mr. Chairman and members of the Committee, 1 would like to 
thank you for providing me the t^^rtunity to testify on the Family 
Medical Savings and Investment Act of 1995, HR 1818. My name is Jean 
Samuelson, Director of Benefit Services, Cornell University, Ithaca, New 
York. At Cornell and through various employee benefits organizations in 
which I take an active role, we are always looking for the most innovative 
ways to provide benefits choices to our employees. We have investigated 
the appropriateness of medical savings accounts for our employees and 
will continue our analysis because we want to provide what is bed for our 
workforce. 

Therefore, we were especially pleased at the approach taken in this 
legislation. By resisting the temptation to define exactly the benefits 
available in a medical savings account, you provide for the broad freedom 
of choice that will be most responsive to the largest number of employers 
and their employees. 

As an employer who sponsors a Section 125 cafeteria plan, we 
believe that this legislation helps employers and employees attain many of 
the same goals as flexible healthcare bcnefits-gieater individual control 
and choice in designing plans that meet each individual employee's needs. 

We are aware that some believe that HR 1818 will diminish the 
effectiveness of cafeteria plans. We are also aware that insurers aiKl 
others who design and administer benefit plans feel threatened by certain 
provisions of this bill, but we are encouraged that members and staff have 
exhibited a willingness to work to resolve reasonable issues. 

Mr. Chairman, we applaud your aueinent that this bill is a 
framework awaiting imptov em enL Already, in meetings with staff, we 
have found willingness to work to resolve ptoblenu that arise for 
particular constituencies. In the end, as there diverse interests bring their 
creativity to the task, you and the Committee vrill bdiion an even s t ro n ger 
bill. Thus, we support the Family Medical Savings and Ittvestment Act 
and also the process you have started to further perfect die bill. 

We believe that the legislation duwld go forward and will allow 
cafeteria plans and flexible spending accounts to co-exist and augment 
medical savinp accounts. There need be no inherent conflict between 
medical savings accounts and plans coveted under Section 125 of the 
Internal Revenue Code. 

Several of the organizations that I work with are alto investigating 
medical spending accounts and their appropriateness. I am active in the 
Tompkins County Health Care Coalition in western New York state. 
Seve^ of us, employers of various sires, will be receptive to this 
legislation. 
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I am a board member of the Employers Council on Flexible 
Compensation which, coincidentally, has just conducted research into 
worldng Americans’ attitudes on m^ical savings accounts. Since 1992, 
the Council has co-sponsored Workplace Pulse, the only periodic survey 
of full-time employed workers. 

This most recent Workplace Pulse, which was conducted during 
the first week of June and released earlier today, found that 85% of 
American workers believe that the Government does not provide adequate 
incentives through tax advantages for the average working person to save 
for their current and future healthcare needs. 

Asked specifically whether Congress should create medical savings 
accounts, a majority of workers support such legislation. By a margin of 
56 to 32 percent, working Americans want MSAs. Moreover, 
participating workers said that if their contributions are tax exempt, they 
would be willing to contribute as much as $99.00 monthly to an MSA-or 
$72.00 if their interest or investment gain were not taxed. Two out of 
three, 66 percent, said that they would participate in medical savings 
accounts if they were not taxed on the principal or interest accruing in 
their accounts. 

Mr. Chairman, we believe that many of the healthcare reform 
proposals put forth last Congress failed to account for the diversity of 
today’s workforce and the desire of worldng Americans to make their own 
decisions about their healthcare needs. We believe that the public rejects 
the "big brother knows best" attitude that has characterized so much 
federal policy-making in this area. Rather, we are encouraged that this 
Congress may pursue creative solutions such as medical savings accounts— 
solutions that respond to employers’ and employees’ desires to control 
their own healthcare destinies. 


Thank you. 
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Mcdicnl Savings Accounts 


As the lending source of employee opinion on workplace benefits issues, Workplace Pulse examined 
employee opinion on Medical Savings Accounts. Initially, the survey looked at lax advantage incentives 
to encourage workers to save for health care needs. One question asked: “Do you think the govcrninciu 
provides adequate incentives througli lax advantages for tlK average working person to save for their 
current and future health related needs, yes or no?” 


Adequate Tax Incentives Available 



SURVHY5 OF AMERICA. INC. 


SM 


Workplace Pulse National Survey 
Survey Report 
June ^7. IW 
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On the subject of Medical Savings Accounts, Workplace Pulse asked: “Congress is considering a new 
Medical Savings Account that would allow you (o have money put aside for current or future medical 
expenses. This would be somewhat similar to the current Individual Retirement Account, except the 
money would be set aside to meet medical expenses nowand after you retire. Do you think Congress 
should or should not create this new Medical Savings Account?" 


Should Congress Create Medical 


Savings Accounts 



Workplace Pulse National Survey 
Survey Report 
Iitnr??. lOOS 





SURVEYS OF AMERICA INC. 


M 
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I low do working Americans feci about tax advantages which could be associated with Medical Savings 
Accounts? Workplace Pulse asked: **Congrcss lias not yet decided on the tax advantages associated with 
Medical Savings Accounts. How mucli mon^, if any, would you want your anploycr to withhold from 
your salary cacli montli and put in a Medical Savings Account for you under tlic following conditions? If 
none, just say so.** 

• If the money you put in a Medical Saving Account is taxed like your regular earnings, but 
you do not have to pay taxes on any iniemt or gain from investmaits in tliis account. 

• If the money put into a Medical Savings Acemmt is tax deductible just like an Individual 
Retirement Account vdiere you pay no taxes on the money invested in tl»e account or the 
earnings from the account. 


Enploycc I'artidpalioa la Medical Saviagi AccoaaU 


No Taxes Om 
lalerat Or Gain 

Tmxcs Om 

Mmmty imveaal 
' Om tmtetal Or Gmim 

Employees Parltcipating 

44% 

66% 

Employees Not I'anicipating 

47 

16 

Undecided Employee 

9 

t 


Average Monthly Investment • All Employees 

S35.I7 

wmamm 

Average Monthly liivcsbncnt • Participating Employees 

$72.09 

$99.09 


Workplace Pulse National Survey 
Sun*ey Rqxnt 




SURV0l^ OF /iMERICA. INC. 





















TO 

A (inal Medical Savings Account question looked at how tliese accounts should be handled. Wofkplace 
Pulse asked; “Do you think Medical Savings Accounts should be handled thiough your place of 
employment where money is automatically deducted each month and your employer handles the 
paperwork, or would you prefer that Medical Savings Accounts be handled by individuals who can open 
an account at a local bank or investment firmT* 


Handling Of Medical Savings Accounts 



Q% 10% 30% 90% 40% S0% 
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Chairman Thomas. Thank you very much, Miss Samuelson. 

Next we will hear from Mr. Ratcliff, from Wal-Mart, and I under- 
stand he is accompanied by an employee or should I say an associ- 
ate? 

Mr. Rateliff. Associate, yes, sir. 

Chairman Thomas. Associate, Miss Cindy Pierce. 

Mr. Rateliff. I appreciate that. 

STATEMENT OF CHARLES R. RATELIFF, SENIOR VICE 

PRESIDENT, BENEFITS ADMINISTRATION & RISK MANAGE- 
MENT, WAL-MART STORES, INC., BENTONVILLE, AK; ACCOM- 
PANIED BY CINDY PIERCE, ASSOCIATE 

Mr. Rateliff. Thank you for giving us this opportunity to speak 
to you today. My name is Charles Rateliff and I am senior vice 
president for benefits administration and risk management at Wal- 
Mart Stores, Inc., and as you mentioned, with me today is Cindy 
Pierce. Cindy is an associate from Missouri and I will refer again 
to Cindy later in my testimony. 

Wal-Mart Stores, Inc. is a member of the International Mass Re- 
tail Association, a trade association representing the Nation’s $282 
billion mass retail industry and which collectively employs over a 
million people. 

Our message is very simple and short. We at Wal-Mart have 
looked at medical savings accounts, or Medisave, carefully and 
think it is simply an excellent idea. Patient control is at the heart 
of Medisave. It is our belief that health care consumers will make 
better health care spending decisions through the freedom 
Medisave would provide. They will be able to work with their doc- 
tors to tailor care to their needs if more of their spending is free 
of rules and procedures which are necessarily part of health insur- 
ance. 

Critics of Medisave feel doctors and patients will not be able to 
make sound health care decisions without the help of institutional 
managed care. We believe that notion greatly underestimates the 
American public. For example, Wal-Mart pharmacies answers tens 
of thousands of inquiries a week from customers who personally 
pay for their own prescriptions and who are shopping for the best 
prices. 

In the short-term Medisave will give people, that is health care 
consumers, more control of their health care dollars; give people 
more insurance options; give people an affordable way to choose 
higher deductible, lower cost insurance; give people a financial in- 
centive to shop prudently in the medical marketplace, and lead to 
more affordability in health coverage. 

Additionally, in the long run, Medisave will improve doctor-pa- 
tient relationships by removing insurance-managed care from 
many health care services, lower health insurance costs, provide a 
way to pay for long-term care, promote personal savings, and most 
importantly, lead to a healthier America, which is what we all 
want. 

We have been able to speak to a number of other employers 
about the Medisave concept. The way we see it, medical savings ac- 
counts would be offered as voluntary options to employees funded 
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by either employer contributions, voluntary employee contributions, 
or a combination of both. 

Medisave is an idea that working men and women of America 
want and will understand. We have received a number of calls and 
letters from Wal-Mart associates around the country asking for the 
kind of help that Medisave could provide. For example, one of our 
hourly associates, Joi Easterling, had a good idea. Wal-Mart offers 
four health plans currently with deductibles ranging from $250 to 
$1,000. Joi switched from the $250 plan to the $1,000 plan and put 
her biweekly payroll deduction savings in a special savings ac- 
count. She estimated that her family would soon have enough sav- 
ings to cover the higher deductible and then some. However, not 
all people can do what Joi did because of the tax disincentives in- 
volved. Joi will have to put aftertax dollars into her savings ac- 
count. Medisave would level the playingfield and encourage many 
others to save. 

As I introduced Cindy earlier, Cindy has worked in several areas 
of our company. Cindy is an hourly associate and a young mother 
who we are happy to report is going to have her second baby soon. 
Cindy lives in Missouri and gave us this idea in 1994 as an ex- 
pense savings idea through a program we have, and if I could, I 
would read it briefly. 

She asked us to consider a payroll deduction for the health insur- 
ance deductible to be put in a reserve and credited to that associ- 
ate. Then as each associate incurs claims that will go to the deduct- 
ible, the amount can be taken from the account and reimbursed to 
the associate, either by separate check or through their payroll 
check. 

And it is her supervisor. Rose Cooksey, who wrote on here, excel- 
lent idea; this would help associates to save money for unexpected 
bills that would go to the deductible. 

Please give Wal-Mart families such as Cindy’s the Medisave op- 
tion. Thank you. 

[The prepared statement follows;] 
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CHARLES R. RATELIFF, SENIOR VICE PRESIOENT. 
BENEFITS ADMINISTRATION AND RISK MANAGEMENT, WAL-MART STORES, INC. 


Thank you for giving us an opportunity to speak to you today. 

Wal-Mart, Stores, Inc. is a member of the International Mass Retail Association, a 
trade association representing the nation's S282 billion mass retail industry, and 
which collectively employs over a million people. 

Our message is very simple. We at Wal-Mart have looked at Medical Savings 
Accounts or medisave, carehilly and believe it is simply an excellent idea. 

Patient control is at the heart of medisave. It is our belief that health care consumers 
will make better health care spending decisions through the freedom medisave 
would provide. They will be able to work with their doctors to tailor care to their 
needs if more of their spending is free of the rules and procedures which are 
necessarily part of health insurance. 

Critics of medisave feel that patients and doctors won't be able to make sound health 
care decisions without the help of institutional managed care. We believe that 
notion greatly underestimates the American public. For example, Wal-Mart 
pharmacies answer lens of thousands of inquiries a week from customers who 
personally pay for their own prescriptions and who are shopping for the best prices. 

In the short-term medisave will: 

• Give people -- health care consumers - more control of their health care dollars, 

• Give people more insurance options, 

• Give people an affordable way to choose higher deductible, lower cost 
insurance, and 

• Lead to more portability in health coverage. 

Additionally, in the long run medisave will: 

• Improve doctor-patient relationships by removing insurance "managed care" 
from many health care services, 

• Lower health insurance costs, 

• Provide a way to pay for long term care, 

• Promote personal savings, and most importantly, 

• Lead to a healthier America, which is what we all want. 

We have been able to speak with a number of other employers about the medisave 
concept. The way we see it, medical savings accounts would be offered as 
voluntary options to employees, funded by either employer contributions, voluntary 
employee contributions, or a combination of both. 

Medisave is an idea the working men and women of America want and will 
understand. We have received a number of calls and letters from Wal-Mart 
associates around the country asking for the kind of help medisave would provide. 

One of our hourly associates, Joi Easterling, had a good idea. Wal-Mart offers four 
health plans with deductibles ranging from $250 to $1000. Joi switched from the 
250 plan to the 1000 plan and put her bi-weekly payroll deduction savings in a 
special savings account. She figured out that she and her family would soon have 
enough savings to cover the higher deductible and then some. However, not all 
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people can do what Joi did because of the tax disincentives involved. Joi will have 
to put after-tax dollars into her savings account. Medisave would level the playing 
held and encourage many others to save. 

Another associate with a good idea is Cindy Pierce, who is with me today. Cindy is 
an hourly Wal-Mart associate and a young mother who we're happy to report is 
going to have her second baby soon. Cindy, who lives in Missouri, gave us this in 
1994 as an expense savings idea. Let me read it; 

Consider a payroll deduction for the health insurance deductible to be 
put in a reserve and credited to that associate. Then as each associate 
incurs claims that will go to the deductible, the amount can be taken 
from the account and reimbursed to the associate, either by separate 
check or though their payroll check. 

Her supervisor wrote: 

Excellent idea! This would help associates to save money for 
unexpected bills that would go to deductible. 

Please give Wal-Mart frunilies such as Cindy's a medisave option. 

Thank you. 
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Chairman Thomas. I thank the panel very much, and the gen- 
tleman from Louisiana wishes to inquire. 

Mr. McCrery. Thank you, Mr. Chairman. 

Mr. Rateliff, you offer four different kinds of health insurance 
packages? 

Mr. Rateliff. Yes, sir. 

Mr. McCrery. Approximately how many of your employees are 
covered by the high-deductible choice? 

Mr. Rateliff. The highest deductible? We have a — let me briefly 
explain — $250, $500, $750, and $1,000. There is about 8 percent in 
the thousand dollar coverage. 

Mr. McCrery. And is that what you — is the thousand dollar de- 
ductible what you would describe as your MSA account? 

Mr. Rateliff. No, sir. We have not designed an MSA account, 
per se. That example was one of our associates that chose that 
route. She didn’t know what to call it but she chose that as a way 
to save premiums, set the money aside and use it as she needed 
it. 

Mr. McCrery. So, do you see more employees moving to higher 
deductible policies; is that a trend in your company? 

Mr. Rateliff. Yes, sir, we offered these — we just began offering 
these about 3 years ago. We had lower deductibles. We began offer- 
ing multiple options and this is exactly what we have seen, associ- 
ates like Joi that have moved up to higher deductible levels and 
reduced their premium costs and saved the difference. 

Mr. McCrery. And what has been the experience with your com- 
pany in terms of your overall health care costs? 

Mr. Rateliff. This last year we had — we are a self-insured plan, 
which the company pays about two-thirds of the cost, and our plan 
was flat. We had no premium rate increase this year. 

Mr. McCrery. Is that unusual? 

Mr. Rateliff. Very unusual. 

Mr. McCrery. Ms. Samuelson, if MSAs are made tax deductible, 
put on the same basis as any other health insurance vehicle, do 
you think that insurance companies will go out of business or will 
they adapt to the change, and create new insurance products? 
What is your opinion on that? 

Ms. Samuelson. I do not think they will go out of business. I 
think they will start marketing more catastrophic health insurance 
policies. Cornell is a self-insured employer, so I am not sure I am 
adequately representing the view of insurers, but New York State 
insurers have an advantage already. 

Mr. McCrery. Well, I happen to agree with you. I think the in- 
surance industry will adapt rather readily to the concept of MSAs 
and begin to offer a variety of vehicles to employers who are not 
self-insured and to the marketplace in general. 

Mr. Chairman, those are all the questions I have of this panel. 

Chairman THOMAS. I thank the gentleman. The gentleman from 
Nevada. 

Mr. Ensign. Thank you, Mr. Chairman. 

Mayor, a couple of questions. First of all, if we apply this to the 
Federal employees, do you think that we will have similar numbers 
of people signing up? And a lot of people have talked about the risk 
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selection. With the large amount that we get to potentially sign up, 
do you think we would have problems with risk? 

Mr. SCHUNDLER. I think you would get large amounts to sign up. 
I think your experiences would be similar to my own. You would 
achieve immediate savings. You would find some people, just by 
virtue of not paying attention, would keep whatever they are choos- 
ing now. And those who are paying attention would probably 
switch immediately. The next year, after you sent the checks out, 
you would see most of your people switch. 

I do not think you would see adverse selection. As was testified 
by someone earlier, I think, if anything, those who are concerned 
because they know they have health problems and they know they 
are going to be seeing a doctor, they may well have already been — 
Because if they have seen a lot of doctors, they may already know 
who they trust and those who they do not, so they are the most 
averse toward going into an HMO. They want to go to a doctor be- 
cause they know they have a real problem. 

So, if anything, you will see a lot of people going into it who, in 
fact, are more unhealthy, but that still gives them an incentive to 
try to get the best deal. Again, it reduces their out-of-pocket ex- 
pense when they go into the MSA versus staying in the current 
policy. It also gives them the ability to stay with the doctor they 
want. But, if per chance it should be a good year, they are going 
to be directly getting money back, and that is a good thing. They 
are going to want to get their health care costs under control. 

Mr. Ensign. Could you address any potential conflicts? Are there 
any with 1818 and the current State law that you know of? 

Mr. SCHUNDLER. No, not at all, not at least in New Jersey. 

I want to point out the provider we have offering the MSA to us 
is actually Blue Cross/Blue Shield of New Jersey, who manages the 
State plan. So, we directly went to the provider who is already pro- 
viding the three options we had. We asked them to create a fourth 
for us. The State gave us explicit permission to go and to pilot it 
for the State’s benefit, to offer a fourth option, and most employees 
are extremely happy and the insurance company was able to adapt 
very quickly. 

Mr. Ensign. Thank you. 

Ms. Samuelson, right now 1818 single taxpayer can deduct up to 
$2,500 annually. Do you think the bill would be more effective if 
the individual was allowed to deduct, say, $2,000 initially and then 
increase to $3,000, say over like a 7-year period? Do you think that 
would make the bill any better? 

Ms. Samuelson. I do not know. I do not see what effect that 
would have on it. At least this way it is consistent with the depend- 
ent care accounts. 

Mr. Ensign. OK. Mr. Rateliff? 

Mr. Rateliff. Rateliff. 

Mr. Ensign. OK. Mr. Rateliff, based on Wal-Mart’s experience 
with MSAs and your employees, long-term do you see this being an 
effective alternative? Do you think over the long term — we get 
some of these switches, like maybe up to 90 percent in the first 
couple of years. Do you think long-term employees will stay with 
it? 
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Mr. Rateliff. We have no experience with it yet. We are just 
studying it. And yes, we do believe long term that they will make 
that conversion. We are getting too many cards and letters and 
phone calls from associates that are asking to have those sorts of 
options. They may not know — ^they do not call it Medisave or medi- 
cal savings accounts. 

Mr. Ensign. What do you think long-term it will do to your ad- 
ministrative costs? 

Mr. Rateliff. That is a good question, too. Our costs currently 
run about 3 percent. We felt like if we could cut those in half, 1 
think that is hard to estimate at this time, it would save us about 
$7 to $8 million corporately. Since we are self-assured, we would 
pass that back to lower premiums in the plan. 

If I might address the previous question to Ms. Samuelson, we 
believe a higher deductible option later on, having seen the pat- 
terns we have seen so far of folks wanting higher deductibles, 
would be something they would want. They would like to accumu- 
late the money and move into a high-deductible, be able to continue 
to reduce their premiums long term. We would like to see that. 

Mr. Ensign. Very good. Thank you, panel, and thank you, Mr. 
Chairman. 

Chairman Thomas. The gentleman from Maryland. 

Mr. Cardin. Thank you, Mr. Chairman. Let me thank all our 
witnesses for their testimony. It is very helpful to us. 

Mayor Schundler, I am impressed by the results you have been 
able to accomplish in Jersey City. It is very impressive the type of 
savings you have been able to achieve for your taxpayers as well 
as providing additional incentives for your employees. 

When was that plan put into effect? 

Mr. Schundler. This January. 

Mr. Cardin. So, you have just 6 months of experience? 

Mr. Schundler. Right. 

Mr. Cardin. At the present time. If I understand it, you offer 
your employees a choice. They can get the identical benefit struc- 
ture, the only difference being the deductible and copay. 

Mr. Schundler. That’s right. 

Mr. Cardin. And they can choose to go into the medical savings 
account plan or go into the traditional plan. 

Mr. Schundler. Lower deductible plan. 

Mr. Cardin. Right. What has been the experience? What is the 
percentage difference? 

Mr. Schundler. Fifty-six percent have chosen the MSA in the 
first year. Again, I am convinced after the checks go out in Decem- 
ber, we will see more switch into it. 

Mr. Cardin. Have you noticed any trend as far as the age of the 
employee or the health history of the employee as to which ones 
are choosing which plans? 

Mr. Schundler. No, I honestly have not studied that, so I can- 
not answer it. 

I think, again, one of the things we were able to do for our em- 
ployees that was charted out for them, what the impact would be 
on them if they had high costs or low costs. They benefit under ei- 
ther scenario with the MSA. 
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There is only one place where you actually are a little worse off, 
and that is if you have costs which are right about the deductible 
level. If your costs are, for instance, $2,000, because your MSA con- 
tribution is taxable income to you, it actually is marginally less at- 
tractive. But that is a very narrow band, between about $1,800 and 
$2,200 of expenses where you lose out. And you lose out only slight- 
ly- 

If you pass this, that will even — ^that band will be eliminated, 
and it will be more attractive for the employee. And it is much 
more attractive when your costs are much higher or much lower. 

Mr. Cardin. You are estimating a $500 per family savings for 
the taxpayers. 

Mr. SCHUNDLER. That is in pocket now. 

Mr. Cardin. Pardon? 

Mr. SCHUNDLER. That is in pocket now. Because our premiums 
immediately went from $6,800-- — 

Mr. Cardin. That is the question I wanted to ask. You have 
achieved that through your 

Mr. SCHUNDLER. That is already achieved. We think the — the 
premium already went from $6,800 to $4,500 because the deduct- 
ible went up. But as the claims experience goes down, then we 
think you will see further premium reductions in the next couple 
of years. And, ultimately, when it begins to go up farther into the 
future because of inflation and so forth, it will go up more slowly. 
And the experience we have had, actually the premiums for the 
standard plan doubled in just the last 5 years. 

Mr. Cardin. If the Federal legislation prohibited the annual 
withdrawal of the funds for the employee but required that they be 
accumulated for health reasons or to reach the age of retirement 
or the age of when it is permitted under IRAs to withdraw funds, 
would that have, in your view, a negative impact on your plan? 

Mr. SCHUNDLER. I think so. I think it would have — ^monies to- 
morrow are less attractive than moneys today. So, I think that 
takes away some of the incentive that we want to create for people 
to shop around for quality and cost. 

Mr. Cardin. Well, thank you very much, and I would appreciate 
it if you would keep us informed if you find out some of the demo- 
graphics as to who chooses which plans. They may be useful to us. 

I know the underlining insurer is doing that and if we could get 
that information it would be certainly useful to us in our analysis. 

[The following was subsequently received:] 
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City of Jersey City - MSA Pilot Program 
MSA Participant Profile 


Average age: 42.2yrs. 

72% are mak 
28% are femak 

61% are married 
36% are singk 
4% are divorced 

37% have coverage 10(Employee Only) 

22% have coverage 40(Employee and Spouse) 
36% have coverage S0(Employee and Family) 
5% have coverage 80(Employee/Child/Children) 
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city of Jersey City 
Bret Schundler, Mayor 

MEDICAL SAVIMGS ACCOUNT (MSA) PILOT PROGRAM 


Employee Census (3/1/97) 

MSA 

Employee Only: 49 

Employee/ Spouse: 25 

Employee/Family: 43 

Employee/Children: 7 

Total: 124 (56%) 

Traditional 

Employee Only: 24 

Employee/Spouse: 24 

Employee/Family: 13 

Employee/Children : 2 

Total; 63(29%) 

Blue Choice (POS) 

Employee Only: 6 

Employee/ Spouse: 3 

Employee/Family; 15 
Employee/ Children: 3 

Total; 27(12%) 

HMO Blue 

Employee Only: 2 

Employee/Spouse: 1 

Employee/Family: 3 

Employee/Children: 1 

Total: 7(3%) 

GRAND TOTAL: 221 


Note: Page 108: (Lines 2473 - 2476) 
Page 113: (Lines 2565 - 2567) 
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Chairman Thomas. The gentleman from Nebraska. 

Mr. Christensen. Thank you, Mr. Chairman. I just wanted to 
ask Mrs. Pierce, as an associate of Wal-Mart, what have you felt 
to be the general feeling of the associates? Have they been very sat- 
isfied thus far? What has been your general experience personally 
as well as your representation of the other associates at Wal-Mart? 

Ms. Pierce. On this plan? 

Mr. Christensen. Yes. 

Ms. Pierce. We have not really even 

Mr. Rateliff. Again, we have not instituted an MSA. We have 
no experience. 

Mr. Christensen. Do you feel that there will be a general ac- 
ceptance by a lot of the associates for that? 

Ms. Pierce. Oh, definitely. Yes, I do. 

Mr. Christensen. I wanted to ask Mayor Schundler, why do you 
favor an MSA over managed care? And maybe you could delineate 
a little more specifically why you think an MSA may be a better 
alternative to go than a managed care system? 

Mr. Schundler. I think what managed care does ultimately is 
third party rationing. It is not as good to say that if you do some- 
thing bad to yourself, we will make it all well again, than if you 
can say to someone, we will give you an incentive not to do some- 
thing bad to yourself. 

So, you naturally have infiation when people are in managed 
care systems because people are still going out and not doing pre- 
ventive care. They have no incentive necessarily financially. So, 
what ends up happening is, the way you begin to control costs in 
a managed care system is by reducing benefits or by increasing em- 
ployee copay. That is the only way you will really begin to reduce 
costs in the long term. 

I think it is far better to focus on preventive care, responsible ac- 
tion, and on consumer shopping around. And that is the way to 
really control health care costs without having to take away bene- 
fits. 

Mr. Christensen. I Really appreciate your leadership in these 
areas as well as all the other areas you have been leading in. I 
think we look forward to maybe taking it one step farther and add- 
ing a little bit of a Federal slice to this MSA with an amendment. 
So, thank you so much for your leadership. 

Mr. Schundler. Congressman, if I could add one point? 

Mr. Christensen. Yes. 

Mr. Schundler. I think you would also see the Treasury benefit 
immediately. Because, again, since health care costs are an exclu- 
sion and our total exclusion now goes from $6,800 to — again, we 
are not taxable to begin with. But say we were a corporation, our 
costs would go from $6,800 to $6,300. That is $500 more per family 
member you would be able to tax. 

I might add that the rebate under the Archer plan is taxable in- 
come also. So, you would be able to tax that also. You would have 
an immediate positive impact not only if you extended it to your 
employees, but for everybody else who uses it. There would be more 
money for government to tax unless there is an exclusion. 

Mr. Cardin. If whoever has the time would yield? 

Chairman THOMAS. The gentleman would be happy to yield. 
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Mr. Cardin. If I could ask one more question, mayor, if I might. 
The premiums for those individuals who are not in the MSA option, 
has that premium changed at all? 

Mr. SCHUNDLER. No. Well, no, it has not changed with the excep- 
tion of it went up with the regular State plan. There has been no 
adverse effect, in short. 

Mr. Cardin. You were paying $6,300. 

Mr. ScHUNDLER. $6,800 on that plan. 

Mr. Cardin. And that is still at $6,800. You have not achieved 
savings in the plan like you have in the MSA option? 

Mr. ScHUNDLER. That is correct. 

Chairman THOMAS. But it has not gone up, either. 

Let me underscore the gentleman from Maryland’s request about 
information, mayor. You have only been in the program, I under- 
stand, 6 months, so, obviously, we would be very interested. 

As you may have heard from other panelists, some of the criti- 
cism is there is an adverse selection process. And it just seems to 
me that if you have any data on the initial selection — I assume you 
did some advertising and across the board in materials of the city 
employees. 

Mr. SCHUNDLER. Right. 

Chairman Thomas. Have you done any analysis at all as to who 
jumped at the opportunity to utilize the MSA? 

Mr. ScHUNDLER. Again, I apologize I cannot give you good infor- 
mation. Anything I would bring to you today would be conjecture. 
My employees 

Chairman THOMAS. We would be very anxious if you would ana- 
lyze the profile. It is of great concern to us and we would appre- 
ciate having some empirical data. 

[The information was not available at time of printing:] 

Chairman 'Thomas. What about the other cities in New Jersey? 
As you move around to various city organization, have you gotten 
some inquiries? How large is Jersey City? 

Mr. SCHUNDLER. Two hundred thirty thousand people. We have 
about 2,500 employees. 

Now, we were the first — we were the first to do this. There have 
been a lot of cities leaving the State plan because of the dramati- 
cally rising premium costs to being in the State plan. As you might 
imagine, there has been a lot of union opposition, because typically 
what the cities have done as they leave the State plan they may 
actually try to get copayments or what have you from their employ- 
ees. So, it creates a lot of fractiousness. 

Instead of leaving the State plan, we went to the State and said, 
give us permission to add an alternative that will allow us to 
achieve the savings we are interested in and it will make our em- 
ployees very happy and feel secure. 

Chairman Thomas. Thank you. 

And, obviously, Mr. Rateliff, Wal-Mart has a significant number 
of employees. What percentage of the employees of Wal-Mart are 
hourly associates? 

Mr. Rateliff. About 85 percent. 

Chairman Thomas. About 85 percent. That would translate into 
how many numbers, roughly? Ballpark. 

Mr. Rateliff. Well, we have 600,000 on the payroll totally. 
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Chairman Thomas. The two examples you gave us of folks who 
were prescient enough to ask for this without knowing the name 
of it were in fact both hourly associates? 

Mr. Rateliff. Yes, sir. 

Chairman Thomas. If you do initiate any program like this, once 
again we would appreciate having any data that you have in mate- 
rials of age or income groups or other discernible categories who 
see this perhaps as an option more than other categories. We think 
it will be a definite plus as an additive. Some folks see it as a pana- 
cea. I believe a number of folks testified today that as an additive 
it certainly is an attractive option. 

Mr. Rateliff. That is correct. 

Chairman THOMAS. I have been urged by several of my col- 
leagues to go ahead and move the bill today. This is a hearing, not 
a markup, but I can assure you that sentiment expressed on both 
sides of the aisle is largely in support of this concept. I just hope 
we can quit talking and move the product. 

I want to thank you very much for your testimony, once again, 
indicating to Congress that things are going on in the private sec- 
tor, Mrs. Samuelson, among State institutions, among cities, and 
among the private sector, and it is time that Congress caught up 
to the ideas that are out there. Thank you very much. 

This hearing is adjourned. 

[Whereupon, at 1:25 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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STATEMENT OF THE AMERICAN DENTAL ASSOCIATION 
FOR THE RECORD 

ON MEDICAL SAVINGS ACCOUNTS AND THE 
“FAMILY MEDICAL SAVINGS AND INVESTMENT ACT OF 1995, H.R. 1818’ 


The Anerlcan Dental Association (ADA) is very pleased to have an 
opportunity to submit this statement for the record on the issue 
of Medical Savings Accounts (HSAs) . The Association is the 
largest dental organization in the United States, representing 
more than 140,000 dentists. 

The ADA enthusiastically supports H.R. 1818, the "Family Medical 
Savings and Investment Act of 1995", introduced by Chairman 
Archer (R-TX) and Representative Jacobs (D-IN) , which offers 
consumers the option of managing their own insurance program 
through medical savings accounts. 

MSAs are a market-friendly means of controlling medical health 
care costs by reducing demand for unnecessary medical services. 
The advantages of MSAs are clear: they empower and motivate 
Individuals to seek only necessary, cost-effective care because 
consumers will be using their own money. At the same time, 
freedom of choice of providers is guaranteed; and the insurance 
is portable because it belongs to the individual, thus addressing 
the "job lock" issue that has been one of the major concerns of 
health care reformers. MSAs can even increase coverage because 
they can be used to cover services which may be important to the 
individual, but which are not usually covered under more 
traditional insurance. 

Further, like millions of Americans, many dentists are self- 
employed and may take only a 25 percent (30 percent beginning in 
1996) deduction for premium payments for their health coverage. 
This is a long-standing inequity ameliorated with MSAs. 

The ADA commends the Chairman for his leadership in developing an 
alternative insurance proposal as part of health system reform 
that emphasizes equity, efficiency and individual responsibility. 

H.R. 1818 permits an "eligible" individual to deduct annual 
contributions to a Medical Savings Account (MSA) totaling the 
lesser of $2,500 or the deductible under a catastrophic health 
plan. The contribution ceiling is raised to $5,000 if the 
catastrophic plan also covers a spouse or dependent. To become 
"eligible" for an MSA, an individual is limited to catastrophic 
health plan coverage, except for certain "permitted coverage" 
including dental care only plans. 

The bill defines catastrophic health plans as any health plan 
that provides no compensation for expenses covered by the plan 
until the expenses exceed $1,800 for an individual or $3,600 if 
the plan covers more than one person. However, exceptions to 
this deductible provision are allowed for "permitted coverage," 
including plans furnishing coverage only for dental care. 
Withdrawals from an MSA are excluded from income if they are used 
for "qualified medical expenses" for medical care as defined in 
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section 213(d) of the Internal Revenue Code, which includes 
dental care. Long-term care insurance and catastrophic health 
plan coverage may also be purchased with MSA funds. 

Employer-provided coverage under an accident and health plan may 
continue without such contributions being taxed as gross income 
to employees. Employers will also be able to continue to exclude 
such contributions from employment taxes. ' 


Dental Benefits and MSAs 

The ADA supports the use of MSA funds for dental service 
expenditures not covered by dental benefit plans. Oral health is 
an essential part of total health care. Many medical conditions 
are self-limiting, but dental diseases are chronic, progressive 
and destructive, becoming more severe over time. Dental disease, 
however, is almost entirely preventable with regular 
examinations. The ADA believes that MSAs are an excellent 
opportunity for those with no or inadequate dental coverage to 
better access the dental delivery system. 

It is essential, however, that MSAs remain an option and not a 
substitute for employer-provided free-standing dental insurance 
that is tax deductible for the employer and excluded from 
employees' income. Twelve million Americans had dental coverage 
in 1970, by 1992 that number expanded to 110 million. From 1980 
to 1992 the percentage of school children free of tooth decay 
increased from 37 to 50 percent. This success is attributable, 
in part, to the increased access to care afforded through the 
availability of dental plans. Host dental benefit plans fully 
cover services that prevent disease. Significantly, the National 
Institute of Dental Research estimates that Americans saved 
nearly $100 billion in dental care bills during the 1980s because 
of dentistry's emphasis on preventive oral health measures. The 
Association believes that it would be contrary to sound public 
policy to undermine the current cost-effective dental benefit 
system by taxing those benefits. 

The Association notes that some MSA proposals restrict 
individuals who elect the MSA option to high-deductible medical 
benefit plans. The ADA understands the rationale for such a 
restriction as it applies to medicine, but believes it is 
unnecessary and inappropriate to apply such linkage to dental 
benefit plans. 

Standard dental benefit plans have historically required 
significant beneficiary cost-sharing through copayments, 
deductibles and limits on the type and frequency of care, and 
they invariably use annual maximums. As a result, the dental 
patient with dental coverage is already sensitized to the cost of 
dental treatment. Indeed, currently about 50 percent of all 
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dental expenditures are out-of-pocket, while only about 20 
percent of medical costs are directly borne by the patient. 

The CATO Institute, long a proponent of medical savings accounts, 
in its March 14 policy analysis, implicitly supports the 
Association's proposition that dental benefit plans already 
strike a proper balance between patient and third-party 
responsibility. According to the analysis, cost Increases have 
risen less rapidly for services characterized by lower third- 
party payments. For example, from 1965 to 1990 inflation- 
adjusted increases for hospitalization costs rose 350 percent and 
physician costs increased by 250 percent, but dental costs rose 
only 200 percent. In addition, "From 1960 to 1990 out-of-pocket 
health spending relative to personal income did not increase at 
all. Vet total health care spending relative to income tripled 
during that period." 

Further, linkage of dental coverage to a catastrophic plan is 
also inappropriate. Medical benefit plans are inherently 
different from dental plans. All medical benefit plans are, 
first and foremost, intended to provide insurance against 
catastrophic events that could bankrupt the average family. 
Consequently, even high-deductible medical coverage serves the 
primary purpose of medical coverage and, when linked with an MSA, 
provides many Individuals with appropriate incentives to cut 
costs. 

On the other hand, dental expenses are not catastrophic in 
nature. In fact, the standard dental benefit plan is really not 
an insurance plan at all, but a prepayment plan. First dollar 
coverage in dental plans is invariably limited to preventive and 
diagnostic services. Patients who require more extensive and 
costly care must bear an increasingly greater share of the cost. 
At the same time, most dental plans reimburse preventive services 
at 100 percent of costs because prevention is such a integral, 
cost-effective component to good oral health. 

A high-deductible dental benefit plan, which would not reimburse 
until a threshold amount is reached, would preclude payment of 
preventive services for most people. Even on the surface, this 
appears "penny wise and pound foolish" as a cost-control 
mechanism in dentistry because it merely defers treatment, and, 
therefore, will Increase the eventual cost of dental care. 
Individuals who choose to avail themselves of the MSA program 
must not be required to settle for a dental coverage plan that 
fails to cover preventive services at 100 percent. To require 
otherwise would be a clear step backward for the approximately 
110 million Americans with dental coverage and would support the 
contention of MSA opponents that medical savings accounts 
undermine preventive care efforts. 
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The Association believes its reading of H.R. 1818, which permits 
individuals (or employers on behalf of employees) to continue to 
purchase dental only coverage with pre-teuc dollars while 
participating in the MSA option, indicates that this bill 
supports the ADA's position that the integrity of free-standing 
dental plans must not be threatened. 

In closing, Mr. Chairman, the Association is very j^leased to be 
given an opportunity to comment on H.R. 1818. The ADA believes 
it is an outstanding bill that takes the proper approach toward 
health care cost containment — the establishment of a system 
with market-based incentives to empower individuals to make wise 
health care purchasing decisions. 
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STATEMENT 
of the 

AMERICAN MEDICAL ASSOCIATION 

to the 

Committee on Ways and Means 
Subcommittee on Health 
United States House of Representatives 


RE: Medical Savings Accounts and the “Famiiy Medical Savings and 
Investment Act of 1995, H.R. 1818" 

June 27, 1995 


Mr. Chairman and Members of the Committee: 


The American Medical Association (AMA) appreciates the opportunity to submit this statement 
for the record regarding the "Family Medical Savings and Investment Act of 1995," and to 
express our overwhelming support for the passage of medical savings accounts (MSA) legislation 
by this Congress. 

We commend Chairman Bill Archer and Representative Andrew Jacobs for their leadership in 
introducing this legislation. MSAs, combined with catastrophic insurance coverage, represent 
a refreshing and rational reform of our health delivery system. Empowering individuals with 
the ability to choose the type of health care they will purchase and from whom has continued 
to remain at the center of the health reform debate; Should we favor more government control 
over our health care dollars or more freedom for all of us as consumers of health care to make 
our own decisions? The answer from the American people is clear, and the Archer-Jacobs MSA 
legislation will help to provide health care consumers with that freedom. 

For almost a decade, the AMA has been on record as supporting the adoption of MSAs as an 
option in our health care system. In fact, a longtime AMA health policy economist, Jesse 
Hixson, PhD, is credited by the National Center for Policy Analysis (NCPA) with the original 
concept of medical savings accounts. We believe MSAs not only represent a cost effective 
approach to providing health care, but also strengthen the market for medical care by assuring 
patients more freedom of choice. 

We understand that the Archer-Jacobs legislation would allow individuals to establish a medical 
savings accounts in conjunction with a catastrophic health policy. Such catastrophic health plan 
would be a plan that has a deductible amount of at least $1,800 for an individual or $3,600 if 
the plan provides coverage for more than one individual. 

Within certain limits as described in the Archer-Jacobs legislation, employer contributions would 
be excludable from gross income if made by the employer and deductible if made by the 
individual. The amount of individual contributions that could be deducted or employer 
contributions that could be excluded for a taxable year would be the lesser of either the 
catastrophic health plan's deductible, or $2,500 per individual or $5000 if the MSA covers a 
family. Withdrawals from a MSA would be excluded from income if used for qualified medical 
expenses for the individual or family. 

There are many advantages to using MSAs and the AMA would like to touch on several reasons 
we believe the Archer-Jacobs bill would be beneficial to our health care delivery system. 
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The Advantages of MSAs 

MSAs are cosi-effective. A fiindamenu] problem exists today in the way we finance our health 
care. Because many of us receive our health care insurance from an employer-provided plan, 
we do not personally feel the need or the desire to pay attention to the cost of a medical 
procedure. With traditional insurance, consumers are insulated from prices and do not perceive 
the full cost of consuming health care resources. Numerous studies provide evidence that third 
party payment for health care shields patients from cost awareness and the responsible 
consumption of health care dollars. In fact, a Rand Corporation study found that individuals 
who had access to ’’free care” consumed at least 30 percent more than those who had to pay a 
substantial portion of the bills up to a maximum amount out-of-pocket. 

One might ask a simple question: Is it more desirable to link the patient to the cost of health 
care or insulate the patient from the cost? Unfortunately, the lack of this direct linkage has led 
to systematic overuse by consumers who have had little incentive to limit spending or 
thoughtfully weigh the costybenefits of service. Consumers are not exerting as much pressure 
on providers for economic efficiencies as they would if they were paying the full cost of medical 
care directly out of their own pockets. The result is that many prices may be higher than they 
otherwise would be and many providers are less efficient than they could be. 

MSAs will spur much needed competition in the health care marketplace. MSAs as contained 
in the Archer-Jacobs bill represents a market af^roach, rather than a regulatory approach, to 
reducing health care costs by encouraging prudent health care buying and saving. Rather than 
achieving cost containment through global budgeting or price controls, which usually leads to 
gaming or other distortions in the health caie system, the AMA believes the Archer-Jacobs bill 
would create incentives to wisely use one’s own health care dollars, rather than continue the 
present perverse incentives to freely consume someone cise’s. 

Companies searching for more innovative and cost-effective ways to provide health care benefits 
for their employees have learned first-hand cbe benefits of putting employees in control of their 
health care dollars through the use of MSAs. It has been reported that Forbes magazine health 
costs fell 17 percent in 1992 and 12 percent in 1993. Likewise, in the first year of a MSA plan 
for its employees, health costs for Golden Rule Insurance Company were 40 percent lower than 
they would otherwise have been. Dominion Resources and Knox Semiconductors, two northeast 
companies, have had virtually the same experiecice with their MSAs - the cost of the premiums 
for their employee's health insurance fell signifkamly. 

Further, by allowing unspent balances in MSAs to be carried over to subsequent years as set 
forth in the Archer-Jacobs bill, consumers will be rewarded for practicing responsible 
consumption. We believe it is more desirable to reward health care consumers for using the 
system cost effectively rather than punishing them for not using the system in a cost effective 
manner. By encouraging appropriate use of our nation’s health care dollars, while preserving 
individuals' access to the physicians and plans of their choices, MSAs as contained in this 
legislation, represent one of the best approaches to achieving cost savings in a competitive 
environment. 

We believe the Archer-Jacobs bill would have the capacity to increase portability of health care 
policies, a goal which has broad bipartisan 5U|^x>rt. llie portability aspect of MSAs will enhance 
job mobility by eliminating "Job-lock" that forces many employees, especially those with pre- 
existing conditions, to stay in jobs in order to continue receiving needed coverage. Indeed, 
recent public opinion surveys conducted by the Employee Benefit Research Institute in 
conjunction with The Gallup Organization found that one in five Americans surveyed indicated 
they or a family member passed up a job of^K>ftunity based solely on health benefits. 

In addition, MSA funds could provide fmancial resources for workers who become temporarily 
unemployed, allowing them to purchase bridge health insurance while they are between jobs. 
According to the NCPA, a leading advocate of MSA legislation, of the 37 million Americans 
who are uninsured this month, more than 50% will be insured four months from now. More 
than 70% will be insured within one year. While the greater availability of MSAs will not 
completely solve the portability problem, they could result in greater access to our health 
delivery system. 
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Improving the Doctor-Patient Relationship 

By giving consumers the ability to make their own decisions about the value of the health care 
they will purchase, we believe the Archer-Jacobs bill has the potential for substantially 
improving the physician-patient relationship, a relationship which has eroded by the increasing 
intrusion of third party payors. Unlike some traditional health benefit plans which "manage” 
care by limiting access through plan restrictions. MSAs would eliminate the need for 
bureaucratic restraints that interfere with patient choice and the patient-physician relationship. 
As recognized by the NCPA, patients and doctors would be encouraged to manage the care -- 
not a third-party payor. Moreover, MSAs would empower patients to make prudent and sensible 
treatment choices, and reap the reward of their savings. Savings accrued by more cost conscious, 
purchasing of health care would accrue to the patient, not to the HMO or some other third party 
payor. Most important, MSAs would allow the individual - not a third party -- to choose the 
physician, plan, treatment, and range of services that best meet his/her needs. 

The Archer-Jacobs legislation would provide a responsible way to pay for future health care 
expenses including long term care costs. MSAs have unlimited potential in our health care 
system. From the private sector to Medicare ami Medicaid, MSAs are a viable option in the 
health care marketplace as well as an important savings mechanism for future undetermined 
medical expenses. 

MSAs and Medicare Transformation 

The AMA fervently believes that the Medicare program must be transformed. An important 
component of this transformation should be the availability of MSAs as an option for Medicare 
beneficiaries to choose as we recognize is envisioned in the Archer-Jacobs legislation. We 
believe that each Medicare beneficiary should have an expanded set of choices that range from 
the restructured traditional Medicare program to various health plans to Medical Savings 
Accounts. A Medicare Medical Savings Account option should be funded by a defined 
government annual contribution with the requirement that part of these funds be applied toward 
purchase of a high-deductible, catastrophic insurance policy each year. The AMA would 
advocate that contributions to the MSA in the amount of the value of the government 
contribution amount be exempt from federal and state income taxation. Further, we believe 
distributions from a Medicare MSA should be tax advantaged if used for medical expenses, 
catastrophic health insurance premiums or long term care premiums as also foreseen in the 
Archer-Jacobs MSA bill. 

The AMA strongly favors Medicare MSAs because of their potential to enhance the operation 
of the medical care market, to promote competition between health care providers, and to temper 
the rates of price inflation of medical services. Exercising greater choice may increase the 
complexity of the beneficiary's decision-making about medical care, but it will undoubtedly 
provide enhanced opportunities for more prudent use of medical care resources. 

There have been several criticisms of MSAs, a few which the AMA would be pleased to address 
from a physician’s viewpoint. It has been argued that MSAs like those proposed in the Archer- 
Jacobs legislation are likely to reduce incentives to seek preventive medical care. We disagree. 
The AMA has long advocated the importance of preventive medicine from routine checkups for 
kids to mammograms and prostrate screenings for adults. We are aware of no long-term studies 
to support the contention that MSAs are likely to discourage individuals from seeking preventive 
medical care. In fact, MSAs could be a source of funds for services such as preventive care not 
always covered by traditional health insurance. Moreover, anecdotal evidence from employers 
suggests that employees are most interested in seeking preventive care including wellness 
programs to avoid greater health risks and costs down the road. 

It has also been argued that MSAs are not likely to reduce costs because consumers are not in 
a position to bargain for reductions in costs as are managed care plans and insurance companies. 
This argument overlooks the fact that a significant number of employee benefit plans are self- 
insured. While many of these plans contract with insurers as third party administrators, such 
plans are increasingly recognizing that direct contracting with physician groups can avoid 
insurance costs. Further, consumers can and will make prudent decisions about their health care 
just as they decide the type of mortgage to purchase, the kind of car to buy or the amount of life 
insurance to carry. As Thomas Sowell wrote during the health care reform debate last year, 
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"No freedom can be more personal than to decide for yourself what should be done to preserve 
your health and your life. " 

Recognizing the importance of preserving patient choice in health care, a number of states have 
recently passed measures authorizing the use of tax-free MSAs for medical expenditures. As 
a result, there is now an increased availability of MSAs, usually combined with high deductible, 
catastrophic health plans. To date, at least eleven states have enacted MSA laws including 
Arizona, Colorado, Idaho, Illinois, Michigan, Mississippi, Missouri, New Mexico, Utah, 
Virginia and West Virginia. 

On the Federal level, the 103rd Congress produced a number of proposals incorporating MSAs, 
with over 200 bipartisan House and Senate supporters. Legislation introduced so far this year 
demonstrates the continued enthusiasm on both sides of the aisle for MSA legislation. 

As the dog days of summer wear on, the AMA believes it is time for the United States Congress 
to step up to the plate and hit a home run for patients, physicians and, in short, our health care 
system by passing sound and sensible MSA legislation such as the Family Medical Savings and 
Investment Act of 1995. 

Mr. Chairman, we are grateful for the opportuitity to share our thoughts with you. The AMA 
looks forward to working with you. Chairman Archer, Representative Jacobs and the Congress 
as this important legislation moves forward. 
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Testummf to tbe Hoose Ways & Means Committee 
Health Subcommittee Hearing on Medical Savings Accounts 
June 27, 1995 

By John Burry, Jr. 

Chairman and Chief EzecutiTe Officer of Blue Cross & Blue Shield of Ohio 
Chairman of Mountain State Blue Cross & Blue Shidd 


The 104th Congress has committed itself to lefonning the way health care is 
financed in America. The Ways and Means Committee, in particular, is to be 
commended for taking on the two most fundamental issues relating to health care 
financing: the continuing struggle to contain beaMi care costs and the inequitable tax 
treatment of health cate expenditures. 

If we learned anything in the health cate debate which consumed the last 
Congress, it is that it is a mistake to act too tpiickly without fully as.sei.sing the practical 
implications of a legislative proposal. The American health cate system is extraordinarily 
complex. Health care is one-seventh of our economy, a $1 trillion industry which 
employs millions and, most importantly, provides vital services to every one of us and our 
families. Any piece of legislation which relates to an industry so large and complex is 
certain to have dramatic ramifications. Congress saw last year just how dismptive even a 
well-intentioned proposal could be if not fully considered. 

Much of what Congress is seeking to do brings welcome common sense to tbe 
subject of health care financing. For exanqile, the permanent extension of the deduction 
for health insurance expenses of self-employed persons which this Congress passed 
earlier this year is an excellent first step in making needed health insurance coverage 
affordable for all our citizens. 

With respect to certain other proposals, however, I urge you to heed the lessons 
of 1994 and take a harder look. In paiticular, I urge you to consider more fully the 
practical effects of medical savings accounts, particularly as proposed in H.R. 1818, "The 
Family Medical Savings and Investment Act of 1995’, upon our system of insurance and 
health care financing. 

In general, medical savings accounts, including that proposed in H.R. 1818, would 
permit persons to make tax-preferred contributioos to accounts which could be drawn 
upon to fund the high deductibles associated widi catastrophic health insurance policies. 
At first glance, the medical savings accoum has a seductive and emotional appeal. Its 
concept is simple, and there is an aura of self reliance to it that rings of democracy. 

Notwithstanding that initial appeal, however, the impartial etqiens who have 
thought through the real world consequences of MSAs, including the Congressional 
Budget Office, the Cougressional Research Service, the National Association of 
Insurance Commissioners, and the American Academy of Actuaries, have separately 
concluded that the practical effects of MSAs could be devastating. 

It is difficult to overstate the harm MSAs would cause to our current system of 
health care financing. As the CBO bluntly staled, MSAs 'could threaten the existence of 
standard health insurance.' 

MSAs Would Undermine Standard tnairance Throuph Adverse Selection 

The CBO concluded that medical savings accounts would 'exacerbate the problem 
of adverse selection" in tbe health insurance marketplace. By inducing healthier persons 
to gravitate towards high deductible plans, MSAs would undennine the very purpose of 
insurance: spreading the financial burden of tbe few who incur high medical expenses 
among the many who do not. 
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If healthy people are given an incentive to take their dollars out of the insurance 
pool, the results could be disastrous for the older and sicker people who would be forced 
to pay ever-higher premiums in a futile attempt to insure one another. 

That’s why the National Association of Insurance Commissioners opposes medical 
savings accounts, saying "[Ajsa result, the health insurance pool would contain a higher 
proportion of 'high-risk' individuals and insurance costs would be higher for those left in 
the health insurance pool." 

The American Academy of Actuaries reached the same conclusion, stating, "Less 
healthy individuals who need and select low-deductible insurance plans will likely pay 
more for their coverage, since the most healthy and highest income persons in the group 
are likely to select MSA programs.” Thus, the Academy of Actuaries observed, "The 
greatest losses will he for the employees with substantial health care expenditures. 

Those with higher expenditures are primarily older employees and pregnant women." 

Even the Heritage Foundation, a principal supporter of MSAs, has conceded that 
their appeal is limited largely to the so-called "young immortals" and those in higher 
income brackets. 

Medical savings accounts are presented as an incentive for the health care 
consumer to shop independently for the best care and the best price. The outdated 
premise for this argument evolved from a single 1979 Rand Instimte Health Insurance 
Study that implied that if people had to pay more out of pocket for medical care, they 
would consume less. Significantly, the Rand study predated the introduction of managed 
care, and could not take into account the gathering momenmm of the medical 
revolution. 

Blue Cross & Blue Shield of Ohio concluded a major study two years ago to see if 
MSAs made sense in a much more evolved medical marketplace. Our study of 38,729 
families, a huge sample, demonstrated that MSAs would bankrupt our current system of 
financing health care and significantly add to the cost of medical care. 

The families in the study were insured through Blue Cross & Blue Shield of 
Ohio’s small-business insurance coverage. The total health care charges of the families 
in the smdy for one year were a shade more than $159 million, a sum which reflected 
typical utilization patterns. If MSAs such as those now being considered by the Ways 
and Means Committee had been in effect, there would have been a shortfall of more 
than $50 million. That’s because the sum of all catastrophic premiums plus all the 
amounts actually withdrawn from MSAs to pay medical expenses, a much smaller 
amount than that deposited, would have totalled less than $110 million. 

The reason for that shortfall is self-evident. As numerous experts have observed, 
MSAs would violate the basic tenet of underwriting: that the resources of many are 
pooled to meet the extraordinary needs of a few. In short, the money that normally 
would he pooled through the payment of premiums would instead he locked up in MSAs. 
As a consequence, those funds would be retained in the accounts of the relatively 
healthy, and would be unavailable for payment of the medical expenses of the relatively 
sick. The bottom line would be that there would be insufficient funds within the system 
to cover those who most need medical attention. 

This would leave an insurer with one of two options. First, an insurer could 
increase dramatically the cost of its policies, thus boosting the costs which MSAs are 
meant to contain. Second, health insurers could exclude the 10% or so of families who 
incuned the majority of health care costs. If insurers chose that option, MSAs effectively 
would deprive the most frail, infirm, and chronically ill any health care coverage at all. 
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Where would those famili es go for their insurance? Would any private insurer be 
willing to stop in and provide for such a high risk group? If they did step in and provide 
insurance, would it be prohibitively priced? 

The answer is that those families could not obtain affordable insurance. The 
result would be that either the govemment would have to assume the cost of their 
coverage or those families would he added to the growing number of uninsured 
Americans. 

We don’t need to speculate about the harmful effects adverse selection has upon 
insurance markets and-more importantly— upon the lives and health of the persons who 
seek to buy insurance. Those effects are evident in insurance markets today. 

Right now, the business of insurance is to a large extent an exercise in identifying 
the healthy people to whom to sell policies and excluding those who actually need the 
insurance. That is particularly true in the individual market, to which MS As would be 
primarily directed. 

MSAs would make this unwelcome trend much worse: they are tailor-made for 
identifying healthy persons who may be profitably insured~it makes no sense for a sick 
person to utilize an MSA. 

Medical Savinas Accounts Would Not Effectiveiv Contain Health Care Costs 

In addition to causing adverse selection, MSAs would not achieve the individual 
savings which their advocates claim. 

If one accepts the argument that MSAs leads health care consumers to shop for 
bargains because they would have something to gain, that is, the savings they would 
retain in their accounts, then one must accept the corollary; consumers will make no 
effort to limit utilization and contain costs once they exceed a catastrophic deductible 
because they would have nothing to gain. Those expenses would be borne by the 
insurer. 


Significantly, the great majority of health care costs in our country are incurred 
beyond typical catastrophic deductibles, costs which would be wholly unaffected by 
MSAs. 


CBO estimates that 83% of health cate goods and services are consumed by 
persons whose medical expenses exceed $2,500 a year. Our study yielded similar data; 
the healthiest 68% of the families studied consumed only 16% of the health care 
resources, while the remaining 32% of the families with members who suffered from 
serious illness spent a stunning 84% of the total. Almost all of the latter amount 
consisted of health cate costs which exceeded catastrophic deductibles. 

What's more, MSAs would not even effectively contain costs below catastrophic 
deductibles. Individual consumers aren't in a position to insist on more productive and 
efficient medical gorxls and services. MSAs are based on the inaccurate premise that 
consumers have sufficient information atxl expertise to make sound medical purchases. 
MSAs would provide them with neither. 

Reform is induced by informed purchasing by employers and other groups, which 
MSAs would not promote. Instead, MSAs would weaken tte bargaining position of large 
groups by encouraging healthy individuals to seek health cate on their own. If a large 
employer or other group sou^ to negotiate only on behalf of the relatively unhealthy, 
who likely would run up substantial medical expenses, providers would have no reason to 
offer those groups favorable rates. 
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Discounts would only be realized by those who effectively sought them out. 
Moreover, experience proves that providers will offset the cost of discounts by either 
increasing volume or raising prices to others. Effective cost containment comes from 
both insurance reform and increased productivity in health care delivery systems, which 
MSAs would do nothing to promote. While MSAs give individuals incentives to seek 
discounts, isolated discounts are not synonymous with cost containment and increased 
productivity. 

In fact, MSAs such as that proposed in H.R. 1818 would serve to preserve much 
of the fee-for-service system which has limited productivity gains, for there is no other 
practical arrangement for individuals to purchase specifrc medical services. For that 
reason, CBO has concluded, "[T]he catastrophic-plus-MSA option might attract people 
out of group- and staff-model health maintenance organizations. Those people would no 
longer benefit from the efficiencies of HMDs.” Because H.R. 1818 expressly limits 
MSAs to persons covered by catastrophic policies, it would drive consumers away from 
the low- or no-deductible managed care plans which have proven in the medical 
marketplace as among the most effective means of containing health care costs. 

In addition, MSAs would blunt the financial incentives which would otherwise 
encourage consumers and providers to restrict themselves to medically necessary and 
appropriate services. Advocates of MSAs regularly have taken out ads which claim that 
the accounts are a means of funding health care without government involvement. The 
opposite is true. H.R. 1818, like all MSA proposals, provides that consumers would not 
bear full cost of medical expenses funded by MSAs-those expenses would be subsidized 
through the tax system. Under present law, consumers bear the full cost of deductibles 
up to 7.5% of adjusted gross itKome. Thus, MSAs would eliminate certain disincentives 
to over-utilize health care. 

Finally, MSAs such as that proposed by H.R. 1818 would impede effective cost 
containment because tb^y generally may be drawn upon to be spent tax free on any 
"medical expenses," a term which includes a great many health care costs which cannot 
be applied to a catastrophic deductible. Thus, MSAs would provide a tax subsidy to 
many expenses presently borne fully by the consumer, thus encouraging additional 
consumption. 

MSAs Would Discourage the Use of Primary and Preventive Care 

H.R. 1818, like other MSA proposals, would discourage the use of primary and 
preventive care. Specifically, MSAs seek to reduce demand for cate without reducing 
the need for care through health prevention and promotion efforts. 

MSAs would discourage the use of cost-effective primary and preventive care 
because those expenses likely would not be covered by insurance. On the other hand, 
the consequences of the failure to obtain such cate would be fully covered once the 
catastrophic threshold was crossed. 

MSAs impose a frnancial penalty upon persons who seek primary and preventive 
care. Because, as MSA advocates stress, the accounts are personal property, withdrawals 
from the accounts take money out of the pockets of the patients. The resulting 
disincentive to seek primary and preventive care would be avoided through the use of a 
standard low-deductible policy. 

This problem may be mitigated in part if a portion of the amounts deposited in 
MSAs were forfeited unless spent on preventive care, but H.R. 1818 has no such 
provision. 
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Medical Savings Accounts Would Constitute Regresnye Tax Policy 

H.R. 1818, like most MSA proposals, provides tbat contributions to MSAs would 
be tax deductible. Because tax deductions are worth more to high income taxpayers who 
are subject to higher marginal rates, MSAs would be highly regressive. 

What’s more, MSAs would be utilized disproportionately by high income persons 
because low to moderate income indivkfaiais often lack sufficient liquidity to establish 
MSAs. 


On the other hand, MSAs would hurt the poor and the sick. MSAs, by design, 
require dramatically increased cost-sharing by consumers. Yet studies show that 
increased cost-sharing adversely affects health outcomes for persons with unhealthy life 
styles, a group which is disproportionately poor. 

In the end, medical savings arxmunts would serve only the healthy, and only the 
wealthy could afford healthy insurance. 

How to Contain Health Care Costs 

If medical savings accounts ate not the answer, how do we contain health care 

costs? 


The debate over the issue of health costs takes many forms and directions, 
bringing with it an increasingly emotional dialogue that, for the most part, overlooks the 
fact we ate in the midst of a medical revolution as great in tnagnimde as was the 
Industrial Revolution. It is important to understand this when we address the issue of 
health care costs, for it is not like debating another trade agreement, public works 
project, or entitlement program. 

We must deal with the growing expense of medical care, but we must uixlerstand 
that a substantial part of the cost is a dual health care system, one eixmmbered by the 
past with a vast network of hospitals no longer needed, but costing more and mote to 
maintain. 

This health care system represents Parkinson’s Law at work — over time, the 
struemre of our medical community has etqranded without any direct relation to the 
nature of services or delivery system required to meet efficiently the public’s needs. 

The second system we ate supporting is in the vanguard of the medical revolution: 
the technologically advanced, research oriented, vertically integrated delivery systems, 
and more sophisticated concepts of managed care. Ihis system is designed to provide 
ambulatory outpatient care for mote dian 80% of those services previously provided on 
an inpatient basis. 

America carmot afford to support two health care systems. In the debate over 
health care cost contairunent, too little consideration has been given to this reality. 
Instead, health care reform proposals have tended to focus on how to pay to maintain 
what is already in place. 

Rather than concentrate on new ways to futxl our wasteful dual system, we need 
to search harder for ways to save money. 

One in three hospital beds goes unused in this nation. We need to close more 
hospitals and work to build a vertically integrated system that brings doctors, hospitals, 
and insurers together as a team to manage costs. This must be done to combat excess 
capacity and duplication of high technology that hospitals use to compete with each 
other. 
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Cost management will become moie critical as the medical revolution gains in 
momentum and offers medical advances that promise to abate cancer, fight heart 
disease, and prolong life. The unlocking of genetic codes will change medicine forever. 
Unless we deal with the realities of today, the medical triumphs of tomorrow will be 
available only for the privileged. 

We recognized the need to address the future in 1987 when we urged passage of 
an Ohio law that enabled Blue Cross & Blue Shield of Ohio to negotiate for the best 
hospital rates for its l.S million customers. 

This action helped Cleveland drop from the fourth most expensive hospital city in 
the U S. to the 33rd in nine years. By projecting the "Cleveland Model" nationwide, an 
annual savings of $20 billion could be achieved, enough to cover nearly 12 million 
uninsured Americans. 

In addition, Blue Cross & Blue Shield of Ohio joined with the Greater Cleveland 
Growth Association (Cleveland’s chamber of commerce) and the Council of Smaller 
Enterprises to create an alliance which led to the nation’s biggest small group purchasing 
coalition for health care. This prototype has been the subject of study by other groups 
across the country. 

Blue Cross & Blue Shield of Ohio has also taken the lead in containing health 
care costs by fighting systemic waste and fraud. Experts estimate that 25% of the cost of 
the U.S. health care system is lost through waste and fraud. That is nearly $230 billion 
annually. Even a partial list of potential savings shows the significance of the problem: 

• $4 billion annually if uniform claim forms and electronic claims processing 
and billing could be put on line nationally, according to the U.S. 

Department of Health and Human Services. 

• $20 billion through the reduction of unnecessary patient care and other 
administrative savings through computerized patient records, as estimated 
by the U.S. General Accounting Office and the Department of Health and 
Human Services. 

• $80 billion by the elimination of health care fraud, estimated at upward of 
10 percent of total medical expendimres by the U.S. General Accounting 
Office. In Cleveland alone, a special fraud squad set up by Blue Cross & 
Blue Shield of Ohio has saved an average of $2 million a year. 

• $42 billion that is attributed by the American Medical Association to the 
treatment that results from unhealthy habits such as smoking, drinking, 
obesity, and violence. 

• $10 billion that is lost to the insurance system by the 12 million Americans 
who choose not to take available health insurance and make the rest of us 
pay more for coverage. 

• $6 billion in excessive drugmaker profits and research and development of 
"me too" drugs that represent no therapeutic gain, according to the U.S. 
Office of Technology Assessment and the House Energy and Commerce 
Committee. 

• $19 billion of excess costs from the 11% of physician procedures deemed 
unnecessary or inappropriate, as estimated by the Value Health Sciences, 
Blue Cross & Blue Shield Association, and U.S. Health Care Financing 
Administration. 
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When you consider that these sums far exceed the estimated cost of covering the 
nations’s uninsured, you get some idea of what could be done with these wasted dollars. 
My point is that there is much we can do to streamline the health care system without 
adding more money to it. 

Conclusion 


MSAs proponents ask the right question-how can staggering health care costs be 
contained? But MSAs are the wrong answer. 

In essence, MSAs would require taxpayers to provide a first-doUar subsidy for 
costs that individuals can bear themselves. Moreover, that subsidy— by design— would be 
higher for the affluent than for persons of limited means. 

In return for that subsidy, taxpayers would get nothing but the bill. Health care 
costs would not be reduced. To the extent costs would be affected at all, they would be 
shifted rather than contained. Moreover, MSAs would have no impact on the great 
majority of health care costs which are incurred beyond catastrophic deductibles. 

The worst aspect of MSAs, however, would not be their expense or their failure to 
contain costs. The greatest flaw of MSAs would be their devastating impact on 
insurance markets. 

By inducing healthier persons to gravitate towards high deductible plans, MSAs 
would undermine the very purpose of insurance— spreading the fmancial burden of the 
few who incur high medical expenses among the many who do not. The CBO got it 
right-MSAs "could threaten the existence of standard health insurance." 

Health care reform is an extremely complex undertaking for which there are no 
simple answers. If something sounds too good to be true, it usually isn’t. And nothing 
sounds better than the premise of MSAs-that we can contain health care costs by 
creating a vast new tax break. Unfottunately, it just isn’t so. 

Health care costs can be contained, but not through the gimmickry of medical 
savings accounts. I look forward to woildng with Congress and the Ways and Means 
Committee to identify and implement the steps necessary to secure a sound fmancial 
basis for our nation’s health care system. 
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Statement by Greg Scandleii, Executive Director 
Council for Affordable Health Insurance 


Mr. Chairman, my name is Greg Scandlen and I am Executive Director of the Council for 
Affordable Health Insurance. The Council, also known as CAHl, is an association of 
small to mid-sized insurance companies that was formed in March 1992 to fight for free 
market solutions to the problems in the health care system. We also represent several 
hundred individual members including some of the nation’s leading actuaries, physicians, 
insurance agents and Americans interested in free market solutions to the nation’s health 
care problems. 

Mr. Chairman, I would like to take this opponumiy to thank you for conducting these 
hearings on H.R. 1818, the Family Medical Savings and Investment Act of 1995. I would 
also like to thank Chairman Bill Archer and your colleague, the Honorable Andy Jacobs of 
Indiana for their dedication to the issue of free market healih care reform through the 
enactment of federal medical savings account legislation 

As I am sure you are all aware, Mr Archer and Mr. Jacobs introduced legislation similar 
to H.R. 1818 in the ]02nd U S. Congress and in the lO.Ird U S. Congress. Those bills, 
too, attracted a broad spectrum of Democratic and Republican co-sponsors. However, 
H.R. 1818 has become the definitive medical savings account bill in the 104ih U S. 
Congress because it accomplishes so much with little or no cost to the federal 
government. 

The MSA concept is a popular one both in this Congress and in the state legislatures. 

Since the Council was founded in 1992. 13 states have enacted medical savings account 
laws including Arizona, Colorado. Idaho, Illinois, Indiana, Michigan, Mississippi, 

Missouri, Montana, New Mexico, Oklahoma. Utah, and West Virginia. Two additional 
states, Washington and Virginia, have recently enacted MSA laws that rely on further 
federal action to make them marketable Medical savings account legislation is also 
pending in an additional 1 6 slates While the stales have certainly taken the lead in 
developing innovative insurance reforms in the past, medical savings accounts have taken 
the lead in the states in 1995 

As the Executive Director of CAHl. I am also an employer with seven employees, and 
each of us is using a medical savings account system to keep down the cost of our 
individual health care. By moving from a low deductible policy to a high deductible 
policy, we have saved enough money to fund our $1,000 deductibles. However, we must 
pay state and federal taxes on (his additional money because under current lax laws, this 
$1,000 is a taxable benefit. Why should my employees be penalized by the U S. Tax Code 
for being prudent purchasers of health care*^ 

HR 1818 begins to address the problem of federal tax inequity for individuals and the 
self-employed who must purchase their own health coverage. It does so by allowing these 
individuals to deduct their MSA contribution, even though they might not be able to 
deduct the cost of the catastrophic insurance plan None the less, the MSA deduction is a 
substantial step in the right direction 

H R. 1 8 1 8 also provides a source of funds for preventive care, and gives incentives to 
begin saving for health care when it is really needed, and really expensive, later in our 
lives. Many employees with regular deductibles or copayments do not have sufficient out- 
of-pocket funds to access preventive care services MSAs provide a source of funds to pay 
for these services, even for low income workers 

H R. 1818 also allows long-term care insurance premiums to be considered a qualified 
medical expense under the U S. Tax Code, and it allows LTC insurance premiums to be 
paid directly from the MSA. By promoting the purchase of long-term care insurance, 

H R. 1818 will, in the long run, help reduce Medicaid costs 
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Medical savings accounts, as designed under H.R. 1818, will also make a major 
contribution to reducing the numbers of uninsiir^ in this country, and lessening the 
problem of “Job-lock.” It will do this by providing employees with a source of funds to 
pay for COBRA continuation coverage when they are between jobs. As you know, most 
of the uninsured are without coverage only for a short period of time, usually when they 
have lost their job. This is the very time when they are least able to afford to pay for health 
insurance because they are without an income. MSAs directly address this very real 
problem. 

Many have referred to medical savings accounts as a cousin of the Section 125 flexible 
spending account (FSA). H.R. 1818 brings these two closer together by allowing an 
employee to make an annual contribution from an FSA into an MSA. By addressing FSAs 
in their legislation, Chainnan Archer and Rep. Jacobs have responded to the concerns 
raised by employers about the uncertainty that has existed about Section 125. Section 125 
remains a popular element of health care reform that many rely on not only for health care, 
but for other cafeteria-type plans and ser\aces. CAHI believes that Section 125 will be 
enhanced by H.R 1818. and will not and should not, be jeopardized by Medical Savings 
Accounts. 

During the past three years, several dozen versions of medical savings accounts have been 
introduced in the U.S, Congress Until the dawn of the 104th Congress, most of the 
beltway interest groups did not pay much attention to the concept, but in recent months, 
my organization has been flooded by requests from hundreds of organizations trying to get 
up-to-speed on the issue. We have been working overtime to educate these interest 
groups, but I’m afraid there are still some misconceptions out there 

The biggest concern we hear is that Medical Savings Accounts may lead to adverse 
selection, meaning that only the young and healthy would want an MSA, leaving the sick 
and aged behind in HMOs and other managed care settings. This concern must be clearly 
addressed and understood because it is so misleading, and possibly self-serving. 

There are a few things we know abotit selection. One of them is that high users of health 
care services avoid managed care whenever they can. Why? Because their one great 
priority is to preserve their personal network of providers. Many observers attribute all of 
managed care savings to this very process — the young and healthy don’t mind going into 
an HMO, because they don’t have ties to any particular physician. Therefore the average 
cost of an HMO is lower Foster Higgins surveyed nearly J ,000 mid-sized firms and 
discovered that in dual choice situations, the indemnity plan was $ 1 .000 more expensive 
per employee than the HMO alternative because, “healthier employees choose the HMO, 
and the indemnity plan is left with the poorer risks.” {Highlights, September, 1994) To 
the extent MSAs help preserve their choice of provider, MSAs will be extremely attractive 
to high risk individuals. 

But that is just half the reason they would opt for an MSA Under most traditional 
indemnity plans, including fee-for-service PPOs. the insured is responsible for paying a 
regular deductible and a substantial copayment, totaling thousands of dollars. In most 
MSA arrangements we have seen, the high user of services will actually have to pay less 
out of pocket than they do today, provided of course, that the tax advantages of the 
Archer/Jacobs bill are available. 

Because many state mandated benefits require first dollar coverage of certain services, the 
catastrophic policy as defined in H R. 1818 would be illegal in those states. There are two 
ways to address this problem, either of which would be acceptable to my organization: 

1 . Include a federal preemption of slate benefit requirements for these 
catastrophic insurance plans; 

2. Include these state benefit requirements in the definition of “permitted 
coverage,” thereby allowing the catastrophic policy to provide coverage 
for those state mandates. 
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Mr. Chairman, you have before your committee today health reform legislation that will 
accomplish more than any other health reform plan 1 have seen. At little or no cost to the 
federal government, H.R 1818 will return our health care system to individuals by 
allowing them their choice of physicians, facilities and services; it will allow them to save 
for their long-term care and to pay for services not covered by their insurance; it will 
stabilize and reduce the spiraling cost of health insurance by dramatically reducing 
administrative costs; it will avoid adverse selection; it will strengthen the doctor-patient 
relationship; but more importantly to the House Committee on Ways & Means, it will save 
the federal government precious dollars in the long run by reducing health care costs 
without artificial controls, price caps, or a new and potentially costly bureaucracy. 

Our current health care system is not broken, but it has been badly harmed by over- 
regulation, tax inequities, and incentives to spend money rather than save. H.R. 1818, the 
Family Medical Savings and Investment Act of 1005, will not solve all our nation’s health 
care problems, but it will certainly go a long way in providing choice and quality of care to 
all Americans, giving them proper incentives to stay healthy, get preventive care, and save 
for the future. H R 1 8 1 8 is an American solution to an American problem and should be 
enacted. Thank you, Mr. Chairman. 
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STATEMENT OF THE GROUP HEALTH ASSOCIATION OF AMERICA 


This testimony is submitted for the hearing record by the Group Health Association of America 
(GHAA), the leading national association for Iwalth maintenance organizations (HMOs). 

GHAA’s 385 member HMOs serve 80 percent of the 50 million Americans who receive health 
care from HMOs. Our member plans started — and continue to lead — the nation's move to high 
quality, organized health care delivery. 

The Group Health Association of America (GHAA) appreciates the opportunity to submit this 
statement for the record to discuss the Chairman’s "Family Medical Savings and investment Act 
of 1995" as well as other proposals that establish tax-preferred medical savings accounts 
(MSAs). GHAA supports the need for expanded choice of coverage options in the health care 
marketplace. However, as Congress works towards this goal, it is important that all options be 
treated in an equitable manner, both in terms of tax and regulatory treatment. 

GHAA applauds Chairman Bill Archer and Representative Andrew Jacobs' interest in providing 
consumers with an additional option for their health care benefits coverage and in encouraging 
individuals to become more educated and prudent consumers of health care services. However, 
we have concerns with certain features of the H.R. 1818, specifically the mandatory linkage with 
catastrophic coverage, the unlintited accumulation of unused tax-preferred MSA funds, and the 
ability to use MSA funds for non-health related expenses. 

Our concerns with elements of H.R. 1818, as well as with other proposals that link MSAs with 
catastrophic coverage, are focused on the competitive advantage that these proposals grant to 
catastrophic coverage over other forms of comprehensive coverage, including HMOs. By 
restricting access to MSAs, individuals who might otherwise select HMO coverage may be 
encouraged to purchase catastrophic coverage, losing the benefits of HMO-based care delivery, 
in many ways, HMOs' philosophy is fundamentally at odds with catastrophic coverage, and thus, 
with proposals that link MSAs with catastrophic coverage. 

HMOs believe that the availability of preventive care and early treatment for health problems 
promotes better health and is more cost-effective than traditional fee-for-service coverage. In 
addition, HMOs treat health problems in a comprehensive, coordinated ^shion to ensure that 
patients receive the most appropriate care in the most appropriate setting. The indemnity- 
based catastrophic coverage that is likely to be available under an MSA/catastrophic coverage 
option provides a fragmented, uncoordinated approach. This lack of coordination and continuity 
imposes unnecessary costs and exposes patients to unnecessary risks. 

H.R. 1818: "The Family Medical Savings and Investment Act of 1995" 

H.R. 1818 would allow eligible individuals to establish a tax-preferred "medical savings 
account" (MSA) if they have health insurance coverage through a catastrophic plan. 

Catastrophic coverage is defined as a health plan that provides coverage for health services after 
the enrollee has met a minimum deductible of $1,800 for individuals or $3,600 for families. 
Individuals who receive catastrophic coverage fiom their employer would be able to deduct the 
amount that either their employer or they had contributed to their MSA during the plan year, up 
to the lesser of the catastrophic plan's deductible or $2,500 ($5,000 for families). Self-employed 
individuals and individuals without employer-[Hovided coverage could deduct contributions to 
their MSA, but could not use money in their MSA to pay for their catastrophic plan premiums 
(such payments would be treated as they are under current tax law, self-employed individuals 
could deduct 30 percent of their premiums and individuals could deduct premiums to the extent 
that they exceed 7.5 percent of their adjusted gross income). 

MSA participants could not use their MSA funds to purchase health benefits coverage (including 
catastrophic coverage), except for long-term care coverage. Withdrawals from an MSA would 
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be excluded from income if used for qualified medical expenses (as defined under IRC §213’). 
Withdrawals for non-health related expenses would be permitted, but would be treated as taxable 
income and assessed a ] 0 percent penalty. 

Concerns with MSA/Catastrophic Coverage Proposals 

As slated above, GHAA is concerned with the structure of H R. 1818's MSA proposal because it 
links MSA availability to an indemnity-type catastrophic plan and thus, provides more favorable 
lax treatment to a specific form of coverage than other health care coverage options. We believe 
that this catastrophic-based structure is likely to have a negative impact on the current health care 
marketplace as well as on consumers ~ those who remain enrolled in a comprehensive coverage 
arrangement, such as an HMO, who likely will face increasing premiums, and those with 
MSA/catastrophic coverage option who likely will find themselves "at-risk" for a significant 
portion of their health care costs, 

GHAA believes that MSA/catastrophic coverage designs are problematic for the following 
reasons: 

• Interferes with market dytuunics. Under current tax law, all employer-based health 
benefits coverages (excluding coverage provided to the self-employed) receive the same 
tax ireaimeni - whether an employee selects HMO, PPO. FFS or catastrophic 
coverage. Under H.R. 1818. individuals with employer-provided catastrophic 
coverage would receive the additional benefit of being able to (or having their 
employer) set aside tax-preferred dollars an MSA to cover unreimbursed health care 
expenses. GHAA believes that the favorable tax treatment of employees' out-of-pocket 
payments for health-related services under MSA/caiastrophic coverage gives a financial 
incentive to select MSA/caiastrophic coverage in preference to comprehensive 
coverage, such as HMOs. Providing a tax advantage to catastrophic coverage could 
undermine the positive trends that HMOs are creating in the marketplace by serving to 
lower the growth of health care costs and improve quality of care. By assigning 
MSA/catastrophic coverage options tax advantages over other coverage options, the 
federal government is essentially picking "market winners" and encouraging employers 
and employees to choose MSAs for their tax benefits instead of evaluating their overall 
quality and cost-effectiveness. 

• Creates adverse selection against comprehensive coverages. Experience with flexible 
spending arrangements and catastrophic products has shown that catastrophic coverage 
- which has lower premiums because of the significant deductible - tends to be most 
attractive to young, healthy individuals who have no or limited expectations for 
requiring health services. Conversely, older and less healthy individuals will be 
unlikely to find catastrophic coverage attractive, given their anticipated need for health 
care services. As a result, tax-preferred catastrophic coverage likely would result in 
adverse selection against HMO and more comprehensive coverage options, thereby 
increasing premium costs for those remaining in the comprehensive coverage 
arrangements. 

The likelihood for adverse selection was highlighted by the National Association of 
Insurance Commissioners (NAIC) in the context of last year's reform debate. In a letter 
to the Senate Leadership, NAIC's Special Committee on Health Care Reform expressed 
their concern that individuals at low ri^ for expmsive health care treatment would opt 
for catastrophic coverage, leaving the non-catastrophic health insurance pools with a 
high proportion of "high risk" individuals and causing insurance costs to be higher for 
those left in the health insurance pool. 


’Limited deduction allowed for unreimbursed expenses for "medical care," including amounts paid for the 
"diagnosis, cure, mitigation, treatment, or prevention of disease;" for transportation "primarily for and essential to 
such medical care;" and for "insurance covering such care." Deductions are not allowed for cosmetic surgery unless 
It is deemed necessary. 
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The current health care marketplace has evolved to limit selection bias and to ensure 
that various coverage options serve similar populations. Contrary to statements that 
have been made about selection patterns in HMOs, evidence is accumulating that 
HMOs care for unhealthy and chronically ill populations at approximately the same cate 
as the fee-for-service (FFS) sector. A study published recently in the peer-reviewed 
journal Health Affairs (“Do HMOs Care For dte Chronically 111?", Health Affairs, 

Spring 1995) noted that there is no consistent pattern to the types of individuals with 
chronic conditions that arc enrolled in HMO or FFS plans. An analysis by the 
National Research Corporation found similar results, concluding that the self-assessed 
health status of the HMO and FFS papulations is virtually identical. 

> Leaves imUviduals with cotaiderabU exposure for out-of-pocket costs. 

MSA/catastrophic coverage proposals that rely on employer funding for MS.As with 
money saved from switching ftom “comprehensive" coverage plans to catastrophic-type 
plans could leave individuals with considerable out-of-pocket expenses. According to 
analyses by the Congressional Reseaich Service (CRS) (using the Hay Group) and Ford 
Motor Company, annual employer contributions to MSAs are likely to be significantly 
lower than the catastrophic plan's deductible, requiring individuals to pay for the majority 
of their care on an out-of-pocket basis. For example, catastrophic coverage with a $2,500 
deductible would reduce premiums by only about $600 for individual coverage over a 
typical comprehensive coverage alternative. Assuming that the employer puts all of the 
“savings" in the employee's MSA, it would take over four years for the employee to 
accumulate enough funds to cover the deducible, assuming that the individual does not 
withdraw any money to pay for medical expenses. 

Recommendations for Modifying H.R. 1818 

To ensure that MSA proposals do not provide a competitive advantage to catastrophic coverage 
and to maintain a level playing field among all types of health benefits coverage offered within 
the employer-based health cate system, we recommend that MSA proposals be modified by 
incorporating the following elements: 

• Eliminate the catastrophic coverage link. Allow an MSA option to be offered to any 
eligible employee, whether they receive health benefits coverage through a catastrophic 
coverage or a comprehensive coverage option, such as an HMO. MSAs should be 
available to all eligible employees regardless of the type of coverage they select in order 
to promote choice among coverage options based on quality and cost-effectiveness. 

• Ensure that MSAs do not receive inequitable tax treatment, by limiting the amount of 
funds that could be maintained in an individual's MSA in a given year and by allowing 
MSA withdrawals only for health-related expenses. Limiting MSA balances 
(contributions and accumulations) to a set amount would limit MSAs savings potential and 
therefore, limit the perception of MSAs as a non-health care related savings account. 
Individuals currently have access to individual retirement accounts (IRAs) which are 
designed explicitly as a vehicle for long-term savings and will serve the purposes of long- 
term savings more effectively than MSAs. 

Limiting MSA withdrawals to health-related expenses also would minimize the chance 
that individuals would use their MSAs for purposes other than health benefits coverage 
(e g., savings for fiimre non-health related purchases or as a tax shelter). Allowing MSA 
participants to use unspent MSA funds on non-health related expenses, even with strict 
penalties, provides an incentive to avoid editaining preventive and/or routine health care 
services in order to build up balances to pay for cars, homes, etc. 

• Establish strict rules for switching between catastrophic and comprehensive coverage. 
Require employees to indicate their intent to switch from catastrophic to comprehensive 
coverage at least one year before the start of the new plan year. Requiring MSA 
participants to wait a year before switching to comprehensive coverage would protect 
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HMDs and other comprehensive coverage plans from adverse risk selection by limiting 
employees' abilities to select catastrophic coverage during healthy years and switch to 
comprehensive coverage when specific health conditions emerge. 

* Require catastrophic coverage policies to meet the same standards as other health 

benefit plans. Catastrophic coverage should be subject to the same standards that apply to 
other health plans, to ensure that individuals have the same access to all coverage options. 
For example, catastrophic coverage would have to be offered on a guaranteed issue basis 
(i.e., without regard to health status) if federal of state law includes such a requirement 
for other health plans. 

GHAA believes strongly that consumers should have a choice among a wide variety of coverage 
options in the health care marketplace. However, to build on the advances that health plans have 
made in recent years to provide high quality, cost effective care to their enrollees, it is crucial 
that reform proposals -- particularly those proposals that establish tax-preferred MSAs - treat all 
plans in an equitable manner. The catastrophic coverage-based MSA provisions described in 
H.R. 1818 could reverse advances in the current marketplace, by providing a tax advantage to 
old-style, uncoordinated, and inefficient health care coverage. To this end, the federal 
government should not provide catastrophic plans more favorable tax treatment than 
comprehensive coverage options by linking MSA availability with a catastrophic coverage 
requirement. 

As this MSA legislation moves forward, we urge you to consider the serious consequences that 
could result for the health care marketplace and for consumers if MSA proposals are not designed 
in a thoughtful manner. 
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BENEFITS CORPORATION 





(804) 643-8060 


July 5, 1995 


Mr. Phillip D. Mosley 
Chief of Staff 

House Ways and Means Commiuee 
1 102 Longworth House Office Building 
Washington, DC 20515 

Re: Statement for the Record for the June 27, 1995 hearing on HR 1818 Family Medical 

Savings and Investment Act 

Dear Mr. Mosley: 

I am John Vellines, Chief Administrative Officer of the Virginia Bankers Association 
Benefits Corporation. I am submitting this testimony not as a banker, but as an administrator 
of a trade association sponsored multiple employer h^ih insurance trust. The Virginia Bankers 
Association has been offering health insurance to its members for 49 years, and 78% of the 
banks participate in our plan. 

Tlie Virginia Bankers Association Benefits Corporation wholeheartedly supports the 
concept of Medical Savings Accounts, and ^Mcifically endorses HR 1818. We believe that one 
of the reasons that medical care costs have consistently risen faster than inflation in general is 
(hat the receiver of the medical service is not the direct payer of that service. While not a total 
solution to that problem, MSA's will assist in bringing the patient into the loop as a belter 
consumer. 

We would like to respectively suggest that the <ommittee consider several changes to the 
bill that we believe will counter some of the objections of the MSA concept and make the bill 
more effective. 

1 . To assure that MSA participants do not ignore preventative care, we suggest that 
the redesignated Section 220 (c)(3) Permitted Coverage be extended to allow a 
panel of adult preventative care treatments, as well as well baby care ajid 
immunizations for infants. The Preventative panel can provide for a schedule of 
treatments, such as mammograms, pap smears, and PSA tests based un age and 
sex. 

One efficient way to provide this coverage is to allow the catastrophic policy to 
fray first dollar coverage for pcevenlative and well baby care subject to a modest 
co-pay, such as $15. This would encourage adults to get the preventative care 
they need, and assure that parents will not be disincenicd to provide for the 
important medical care needs of their infants. 

This method of covering preventative care would only add about 2% to the price 
of the $1,800 catastrophic insurance policy. 

2 . We suggest that retirement be added to the list of permitted tax free withdrawals, 
subject to existing IRA withdrawal rules. While this recommendation seems to 
vary from the "pure" intent of MSA's, we believe that encouragement of 
retirement savings is a vety high societal priority, and we should lake advantage 
of this perfect opportunity to blend the two goals. Adding this feature will make 
MSA’s more attractive to a breader segment of the population, and ultimately 
relieve some of the long term pressure on tlie Social Security Retiremenl system. 
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Your slaff will have to determine the budgetary ramifications of this change, but 
we suspect that the short term effect would be minimal. Society’s long term 
benefit should offset any short term budgetary impact. 

3. Much of the debate centers over the inability of MSA’s to take advantage of the 
gains that Managed Care have brought to the table over the last few years. We 
believe that it may be possible to merge the two concepts. Initially, we would 
recommend a Preferred Provider Organization (PPO) network overlay. This 
would at least allow MSA participants to take advantage of existing physician and 
hospital contracts and discounts. Further extensions into gatekeepers, etc, will 
evolve over time. 

While it would appear that HR 1818’s silence on this issue would allow MSA 
administrators to proceed with Managed Care initiatives on their own, you may 
wish to insert language encouraging these efforts. 

In summary, let me repeat our strong support for this bill. We believe that this first step 
will go a long way in solving one of the core problems in America’s health care system. 


JBV/bhc 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721 

July 7, 1995 
No. HL-13 

Thomas Announces Hearing on Saving 
Medicare and Budget Reconciliation Issues 

Congressmap Bill Thomas (R-CA), Chainnan of the Subcommittee on Health of the 
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing on 
saving medicare and budget reconcili^on issues. The hearing will begin on Wednesday, 

July 19, 1995, and continue on Thursday, July 20, 1995, in the main Committee hearing 
room, 1100 Longworth House Office Building, beginning at 9:30 a.m. The hearing may be 
continued on subsequent dates. 

BACKGROUND : 

According to the 1995 report of the Board of Trustees, the outlays of the Medicare 
Hospital Insurance (HI) trust fund will exceed income beginning in 1996 and the trust fund is 
projected to run out of reserves in 2002, using the intermediate set of assumptions, which are 
generally excepted as the most accurate assumptions. 

To keep the HI trust fund in actuarial balance for 25 years would require an immediate 
44% increase in the current payroll tax rate, and would increase taxes on a person earning 
$20,000 by $260 and a person earning $30,000 per year by $390. In the report, the Board of 
Trustees called for "prompt, effective, and decisive action” to put the HI trust fund into balance. 

The Board of Trustees also expressed "great concern” about spending growth from the 
Supplementary Medical Insurance (SMI) trust fund. As noted by the Board of Trustees in the 
1 995 report: 

"In spite of evidence of somewhat slower growth rates in the recent past, overall, the past 
growth rates have been rapid, and the future growth rates are projected to increase above 
those of the recent past. Growth rates have been so rapid that outlays of the program 
have increased 53 percent in the aggregate and 40 percent per emollee in the last five 
years." 

With both the House and Senate agreeing to the conference report on the budget 
resolution, the Subcommittee will now focus on increasing spending in the Medicare program to 
an additional $353.9 billion over the next seven years. Medicare today spends $4,800 per 
beneficiary. Under the budget resolution, $6,700 will be spent per capita by 2002. This will 
enable the Congress to ensure both the short-term solvency of the Medicare hospital insurance 
trust fund and preserve the Medicare program. 

Several innovative Medicare initiatives have been proposed by national organizations. The 
Subcommittee will review these proposals and any others offered by interested parties. Since the 
Subcommittee will be considering Medicare budget reconciliation in September, this hearing will 
provide an opportunity for interested parties to comment on Medicare payment policy and policy 
in such areas as: graduate medical education, home health services, sldlled nursing facilities, 
durable medical equipment, clinical laboratories, fraud and abuse, hospital outpatient departments, 
and prospective payment system (PPS)-exempt hospitals. 

In announcing the hearing. Chairman Thomas stated: "As the fiscal problems associated 
with the Medicare program become more broadly understood, several rutiomd organizations have 
proposed initiatives to increase Medicare spending at a slower rate. In addition, many groups 
have developed proposals to save the Medicare program by more closely reflecting the 
mnovations in the private market today. The Subcommittee welcomes these proposals and looks 
forward to working with interested parties in developing policy alternatives." 


3 


PETAIl^ FOR SWMlSaONS OF REQmmJQ BE HEABP; 

Requests to be heard at the hearing must be made by telqibone to Traci Altman or 
Bradley Sdueiber at (202) 225-1721 no later than the close of business, Wednesday, July 12, 
1995, for the July 19 date and Thursday, July 13, 1995, for the July 20 date. The teleptone 
request should be followed by a formal written request to Phillip D. Moseley, Qiief of Staff, 
Corrunittee on Ways and Means, U.S. House of Representatives, 1 102 Longwortb House Office 
Building, Washington, D.C. 20515. The staff of Subcommittee on Health will notify by 
teleidxnie those scheduled to appear as soon as possible after the filing deadline. Any questions 
concerning a scheduled qrpearance should be directed to the Subcommittee staff at (202) 225- 
3943. 


In view of the limited time available to hear witncsacs, the Saheommittee may not be 
able to accommodate all reqncsts to be heard. Those persons and organizations not scheduled 
for an oral appearance are eitcouraged to submit written statements for the record of the hearing. 
All persons requesting to be heard, vriiether they are scheduled for oral testinsony or not, will be 
notified as soon as possible after the filing deadlirre. 

Wimesses scheduled to present oral testimony are required to summarize briefly their 
writteii statements in no more than five minutes. THE FIVE-MINUTE RULE WILL BE 
STRICTLY ENFORCED. The foil written statement of each wltncas will be inclndcd in 
the printed record. 

In order to assure the most productive use of the limited amount of time available to 
question witnesses, all witnesses sdieduled to appear before the Subcommittee are required to 
submit 300 copies of their prepared statements for review by Members prior to the hearing. 
Testimony should arrive at the Subcommittee on Health office, room 1136 Longwortb 
Honsc Office Building, no later than 11:00 a.ak on July 17, 1995. Failure to do so may result 
in the witness being denied the opportunity to testify in person. 

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE : 

Any person or organization wishing to submit a written statement for the printed record of 
the hearing ^ould submit at least six (6) copies of their statement, with their address and date of 
hearing noted, by the close of business, Thuaday, August 3, 1995, to Phillip D. Moseley, Chief 
of Staff, Committee on Ways and Means, U.S. House of Representatives, 1 102 Longwortb House 
Office Building, Washington, D.C. 20515. If those filing written statements wish to have their 
statements distributed to the press and interested public at the bearing, they may deliver 200 
additional copies for this purpose to the Subcoitunittee on Health office, room 1136 Longwortb 
House Office Building, at least one hour before the hearing begins. 

FORMATTING REOUDIEMENTS : 
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Note: All Committee advisories and news releases art now available over the Internet at 
*GOPHER.HOUSE.GOV’ under ’HOUSE COMMITTEE INFORMATION’. 
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** NOTICE - ADDITIONAL DAY SCHEDULED ** 

Ai>ilSORY 

FROM THE COMMITTEE ON WAYS AND MEANS 


SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT; (202) 225-3943 

July 18, 1995 
No. HL-14 


Thomas Announces Additional Day for Subcommittee Hearing 
on Saving Medicare and Budget Reconciliation Issues 

CoDgressmao Bill Thomas (R-CA), Chaiimao of the Subcommittee on Health of the 
Committee on Ways and Means, today announced that the Subcommittee’s hearing on Saving 
Medicare and Bud^ Reconciliation Issues will be continued on Tncsday, Jnly 25, 1995. The 
hearing wiD bcgla at 10:00 a.m., ta the main Comaaittec hearing reoat, 1100 Longworth 
Hanae Office Building. This day has been added to accommodate additional witnesses. Only 
members of the public who, in accordance wtfa the prior press release, have requested to be heard 
and have been contacted by the Committee, will be scheduled to testify on July 25. Other 
interested members of the public are invited to submit written statements for the record of these 
proceedings. 

All other details for the heating remain the same. (See Subcommittee press release 
No. HL'I3, dated July 7, 1995.) 


* • * • * 
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** NOTICE - CHANGE IN TIME ** 


ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 


SUBCOMMITTEE ON HEALTH 


FOR IMMEDIATE RELEASE CONTACT: (202)225-3943 

July 19, 1995 
No. HL-13-Revised 


Time Change for Subcommittee Hearing on Saving 
Medicare and Budget Reconciliation Issues 


Congressman Bill Thomas (R-CA), Chainnan of the Subcommittee on Health of the 
Committee on Ways and Means, today announced that the Subconunittee hearing on Saving 
Medicare and Budget Reconciliation Issues previously scheduled for Thursday, July 20, 1995, 
at 9:30 a.m., in the main Committee hearing room, 1100 Longworth House Office Building, 

will bemn in stead at 10:00 a.m. 

All other details for the hearing remain the same. (See Subcommittee press release 
No. HL-13, dated July 7, 1995.) 


* • • » • 
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Chairman Thomas. The Health Subcommittee will come to order. 

This morning this hearing, which may last for 3 days will focus 
on the subject matter of what can we find from this diverse series 
of panels to assist us in ways to preserve and protect our Nation’s 
Medicare Program. 

Toda/s panels consist of providers, think tankers, and represent- 
atives of beneficiaries. As we know, the administration’s Medicare 
trustees’ reported in April that the Medicare Program will go broke 
if we do nothing by 2002. It will go broke actually in 1996. It will 
go bankrupt in 2002, that is by next year more money will be spent 
than is coming in, and by 2002 we will drop rapidly into a deficit. 

So what we want to do is listen to this relatively broad spectrum 
of witnesses as to what they have to contribute based upon their 
analysis of steps that should be taken to preserve Medicare. I look 
forward to listening to the testimony. And since we have a long list 
of witnesses, I suggest we begin as soon as possible. 

With that, I yield to the gentleman from California Mr. Stark. 

Mr. Stark. Thank you, Mr. Chairman. 

The Republic£Lns decided months ago to cut Medicare by $270 bil- 
lion, and it appears that you do not want the American seniors to 
know how you are going to cut that $270 billion. So we are playing 
this wonderful shell game of which pot is the pea hidden under. 

Now, I think that it may be under all three. The retirees and the 
disabled are the people who are going to pay this $270 billion. As 
far as we can tell, you are going to do it by increasing the 
deductibles, the copayments, and the premiums. The insurance 
companies and the health care managers are going to make more 
profits. The $270 billion will go to pay for tax cuts for the richest 
in America. The insurance companies are not going to suffer or 
swallow any of that. 

If this is not the case, we would be curious to see the plan. It 
is too important for every American to preserve Medicare to have 
changes of this magnitude made in backrooms with people whose 
only concern is finding that $270 billion. 

On June 27 Mr. Gibbons and myself, Mr. Dingell and Mr. Wax- 
man wrote to Chairmen Archer and Bliley requesting a legislative 
process for Medicare which allowed opportunity for public scrutiny 
and discussion of the specific changes proposed. They have not yet 
responded to our letter, and we wonder what they are afraid of. 
Are they afraid that this exercise has nothing to do with saving 
Medicare at all, but saving the tax cuts in the Contract With Amer- 
ica. 

If the Republicans are afraid that seniors will figure out that the 
documents we have seen make clear that they plan to take billions 
of dollars out of the pockets of the beneficiaries through increased 
premiums, deductibles and copayments in part B, all of which, by 
the way, have nothing to do with saving the part A trust fund, I 
question whether Republicans think seniors are too naive to know 
the difference between part A and part B and a shell game when 
they see it. 

My sense is that your plan will be pay more and get less for 
America’s seniors. First, there is a 75-percent increase over current 
law in the part B premium costing seniors over $500 a year by 
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2002. Second, there is an increased part B deductible and new 
copays which will cost the average senior another $300 a year. 

Third, perhaps the worst of all, there is the fixed cap on Medi- 
care which will rise on an age adjusted basis only 4.6 percent, 
while private premiums are going up over 7 percent a year. This 
means that any senior who is enticed into this fixed-dollar voucher 
scam will have a payment gap of over $1,200 a year by the time 
the plan is completed, and they will have to come up with that 
$1,200 a year out of their pockets. 

I would like to know how the average senior with an income of 
$17,000 a year or one of the 11.5 million single women over the age 
of 65 who live on incomes of less than $8,000 a year are supposed 
to pay these. I think my colleagues on the other side of the aisle 
are playing fast and loose with something pretty precious, at least 
to my mother, and that is her Medicare. And to add insult to in- 
jury, you are keeping a secret of what you plan to do until the last 
possible minute. 

The saying goes you can run, but you cannot hide. We all under- 
stand that the Republicans need these huge Medicare cuts to pay 
for tax cuts for the rich, and no amount of wailing over the part 
A trust fund can hide the fact that we are making 37 million Medi- 
care beneficiaries pay backbreaking increases in out-of-pocket ex- 
penses to provide a tax break to the wealthiest 1 million in our so- 
ciety. 

So we will hear today from people who mostly will benefit from 
that plan. I look forward to the hearing. 

Thank you. 

Chairman Thomas. I thank the gentleman. 

I understand that there are Members who have written state- 
ments and, without objection, their written statements will be 
made a part of the record 

We have a statement of Representative Kleczka on the hearing 
which, without objection, will be made a part of the record. 

[The opening statement of Mr. Kleczka follows:] 
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statement of Rep. Gerald D. Kleczka 
July 19, 1995 


Mr. Chairman, I want to thank you for holding these 
important hearings so that we may finally begin the dialogue that 
is so critical to the democratic process. Although I would 
prefer to discuss the specifics of your impending Medicare reform 
proposal, I welcome the opportunity to at least discuss the 
general issues, and to perhaps obtain answers to a number of 
questions I have about the plan you and your Republican 
colleagues are working on to reform the Medicare system. 

Frankly, I am very concerned about some of the rumors that 
are circulating about this proposal, and it is my hope that these 
hearings will give us the opportunity to clear up some of the 
confusion that I and my constituents are experiencing. Because, 
as we all know, $270 billion is a tremendous amount of money- -no 
matter how you look at it. Whether you call it a cut, or a 
reduction, or slowing the growth, $270 billion is still $270 
billion. 

Where does this money come from? Will Medicare 
beneficiaries have to pay more to continue seeing the doctor of 
their choice? Will Medicare pay doctors and hospitals less? Do 
you plan to reduce benefits? How many years do you estimate 
that your proposal will extend the Medicare Part A Trust Fund? 

Yesterday, the Washington Post reported that Republican plan 
will increase copayments to 25 percent from the current 20 
percent, and impose new copayments of 20 percent for home health 
services, clinical lab services and the first 20 days of a 
skilled nursing home stay. In addition, the plan will 
purportedly raise the annual $100 deductible and, apparently, 
increase monthly premiums . X am interested to know if this 
report is accurate. And if it is, why are these particular 
provisions included? 

These proposals are especially perplexing to me because it 
has been my understanding that the reason that the Republicans 
are undertaking such a difficult task of reforming the Medicare 
program is to protect the Medicare Part A Trust Fund. But the 
provisions I just listed are cuts in the Part B program and will 
do nothing to resolve the Trust Fund dilemma. So why would you 
make seniors pay more? 

Hopefully some of our witnesses can shed some light on the 
Republican proposal . I understand that you have been working 
quite closely with a number of these groups so perhaps we can 
glean some information from them about what to expect from you in 
September. The American Medical Association apparently has 
recommended that Medicare's payments to physicians be increased 
by $14.5 billion. Is this going to be part of the plan? 

Mr. Chairman, I am puzzled by these reports. They just 
don't make sense to me or to millions of seniors who rely on 
Medicare. I appreciate the opportunity to ask these important 
questions. After all, when you are talking about $270 billion, 
the answers could mean the difference between closing a hospital 
or keeping it open, seniors receiving care from their own doctor 
or a stranger, living on their own or with their children, and 
having some health care coverage or none at all. 
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Chairman Thomas. I know the gentleman is busy with a number 
of activities, but perhaps he missed the trustees’ report in April, 
perhaps he missed the President’s budget suggestions in June that 
we are going to have to trim the growth of Medicare. And what we 
are looking for are suggestions from everyone who participates in 
Medicare, since I think most rational people believe that something 
should be done, rather than nothing. 

Dr. Bristow, of the American Medical Association, I believe has 
in fact submitted a suggested revision of the Medicare growth his- 
tory. I invite you to provide us with any testimony you see fit, with 
the backdrop that apparently you are part of this cabal that is out 
there to continue the shell game. 

Dr. Bristow. 

STATEMENT OF LONNIE R. BRISTOW, M.D., PRESIDENT, 
AMERICAN MEDICAL ASSOCIATION OF AMERICA, INC. 

Dr. Bristow. Thank you. Chairman Thomas. 

Mr. Chairman and Members of the Subcommittee, my name is 
Lonnie R. Bristow, M.D., and I am a practicing internist from San 
Pablo, California. I am also the president of AMA, the American 
Medical Association. 

You have asked the AMA to testify today about the proposal we 
have developed to transform Medicare. When we came before you 
last month, we identified a key factor contributing to Medicare’s 
enormous growth. The person consuming health care services, the 
patient, has been insulated from the costs of these services by 
third-party payment mechanisms, principally Medigap. We also de- 
scribed how cost controls have further insulated both the patient 
and the physician from the economic consequences of their health 
care decisions. 

The AMA’s proposal to transform Medicare sets out to correct 
these structural flaws, with the long-range goal being to reduce the 
dependency of future generations on government subsidized medi- 
cal care. It presents a fundamental shift away from government 
control and toward personal responsibility, individual choice, and 
an invigorated marketplace. 

This shift can save billions of dollars for both beneficiaries and 
the program, thus assuring Medicare’s long-term viability. By get- 
ting rid of the current distortions, physicians and providers can 
compete openly for patients based on value. Now, here is how it 
would work. 

Each elderly or disabled beneficiary could choose from several 
different options for Medicare, individually tailoring the program to 
fit his or her particular circumstances. Yet, the government would 
pay exactly the same amount, regardless of the patient’s choice. 
One patient might decide to stay in what we think of as traditional 
Medicare. AMA’s proposal would retool cost sharing, so that once 
that patients meets the yearly deductible, all further costs for cov- 
ered services would be p^lid for by Medicare. Additionally, the pa- 
tient would get a refund if she did not use all of her deductible 
amount. 

This patient could for the first time comparison shop for value 
in her Medicare services. She would do this by using physicians’ 
— Mished “conversion factors” and quality information. If her phy- 
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sician charge is less than Medicare’s set amount, she could keep 
the savings. Similarly, if her physician charges more, she pays the 
difference. No Medigap and no more stacks of forms. 

Now, this patient’s husband, on the other hand, might decide 
against enrolling in traditional Medicare and instead enroll in 
Medichoice. This option would give him access to a wide array of 
plans similar to that offered by the FEHBP to Members of Con- 
gress and Federal employees. Like his wife, he would have informa- 
tion on rates and plan quality to assist his value shopping. He 
would pay the difference when the plan costs exceed the govern- 
ment contribution or, conversely, keep the savings when the gov- 
ernment contribution exceeds the plan’s costs. 

Now, this couple’s neighbor may decide on another option in lieu 
of these comprehensive plans. She may decide to establish a medi- 
cal savings account coupled with a high deductible catastrophic pol- 
icy. This plan would also be funded by the government’s annual 
contribution amount, and distribution from the account for covered 
medical expenses or long-term care would be exempt from taxation, 
and unspent balances would be allowed to accumulate in the ac- 
count. 

Now, it is very important to note that the AMA’s proposal pro- 
vides a safety net for low-income beneficiaries. A patient at or 
below the Federal poverty level would be exempt from any cost 
sharing, and those with incomes between the poverty level and 150 
percent of that level would face some modest cost sharing adjusted 
on a sliding income scale. 

The AMA proposal does not focus solely on plan design. We also 
call for establishing a partnership for health care for value. Now, 
this private sector forum, in coordination with the government, 
would work to promote standards of quality and rules of fair play 
in the health care marketplace. 

The AMA’s proposal also calls for reducing Medicare’s contribu- 
tion to graduate medical education funding and placing a large por- 
tion of that with an all-payer GME funding system. In addition, we 
recommend gradually reducing the number of publicly funded resi- 
dency slots. Our proposal describes many other recommended 
changes, such as raising Medicare’s eligibility age and income- 
relating Medicare’s benefit subsidy. 

Mr. Chairman and Members of the Subcommittee, as you review 
this plan and have questions, we would be happy to explain our 
thinking and our actuarial conclusions with you. We believe the 
time for tinkering is past. A bold vision is required if we are to 
strike a fair balance between fantastic technological possibilities 
and clear resource limits. The AMA’s proposal for Medicare trans- 
formation attempts to achieve that balance, while keeping front 
and center the very patients that Medicare is intended to assist. 

I would welcome your questions and your feedback. 

Thank you. 

[The prepared statement and attachments follow;] 
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Mr. Chairman, my name is Lonnie R. Bristow, MD. I am an internist from San 
Pablo, California, and President of the American Medical Association (AMA). On 
behalf of the 300,000 physician and medical smdent members of the AMA, I thank 
you for the opportunity to present testimony to the Subcommittee today regarding the 
AMA’s proposal to transfoim Medicare. We are pleased to share our thoughts with 
you as the Congress considers how to best protect the promise of Medicare in an era 
of sharply limited resources. 

A wide range of experts have independently concluded that, despite Medicare’s clear 
success in improving the health status of our elderly and disabled citizens, the 
program cannot be sustained without a fundamental lestrucmring. The AMA has 
testified before this subcommittee earlier this year regarding those factors precipitating 
Medicare's current crisis. The time has passed for tinkering and minor modifications. 
In light of what is known about the program’s structural flaws and its looming 
bankruptcy if basic reforms are not made, the AMA has synthesized almost ten years 
of policy consideration and research by our association into the proposal we will 
describe to you today and which has been distributed to every Member of the 
Congress. It is based on principles that the AMA has repeatedly advocated for 
reforming Medicare to correct cuirent strucmral problems and to reduce the 
dependency of future generations on subsidized government medical care. 

The reforms we propose are a fundamental shift away fiom government control 
toward personal responsibility, individual choice and an invigorated Medicare 
marketplace. The AMA's proposal is based on the idea of a competitive market- 
driven system as the best option for the future of the Medicare piogram because it 
offers more choice to senior citizens and the disabled. We must give the patient both 
the oppottunity and the responsibility to make wise prospective choices of physician 
and financing mechanism, with the reasonable opportunity to change either if they 
prove unsatisfactory. An effective health care matketplace is only achievable if we 
rid ourselves of the current program’s distortions that have had the perverse effect of 
aggravating, rather than easing, the government’s burden in keeping Medicare’s 
promise. As long as Medicare insulates patients from the true cost of the services 
they are consuming, a competitive Medicare matketplace will never flourish and costs 
will continue to escalate. 
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AMA’S PROPOSAL FOR MEDICARE TRANSFORMATION 

Distilled to two central ideas, AMA’s proposal is premised on the belief that: 

• Individual responsibility, changed incentives and reduced 
administrative costs will produce savings for most patients and lead 
to the fiscal integrity of the Medicare program; and 

• Medicare beneficiaries — our patients - should have enhanced 
choice and the ownership and responsibility for their Medicare 
entitlement, while receiving the highest quality medical care. 

SAVINGS 

How can a system premised on choice and individual responsibility offer savings to 
the Medicare program? When individuals have a financial stake in their medical care, 
they are more likely to be prudent consumers and seek the highest value for their 
money. Patients and physicians alike become sensitized to price and, more important, 
value. When marketplace distortions are eliminated through the removal of 
government price controls, physicians and other providers will compete in the 
marketplace. The private sector has demonstrated that competition can yield savings. 

These savings are the result of a more prudent use of resources by patients, coupled 
with increased efficiency by physicians. Enhanced beneficiary cosKonsciousness 
does not have to mean substantial increased costs for beneficiaries. It is 
primarily the manner in which beneficiaries pay today - not the amount — that 
defeats any incentive to use the program efficiently. Our proposal will actually 
bring an estimated 40% of beneficiaries some level of savings. It will leave about 
half of beneficiaries no better or worse off than if they had remained under the 
current system, and it will call on an estimated 10% to pay marginally more. This 
benefit accrues while simultaneously saving the program billions of dollars. (See 
attached chart demonstrating overall projected net savings achieved through these 
changes, as well as the effect on simulated low and heavy users of health care 
services.) 

Nor do these savings have to come from a continuation of past failed policies 
repeatedly reducing physician payments. Physicians have, year after year, 
contributed their fair share to the budget deficit effort. Physicians, who account for 
23% of Medicare outlays, have absorbed 32% of Medicare provider cuts over the last 
decade. Projected further declines, based on the current flawed payment formula, 
will actually bring physician payments lower, at the end of the century, than they 
were at the beginning of the 1990s when RBRVS was first inqtlemented (see attached 
chart). Our proposal achieves savings while minimizing further reductions that will 
push many physicians over their own budgetary red line, reducing or eliminating 
entirely their ability to continue caring for Medicare patients. Competition requires 
that prices be decontrolled and beneficiaries rewarded for seeking better value in the 
marketplace. Our proposal for physician price competition builds on the current 
RBRVS-based system. We call on the Secretary of HHS to design a similar system 
for DRG-based hospital payments in the HI program, as well. 

Some have mistakenly portrayed the AMA’s plan as allowing for "balance billing. ” 
This is an inaccurate and misleading characterization, as the concept of "balance 
billing" is a remnant of the government "command and control" system which we are 
attempting to transform. This old system perversely serves to penalize physicians for 
setting their prices too low. The AMA’s proposal would allow the government to set 
its price, physicians to set their conversion factor, and patients to compare value 
among competing caregivers. Given that approximately 93% of physicians who 
currently treat Medicare patients accept assignment, the hypothesis projected by our 
critics of steeply escalating prices appears unfounded. 
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As another element of savings, AMA’s proposal greatly reduces waste and 
unnecessary administrative costs. An undistorted market will wither nonessential 
costs, while maintaining those elements that truly contribute to greater value in 
caregiving. In addition, the AMA advocates instimtionalizing modernized Medicare 
administrative practices to include computerization of patient records and claims 
systems (embracing confidentiality and security measures for individuals’ health 
information), a public-private partrtership to explore telemedicine’s promise, and 
changing payment policies to encourage prevemive care and cate provided in subacute 
or home settings. 

BENEnCIARY CHOICES 

The heart of AMA’s proposal would provide the elderly and disabled with several 
different options for Medicare. Each Medicare beneflciaty would have an expanded 
set of choices that range from remaining in the restnicnired traditional Medicate 
program, to selecting from various competing health plans (including managed care 
options), to investing in a Medical Savings Account (MSA) coupled with a 
catastrophic plan . In general. Medicare patients would have enhanced opportunities 
to make prurient use of medical cate resources aixl to be personally rewarded for 
those decisions. 

How might people actually take advantage of greater personal responsibility under a 
transformed M^icate? One patient, for example, upon enrolling in the Medicare 
program, may decide to stay in 'traditional' Medicate. Her spouse, however, may 
want to take advantage of one of the many maiuged care plans offered under a isew 
'Medichoice' - a plan very similar to the Federal Employee Health Benefit Plan 
(FEHBP) he had enjoyed when he was a postal worker. Their neighbor may decide 
to take advantage of the MSA option with a high deductible catastrophic policy 
offered under Medichoice. Each benefldary could personally tailor the program 
to fit his or her individual circum^ances and, in the vast majority of cases, each 
Medicate betteficiary will save money or spend the same amount as under the current 
system. 

I. A beneficiary electing to remain in the modified "traditioiial* Medicare: 

• would only have one form of cost sharing to replace the current 
multiple deductibles and coinsurance ~ once they met a preset yearly 
deductible, all costs for coveted services would be paid by Medicare, 
and beneficiaries would get a refund if they did not use their deductible 
amount; 

• would have no need to purchase medigap insurance for deductibles and 
coinsurance of coveted services and no need to flil out yet more forms; 
and 

• would be able to compare value in choosing a physician using, in part, 
a published 'conversion factor,' and either pay the difference when the 
physician charges exceed the government payment or keep the savings 
when the govenunent payment exceeds the physician charges. 

This modified form of beneficiary cost-sharing will serve to reduce, on average, the 
individual’s out-of-pocket costs, reward individuals for being prudent consumers of 
routine medical services, and reduce both patient and provider paperwork and other 
administrative complications of dealing with Medigap supplemental insurers. 
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II. Patients choosing "Medichoice" would have access to a wide range of plans 
similar to those offered by the Federal Employees Health Benefit Plan 
(FEHBP). Each person would receive; 

• advance notice of the government’s contribution (to be actuarially 
determined) toward the cost of Medichoice plans; 

• information and rates on plans in the individual's area to assist "value 
comparison"; and 

• a Medichoice election and enrollment form (available on attaining 
Medicare eligibility and on an annualized basis). 

Patients would either pay the difference when the plan costs exceed the government 
contribution or keep the savings when the government contribution exceeds the plan 
costs. 

III. Each Medicare-eligible individual would also have the option, in lieu of 
comprehensive plans (such as traditional Medicare or Medichoice), to establish 
a "Medical Savings Account" coupled with a catastrophic policy. Our 
MSA/catastrophic plan would: 

• be funded by the government’s annual contribution amount; 

• consist of a fund from which the beneficiary would pay deductible 
medical expenses and a high deductible catastrophic medical expense 
insurance; 

• allow unspent balaitces to accumulate in the fund; and 

• provide for distribution from the MSA fund (exempt from federal and 
state income tax) for medical expenses, including health insurance 
premiums and long-term care expenses. 

The MSA option would undoubtedly prove attractive to many beneficiaries because 
they could provide funds for purchase of items and services formerly not covered by 
Medicare, such as prescription drugs or extended long-term care. 'Hie AMA strongly 
supports Chairman Archer’s MSA legislation, as detailed in our recent separate 
statement to the Committee. 

In the AMA proposal, we specifically take into account those in our society who are 
most dependent financially on the Medicare program. Those whose incomes are at or 
below the poverty level would be exempt &om any Medicare cost-sharing. Those 
with incomes between the poverty level and 150% of that level would face some cost 
sharing, adjusted on a sliding scale based on income. 

Medicare must be transformed into a defined contribution program to tighten the 
program’s original open-ended entitlemem that has contributed so significantly to 
Medicare’s fiscal instability. To serve beneficiaries optimally under such budgetary 
constraints, however, the program must provide a wide variety of choices to allow for 
the full spectrum of needs and financial means within the beneficiary population. 

The newly empowered Medicare beneficiary should not be restricted in choice of 
plans or providers. We must correct the current competitive disadvantage of 
physician-sponsored health plans. Physicians are positioned to ultimately balance the 
cost and quality equation better than any others in the markeqilace, with the potential 
to save substantial amounts which today go to the administration and instimtional 
investors of giant corporate plans. A simple program to help stimulate physician 
plans much as was done for HMOs in the 1970s is a necessary direction to pursue. 



15 


QUALITY AND HEALTH KAN STANDARDS 

As Medicare becomes a part of a meaningful way for patients to make choices in the 
private marketplace, costly and complicated government regulations can be reduced 
and the private sector can exercise its self-regulatory expertise. We are proposing an 
unprecedented "Partnenhip for Health Care Value" organization that focuses 
private sector efforts to promote standards of quality and rules of fair competition that 
protect the patient-physician relationship. The Partnership will also coordinate and 
expand currem fragmented efforts to find, report and eliminate fraud and abuse. A 
dramatic, yet simple, way to materially decrease fraud is to share responsibility for its 
detection with organized medicine. According to the FBI, physicians are the least 
likely group to engage in fraud, yet the most useful in assisting in its prosecution. 

The Partnership would also serve to educate physicians, providers and patients about 
reducing cate of marginal value and increasing preventive care. It would build on 
current efforts in this arena, such as the soon-to-be-released booklet on health care 
advanced directives, jointly produced by the AMA, the American Bar Association and 
the American Association of Retired Persons. The Partnership would expand 
continuous quality improvement in medical care and quickly communicate clinical 
advances to every physician. 

In addition, to protect our patients, the AMA urges that plans be guided by the 
following principles which have enjoyed bipartisan support in the past Congress. In 
general, plans should: 

• disclose to patients plan information, rights and responsibilities; 

• provide for appropriate professional involvement in plan medical policy 
matters; 

• disclose utilization review plan policies and procedures; 

• provide reasonable opportunity for patient choice of plans and 
physicians; and 

• provide reasonable access to physicians and specialists. 

GRADUATE MEDICAL EDUCATION 

Additional Medicate savings can be achieved by making the funding of our graduate 
medical education (GME) system more rational. The marketplace in medical 
education needs a new set of rules. The necessary restructuring of GME financing 
must be sensitive, however, to the multiple obligations of teaching hospitals, which 
provide a high level of specialized care, as well as care to the uninsured and the 
underinsured, and to mescal schools, which cany out both educational and research 
missions. 

We propose that Medicare's contribution to GME be reduced over time and that the 
private sector play a stronger role in both worit force planning and funding of GME. 
All the entities delivering health care today benefit directly or indirectly from the 
GME system, yet many contribute little to it. It will take time to develop and 
implement a fair all-payer system for GME. We recommend a gradual reduction in 
the number of publicly funded residency positions and the transition to a GME 
funding system supported by all payers, public and private. 

The AMA's proposal also calls for the establishment of a cooperative private-public 
sector physician workforce p lanning initiative to study physician workforce needs and 
make recommendations about the future funding of GME. The planning group's 
considerations would include issues such as suitable specialty mix, geographic 
distribution and appropriate training. 
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ADDITIONAL MEDICARE CHANGES 

We are also calling for three additional changes: (1) including preventive services in 
the Medicare benefit when availability of such services can clearly be shown to 
reduce overall program costs; (2) raising Medicare's eligibility age over time so that 
it is consistent with that of Social Security; and (3) reducing by a modest amount the 
Medicare subsidy of high income beneficiaries. 


CONCLUSION 

Americans can no longer postpone tackling fundamental reform of the Medicare 
program. Failure to do so is certain to prove even more costly for the millions of 
Americans who expect to be able to rely on this program in the fiimre, as well as 
those working Americans who are called upon to help finance it. Continuation of past 
stop-gap measures, such as chopping away at rates paid to providers in hopes of 
getting more services for less money, will ultimately divorce the Medicare system and 
its beneficiaries from the mainstream of American medical care. Simplistic budget- 
cutting has not resulted in cost-control over recent years; on the contrary, price 
controls have had the perverse effect of exacerbating Medicare’s fiscal crisis and 
severely threatening the promised access of beneficiaries to medical care. 

Americans who depend on the Medicare program for their medical and health care, as 
well as those who will rely on it in the future, should not have to worry about 
whether benefits promised them will be forthcoming. As the nation attempts to strike 
a balance between enormous technological possibilities and clear resource limits, it is 
imperative that patients make the choices with physicians as their trusted advisers. 

Our proposal for Medicare transformation attempts to achieve the new balance that is 
tequired. We look forward to working with the Congress on this vital effort. 


tt » » 
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LOW USER 


DESCRIPTION Healthy enroltee with only 2 visits for S300 total 


Out-of-Pocket Spending 


Current Law 


AMA Proposal 


Hospital Deductible: 

$ 0 

Deductible: 

$ 300 

PartB 


Coinsurance: 

S 0 

Effective Deductible: 

$ 0 

Total Medicare Premium: 

$1,064 

Effective Coinsurance 

$ 0 

Out-of-Pocket Spending: 

$1,364 

Premium: 

S 553 



Medigap Premium: 

Sl.OH 



Out-of Pocket Spending: 

$1,564 




HEAVY USER 


DESCRIPTION: Ailing enroUee, several MD visita. 3-<lay hospital 
stay, 7-di9 hospital stay; estpenses total $10,000. 

Oot-of-Pocfcet Spending 


Currant Law 

Hospital Deductible; S 0 
PartB 

EibctiveOeduolMe: . S 0 
EfihctKre Coinaunaoe S 0 
Pranium: S SS3 

Medigap Pranatuiii: $1,011 

Out-of Pocket Spandnig: $1,SM 


AMA Proposal 

Deductible: $ 500 

Coinsurance; $ 0 

Total Medkm Premium; $1,064 
Out-of'Pocket Spendmg; $1,564 


Summaiy of Beneficiary Net 
Savings 

Case Cuiram Law AMA Proposal Net Savings 


1. Non-User 

$1,564 

$1,064 

$500 

2. Low User 

$1,564 

$1,364 

$200 

3. Mndhim User (no Hospital) 

$1,564 

$1,564 

$ 0 

4. hfadium User (with Hbspiial) 

$1,564 

$1,564 

$ 0 

5. Heavy User 

$1,564 

$1,564 

$ 0 

6. Catastrophic User 

$1,564 

$1,564 

$ 0 

7. Average User svith No Medigap 

$1,363 

$1,564 

($201) 

8. Low-Income Average Uaar 

$1,363 

$1,059 

$305 

9. High-Inoonia Average User 

$1,564 

$2,458 

(S893) 

10. Big Loaer 

$ 553 

$1,064 

($511) 



Conversion Factor Simulation 

Baseline/Current Law 
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Chairman Thomas. Thank you very much, Dr. Bristow. 

Karen Ignagni, representing Group Health Association of Amer- 
ica. It is good to have you with us again. 

STATEMENT OF KAREN IGNAGNI, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, GROUP HEALTH ASSOCIATION OF 

AMERICA, INC. 

Ms. Ignagni. Thank you. 

Good morning, Members of the Subcommittee. I am delighted to 
be here to present GHAA’s views and recommendations about Med- 
icare restructuring. In our testimony, we present a plan for mod- 
ernizing Medicare. We have two goals underlying our thoughts and 
proposals. The first is to make Medicare work more like the private 
sector system that is now in place for working families. The second 
is to preserve beneficiary access to services. 

We have offered five specific recommendations. The first is to ex- 
pand choice for beneficiaries. One example would be the recent ef- 
forts that we have been working on collaboratively with HCFA to 
expand POS options under Medicare risk contracts. That would be 
an example of the kind of choice along with PPOs and other kinds 
of delivery systems that are now in the market for working fami- 
lies. 

The second proposal that we have submitted for your consider- 
ation is to improve information going to beneficiaries and to set up 
a structure where beneficiaries now receive information about the 
kind of plans that are available in the market and they can make 
decisions and evaluate on the basis of quality, service, and price. 
We also would recommend that this type of information be sent to 
beneficiaries prior to retirement, so they might have time to confer 
with their physicians, relatives, and make appropriate and in- 
formed decisions. 

Our third recommendation is to consider that any proposed re- 
structuring that contemplates modernizing Medicare and embody- 
ing within Medicare some of the principles that are in existence in 
private insurance for the under-65 population will not work with- 
out standards for fair play across the board. 

We have talked quite a lot with you in past appearances about 
the importance of leveling the playingfield. What I mean by stand- 
ards are particular issues related to solvency, quality assurance, 
data disclosure, reporting, and issues you have discussed over the 
years. But I think that as you move to a more patient empowered 
system with quite a lot of choice, you do want to have similar 
standards for the plans that are in the system. 

The fourth point we make is that it is very important to consider 
what this does to the current administrative structure for the pro- 
gram. We would see the structure moving from the present form 
to more standard-setting, providing accountability mechanisms and 
monitoring what is going on, much like the functions of employers 
in the private marketplace today. 

The next proposal we have submitted, the fifth is to transition 
to an improved payment methodology. There has been a lot of com- 
ment on FEHBP-like systems and competitive bidding particularly. 
We think that those proposals might be useful to investigate for 
the long term, but the point is what do you do today. What we have 
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tried to do is provide a framework for you to begin working today, 
begin transitioning from where we are today to make the kinds of 
changes I think you are considering, while we are exploring dif- 
ferent suggestions for the longer term. 

Some of that is already under way, and we would encourage the 
continuation of that. But that will take time and study. We have 
tried to offer you a road map of how to be^n to make the changes 
now. We would begin with total expenditures, in other words, 
where we are today, translate that into per capita payments on 
both sides, fee-for-service, and anything in the so-called “managed 
care” arena. On the fee-for-service side, that would probably bring 
together many of the initiatives that you have already launched in 
terms of RBRVS and prospective payment. It would bundle care. It 
would capitate. It would move to integrate and coordinate care on 
the fee-for-service basis, as well as on the managed care side. 

We would propose that there be lookback mechanisms to enforce 
the capitated payment on the fee-for-service side, and on the man- 
aged care side much as the AAPCC acts as a budget, our proposal 
would involve the per capita payment acting as a budget. In that 
environment, you would have a structure to debate and discuss the 
point of where you start the growth and how you phase down over 
what period of time. 

In sum, Mr. Chairman, we hope that our thoughts have provided 
you a mechanism to begin thinking about what you do today. We 
thought that was our charge and we have worked very hard to be 
helpftil in this regard, at the same time balancing all of the inter- 
ests that are certainly on your mind with respect to the solvency 
of the trust fund, as well as the goal of preserving beneficiary ac- 
cess. 

Thank you, 

[The prepared statement follows:] 
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STATEMENT OF KAREN IGNAQNI, PRESIDENT AND CEO 
GROUP HEALTH ASSOCIATION OF AMERICA, INC. 


Mr. Chairman and members of the Committee, I am Karen Ignagni, President and CEO 
of the Group Health Association of America (GHAA). GHAA is the leading national association 
for health maintenance organizations (HMOs). Our 3S5 member HMDs serve 80 percent of the 
50 million Americans receiving health care throt^ HMOs today. 

We are pleased to be asked to testify as the Committee explores the future of the 
Medicare program, and look forward to working with the Congress and the President on a 
bipartisan fashion on Medicare. GHAA believes that Medicare must be modernized to reflect the 
dramatic developments that have occurred in the private sector since Medicare was enacted 30 
years ago. Medicare can best be strengthened by offering beneficiaries the same kinds of choices 
that are already available to millions of working Americans both in the private sector and in the 
federal government. Today, I would like to: 

o review the environment for change in the health care marketplace, and in 
Medicare; 

0 review the current status and experience of the Medicare HMO contracting 

program; 

0 review GHAA's guiding principles for discussion of Medicare reform; and 

0 present GHAA’s recommendations for “where to begin* - initial steps in a 

transition to broader reform of tlie Medicare program. 

The Changing EnvironmCDt 

When Medicare was enacted in 1965, the health care environment for which this vitally 
important public program was designed was substantially different than it is today; 

o the overwhelming majority of insured Americans received their health care under 
the then-predominant fee-for-scrvicc approach; 

o health care services were more focused on inpatient hospital care; 

o health care was less complex and bewildering than today, so coordination of care 
was not as essential; 

o the advantages of coordinated care — including preventive care, quality 

measurement, management of chronic conditions, and the ability to provide 
comprehensive care within a budget — were not yet fully apparent; 

o treatment costs were a faction of what they are today, so cost containment was 
not as urgent a national concern; and 

o health maintenance organizations and other organized systems of care were not 
yet available to most Americans. 

Medicare was in many ways a “market-based* health system in the environment that 
prevailed in 1965. And measured in tenns of the security that it has brought to the elderly, the 
disabled, and their families. Medicare has been a success. However, in 1995, thirty years later, 
the environment in which Medicare operates has changed dramatically: 

o fee-for service coverage is no longer the predominant approach to coverage in the 
market; 

o more consumers are choosing coordinated care through organized systems of care 
because of the disadvantages of the fee-for-service approach in an increasingly 
complex medical system; 
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o Americans by the millions have joined HMOs and are overwhelmingly satisfied 
with the care they and their families receive; 

more than 60 percent of all working Americans with private health 
coverage now receive their care through HMOs or other organized systems 
of care; 

about 35 percent of federal employees have chosen HMOs from among 
the wide array of choices that are offered; 

Medicare too is changing, but slowly -- only about 1 0 percent of today’s Medicare 
beneficiaries are in HMOs. The result is that Medicare has fallen behind the evolving market 
environment Medicare beneficiaries no longer have coverage that is typical of that available to 
the working population, and do not derive the benefits of the choices available to other 
Americans. 

Without reform, Medicare faces insolvency in a few years. 


Figure I 


Medicare Growth 



a Spending 
^Revenues 


But modernization of Medicare is feasible and within reach. The key is to provide Medicare 
beneficiaries with the health plan choices that are already available to Members of Congress and 
other working Americans. 

Guiding principles for discussion 

Given the changing environment. Medicare must be updated to reflect the dramatic 
changes that have occurred in the private sector during the three decades since the program 
began. GHAA believes that Medicare can best be strengthened by giving beneficiaries the same 
kinds choices that are already available to millions of working Americans both in the private 
sector and in the federal government. Medicare — and the Health Care Financing Administration 
(HCFA) — should be reoriented toward a model in which Medicare beneficiaries have the 
opportunity to choose from among a broad army of options that compete on the basis of quality, 
service, and cost, and are held to comparable accounUibility standards. When beneficiaries can 
choose the option that best meets their needs. Medicare will benefit from the progress that has 
been made in the private sector. 
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o Bcneficury choices; Medicare reform should be consistent with the promise of 
providii^ access to basic Medicare benefits that meet the needs of elderly and 
disabled Americans and offering beneficiaries choices comparable to those 
available to the woiidng<age population. 

o Medicare standards: Our experience also tells us that standards are vitally 

important. All organized systems of care, as well as providers under the fee>for- 
service Medicare program should meet comparable standards in areas such as 
quality of care, access, grievance procedures, and solvency. Attempts to limit 
choice by inhibiting the development of HMDs and other organized systems of 
care, such as anti-managed care proposals and changes to current antitrust law, 
should be rejected; where such anti-managed care laws exist, they should be 
preempted. 

o Medicare payments: Medicare {^yrnents should permit widespread availability 
of organized systems of care, as well as the traditional fee-for-service option, for 
Medicare beneficiaries nationwide. The Medicare program should act in a fashion 
similar to private sector purchasers. This can be done by establishing the amount 
of funding available for benefits for all beneficiaries on both an aggregate and per 
beneficiary basis, with an equitable allocation of resources between organized 
delivery system options and the fee-for-service program. Total expenditures 
should be trended forward on an ^)propriate basis to meet program goals. 


The current status of Medicare HMO coverage 

In developing proposals for modernization of Medicare, it is useful to review briefly the 
current status of Medicare contracting with HMOs and competitive medical plans (CMPs)* 
because that program can provide a platform for future changes in Medicare. 

The Medicare HMO risk contracting program was enacted in 1982 as part of Tax Equity 
and Fiscal Responsibility Act (TEFRA), after a number of years of successful demonstrations of 
this contracting approach. The TEFRA program provided for Medicare contracting with HMOs 
and CMPs, and authorized payment to those plans of 95 percent of the estimated cost of fee-for- 
service Medicare in the geogrt^)hic area (the county) — the adjusted average per capita cost, or 
AAPCC. 

While the specifics of the AAPCC calculation are complex, the methodology incorporates 
four basic steps; 

o calculation of the national per capita cost for care under Medicare (this is the 
United States Per Capita Cost, or USPCC); 

o estimating the county per capita cost of fee-for-service care by: 

applying a county adjuster to the USPCC (the county adjuster is a moving 
five-year average of the ratio of county per capita costs to national per 
capita costs); 

adjusting for county HMO expenditures; and 

adjusting for the demographic mix of the county’s beneficiaries; 

o multiplying the county per capita cost by 95 percent; and 


‘Competitive medical plans (CMPs) are HMOs that have not chosen to become federally 
qualified but meet similar federal standards. For the remainder of the testimony, we use the term 
"HMO" to refer to both HMOs and CMPs. 
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o applying the actuarial risk adjustments developed by HCFA to account for age, 
sex, Medicaid status, institutional status, and employer-based coverage of the 
beneficiary. 

As of this year, roughly 3.1 million Medicare beneficiaries have chosen to be served 
through one of the HMO contracting options offers by the Medicare program. Since 1 990, 
enrollment in Medicare risk plans has doubled while combined enrollment in all HMO options 
has grown by 70 percent. 

The Medicare HMO contracting program has proven successfiil in a number of ways — it 
has achieved a broad enrollment base, member satisfaction, documented quality, and savings. 

Broad enrollment base: The National Research Corporation found that seniors enrolled 
in HMOs and in fee-for-service Medicare are very similar in terms of overall self-reported health 
status and incidence of chronic medical conditions. As shown in Figure 1 , 1 6.7 percent of HMO 
members reported that they were in “excellent* or "very good* health, compared with 16.5 
percent of fee-for-service enrollees. The percentage in both populations reporting “poor* health 
was the same, 13.6 percent. 


Figure 2 

Comparison of Eklerty /ndrviduaks' Perceived Health Status 
vs. FFS Coverage 



Poor Fair Goott Vary Good Exe a t lorrt 




Further, the percentage of Medicare HMO enrollees with selected chronic conditions is generally 
similar to the FFS sector, as shown in Figure 3. For example, 49.2 percent of seniors enrolled in 
HMOs reported suffering from arthritis, compared to 49. 1 percent in FFS Medicare. 


Figure 3 


Comparison of Elderty Individuals Chronic Conditions 
HMO vs. FFS Coverage 
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These data are inconsistent with the often-cited Mathematica Policy Research study on 
favorable selection in the Medicare HMO program ~ a study that was based on beneficiaries who 
enrolled in 1987 or 1988 (seven to eight years ago). Since 1987 - when the risk contracting 
program was just two years old - enrollment in Medicare risk HMOs has more than doubled, 
and as that enrollment has grown, the characteristics of the HMO population have become 
increasingly similar to those in the fee-for-service population. 

Satisfaction: Medicare HMOs attract a broad mix of enrollces, and those enrollees are 
satisfied with their care. During the past year, numerous groups have conducted patient 
satisfaction surveys, all of which show that HMO subscribers are more satisfied overall with 
their health plan than fee-for-service subscribers. A National Research Corporation survey of 
over 19,000 elderly Americans found that, for all levels of self-designated health status, the 
elderly enrolled in HMOs are more satisfied with their coverage than the elderly receiving 
services under the traditional Medicare fee-for-service program. Figure 3 highlights these data ~ 
indicating that HMOs achieve higher subscriber satisfaction not just among the healthy, but also 
among the sick. 


Figure 4 
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This level of satistoion is highlighted further by the fact that Medicare beneficiaries 
who choose HMOs stick with them. A recent study of Medicare HMO enrollees in 1994 showed 
that: 


o 84 percent remained with their HMO; 
o 6 percent switched to another HMO in their area; 

o 6 percent left for reasons unrelated to the plan (e.g., they move out of the area); 
o 4 percent returned to local fee-for-service care. 


Figure 5 
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Quality: Medicare HMOs offer high quality health care. A recent study by the Health 
Care Financing Administration showed that elderly HMO members with cancer are more likely 
to be diagnosed at an early stage than those in the fee^for-service sector. This is due to coverage 
of and improved access to preventive care under comprehensive HMO coverage, which is also 
highlighted in a study by the Centers for Disease Control (CDC) and the National Center for 
Health Statistics that showed that women in HMOs are more likely to obtain mammograms, pap 
smears, and clinical breast exams than those in the fee>for'Service sector. Another study, 
comparing care for patients age 65 and older with acute myocardial infarction (heart attack), 
concluded that HMO patients received better care than that received by patients in a national fee- 
for-service sample. 

Savings: Finally, HMOs lower the rate of increase in spending on health care in two 
ways — by holding down costs in their plans, and by producing savings in the marketplace as a 
whole (the so-called “spillover" effect). 

By promoting competition in an area, HMOs lead to reductions in fee-for-service costs. 
W.P. Welch of the Urban Institute estimated that for metropolitan statistical areas with more than 
25 percent of the population enrolled in the Medicare risk program, fee-for-service costs decline 
by 10 percent. Studies by Glenn Melnick and James Robinson found that hospital costs increase 
less rapidly in areas of California where HMOs had a larger market share. Jack Hadley and 
Darrel Gaston of Georgetown University report that hospital costs per admission increased 69 
percent in high HMO penetration markets from 1984 to 1993, compared with 96 percent for low 
HMO penetration markets, as shown in figure 6 below. 

Figure 6 

Percent Change in Expenditures per Adjusted Admissions by 
HMO Pertetrabon, from 10S4 to t991 
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The current program is a promising start, and demonstrates that HMOs can successfully 
serve the Medicare population. But despite recent enrollment growth. Medicare still lags 
considerably behind the private sector in the HMOs and other organized systems of care it offers 
to beneficiaries. 

Where to begin 

Looking at the current Medicare program and using the GHAA principles as a guide, the 
question, of course, is how to begin to take the steps necessary to modernize Medicare. Based 
on the practical and proven experience of our member plans in serving tens of millions of 
Americans, including three million Medicare beneficiaries, we are recommending a series of 
changes to transition from the current approach to a model based on beneficiary choices. 
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Figure 7 
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The changes are designed to foster expansion in existing Medicare markets, encourage new 
Medicare markets to emerge, permit the development of increased capacity for Medicare 
beneficiaries to enroll in organized options offered by HMOs and other entities, and provide the 
experience necessary to permit informed decision-making by the Congress on the future design 
of the Medicare program. We recommend changes in the following five areas: 

0 improve beneficiary information, awareness, and enrollment process; 

0 expand the infrastructure of health plan choices available to beneficiaries; 

0 maintain strong standards for health plans participating in Medicare; 

0 begin to transition HCFA from the current regulatory approach to the beneficiary 
choice model; and 

0 transition to improved Medicare payment methodologies. 

Improve beneficiary information, awareness, and enrollment process: Mr. 

Chairman, we should start with the basics. We cannot expect beneficiaries to make informed 
choices if we do not inform them about their choices, and make it easy for them to enroll. 

o Information/awareness : The Health Care Financing Administration (HCFA) 
should work with entities that participate in the Medicare program, including 
HMOs and in the future, other arrangements, to develop information that HCFA 
could disseminate to beneficiaries about the enrollment options available to them, 
including educational information about the basic characteristics of those choices. 
This information should be sent to all prospective beneficiaries in the six-month 
period prior to their becoming eligible for Medicare, and periodically thereafter. 

o Enrollment : HCFA should develop a mechanism that would allow newly- 

eligible beneficiaries to elect HMO enrollment that is effective the first month that 
they become entitled to Medicare, rather than requiring them to wail (and be 
uncovered for supplemental benefits) until the second month. 

Expand the infrastructure of options available to beneficiaries: Second, the choice 
model requires that we increase the array of options offered by the Medicare program. 

o Expanded array of choice.s : A broader spectrum of offerings should be phased-in 
for Medicare beneficiaries by encouraging participation of an expanded array of 




28 


benefit options by HMOs and other entities under rules that permit all to 
participate on an equal footing. 

o Self-referral option : HCFA should continue its work to develop guidelines that 
would permit HMOs to offer a point-of-service (POS) product through what 
HCFA is referring to as a “self-referral option" (SRO) for Medicare beneficiaries. 
Plans would then be allowed to offer beneficiaries a product that enables them to 
go outside the HMO network to receive covered services. 

Maintain strong standards for options participating in Medicare: As we expand the 
infrastructure of offerings, it is vitally important to maintain strong and comparable standards for 
all options. 

o Comparable <;tanHards for all options : All organized options, such as those 

offered by HMOs, PPOs, PHOs, as weH as providers under the Medicare fee-for- 
service program, should meet comparable standards designed to address quality of 
care, access, grievance procedures, and solvency. Standards should include: 

Quality: all offerings and providers should have the capacity to develop 
reports on performance that permit comparisons among options and 
providers. 

Access: all offerings and providers should accept all beneficiaries who 
wish to enroll or who select those providers up to the limits of the capacity 
of such offerings/providers and without regard to health status. 

Grievance procedures; all offerings and providers should make available 
to beneficiaries procedures for hearing and resolving grievances under the 
Medicare program. 

Solvency: all offerings should be fiscally sound and meet standards for an 
initial deposit, initial net worth and ongoing solvency. 

0 50/50 rule : Statutory criteria in connection with waiving the 50/50 enrollment 

requirement for HMOs and other organizations offering organized options should 
be developed. 

o Anti-managed care : Attempts to limit choice by inhibiting the development of 
HMOs and other organized systems of care, such as anti-managed care proposals 
and changes to current antitrust law, should be rejected; where such anti-managed 
care laws exist, they should be preempted. 

o Deemed status : To enhance and streamline Medicare’s quality assurance program, 
organized offerings that meet accreditation standards of private sector 
organizations designated by the Secretary should be deemed to comply with 
applicable Medicare quality standards. 

Begin to transition HCFA to implement new model: Changes in HCFA’s focus on 
individual claims payment and basic improvements in administrative mechanisms can help 
enhance the modernization of the choices available to beneficiaries. 

o Transition to new model : HCFA needs to begin the process of reorienting its 
approach from management of the transactions in a fee-for-service system to 
implementation of a beneficiary choice model. 

o Administrative procedures and processing of applications : In the short-term, 
HCFA should take immediate steps to improve administrative procedures and 
processing time: 
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reduce the time it takes to process and approve two types of applications 
from HMOs: initial applications to serve Medicare beneficiaries, and 
applications from approved plans to expand their service area and be able 
to serve additional Medicare beneficiaries; 

simplify administrative procedures for submission and processing of 
applications (i.e., permit information associated with the application to be 
submitted on computer disk); and 

streamline oversight of multi-state organizations, for example by 
eliminating duplicative filing requirements and facilitating 
communications among regions. 

0 Policy guidance/ regional variations : HCFA should take steps to identify and 
narrow the variation in interpretation of policy by regional offices and promote 
consistency in decision making in such areas as review and approval of contracts, 
products, and marketing materials; this should include the development and 
issuance of guidelines for regional offices. 

Transition to improved Medicare payment methodologies; Finally, the program needs 
to begin the transition to improved Medicare payment methodologies. We present this as the 
final component of our plan, because it requires attention to a number of issues. We include 
implementation of a transitional payment approach designed to meet current program and budget 
objectives, and steps to set the stage for future decision making about payment policies. 

Transition to Medi<;are payment mechanism : Medicare should implement a method of 
payment that would provide greater incentives for beneficiaries to choose options that deliver 
high quality, cost-effective care. The payment mechanism should permit these options to 
establish premiums for the benefits they offer and should establish a government contribution 
based upon the per capita cost to the Medicare program of providing Medicare-covered benefits 
to all eligible beneficiaries. 

In general, the starting point should be the payment methodology under the current 
Medicare program. 

0 The total Medicare budget should be established and a per capita amount should 
be calculated based on the total number of beneficiaries. The per capita amount 
should be trended forward on a basis appropriate to meet program goals. 

0 The allocation for the fee-for-service program should be established by 

aggregating the per capita amounts associated with the beneficiaries who select 
the current program. Medicare would continue to pay claims for covered services 
provided to these beneficiaries. A periodic determination should be made about 
whether expenditures are within the desired range, and a framework should be 
established, perhaps in the annual budget process, for making adjustments to the 
program in light of this determination. 

0 The payment for all other options should be based on the same per capita costs. 

0 Changes from the current methodology for determining per capita payments 

should be phased-in over a period of years. Such changes would be designed to 
address the problem of low payment rates in under funded areas and promote new 
markets for private sector offerings for Medicare beneficiaries. This process 
should ensure that health care for beneficiaries who have already elected HMO 
membership is not disrupted and preserve the vitality of markets in which 
significant numbers of Medicare beneficiaries have already joined HMOs. 


Under this system, health plans would have the flexibility to offer benefit 
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packages that include at least the standard Medicare benefits, and perhaps greater 
coverage, for the premiums they have developed. 

Demonstrations on alternative payment methods : To set the stage for future decisions 
about Medicare payment approaches, HCFA should continue to explore the feasibility of 
alternative payment systems, such as other market-based approaches and mechanisms that will 
support participation by entities offering organized options in rural and other less populous areas. 
The projects should continue to encourage voluntary participation and should identify issues 
related to the design and implementation of idtemative systems. 

Risk adjusters : One of the most misunderstood features of the Medicare HMO contracting 
program relates to risk selection and risk adjustment in payments. First, as noted earlier, the fact 
of the matter is that Medicare HMOs today attract a cross-section of beneficiaries -- sick and well 
" comparable to those in the fee-for-service sector. The often-cited Mathematica report on risk 
selection is simply out-of-date. Second, Medicare already makes a number of actuarial 
adjustments in its payments to HMOs based on eivollee age, sex, Medicaid status, institutional 
status, and employer-coverage. These are efforts to assure that payments are as accurate as 
possible in reflecting the relative risk of the enrollees. 

GHAA has consistently expressed support for improvements to the AAPCC that will 
enhance its accuracy. However, adjustments should be tested to determine if they will serve this 
goal in a cost-effective way. We believe that the Health Care Financing Administration should 
undertake demonstrations designed to identify the administrative issues and costs involved for 
HMOs and for HCFA in implementing risk adjusters that appear promising. Progress on these 
issues will permit the agency to work with participating entities to move to the next step of 
implementing appropriate risk adjusters beyond those currently in place. 

Maintain comprehensive, capitated approach : As the private health care market imposes 
more competitive pressures on the health system, and Medicare is modernized as well, the 
committee will be confronted by pressures to fragment Medicare’s capitated payment in a variety 
of ways. We understand, for example, that proposals have been made to split out Medicare 
medical education payments from the AAPCC, and to make those payments separately and 
directly to providers on a fee-for-service or other basis. 

At this point, rather than re-fragmenting the payment stream, we believe that the 
comprehensive, integrated approach offered by HMOs — and the enhanced competitive pressure 
that is being generated — is exactly what is needed in our health system. The reality is that 
HMOs must contract with academic health centers for compelling health care and competitive 
purposes — benefici^es want access to the prominent institutions in their community, and 
HMOs, to be successful in meeting beneficiary needs, contract with them. 

Creating a stable and equitable payment environment : We need to secure for Medicare 
and seniors the benefits of the choices and changes that have reshaped the private marketplace, 
by creating a stable payment environment whose predictability supports expanded participation 
by HMOs and other organized systems. Such a strategy will allow you to bring Medicare 
spending growth in line with private sector health spending. 

Conclusion 

GHAA appreciates this opportunity to present our views about modernizing the Medicare 
program. We look forward to working with the Committee on this issue, and I would be pleased 
to answer any questions that you may have. Thank-you. 
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Chairman THOMAS. As usual, we appreciate the positive way in 
which you are approaching change that is absolutely necessary 
based upon the trustees’ report. 

Dr. Butler, welcome back. 

STATEMENT OF STUART M. BUTLER, PH.D., VICE PRESIDENT 

AND DIRECTOR, DOMESTIC AND ECONOMIC POLICY STUD- 
IES, HERITAGE FOUNDATION 

Mr. Butler. Mr. Chairman, I appreciate the opportunity to tes- 
tify. 

Mr. Chairman, quite separate from the budget debate, there is 
a growing consensus which I think you have already heard on this 
panel that we do need to move Medicare in the direction of giving 
the elderly the option of using a defined contribution to select from 
a wide range of private plans. 

One question that follows from this is what is the framework in 
which such a choice system would operate so that plans truly serve 
the customer, and that information is made available to the elderly 
of the kind that Ms. Ignagni has already mentioned. I believe a 
working model does exist for that framework; namely, the Federal 
Employee Health Benefits Program, the program that serves 9 mil- 
lion Federal retirees and active workers and their dependents. 

Both the FEHBP and Medicare are run by the Federal Govern- 
ment. Both provide comprehensive health coverage to millions of 
people. But, whereas, Congress is struggling to deal with the deep 
problems of Medicare, the FEHBP is in good shape and works rel- 
atively well. Significantly, most Americans have not heard of the 
FEHBP and it is really mentioned in the press. In my mind, that 
is a sure sign that it is working. 

The secret of the FEHBP’s three decades of success is in its basic 
design. Indeed, according to the 1989 analysis of the program by 
the Congressional Research Service, “That the FEHBP has contin- 
ued to work over the years despite major changes in the environ- 
ment in which it has operated reflects the basic soundness of its 
design.” That design is quite different from Medicare. 

Federal workers and retirees receive a degree of financial assist- 
ance from the government, essentially a defined contribution, and 
they apply this toward the cost of an approved private insurance 
plan of their choice. A refined version of this program could provide 
the framework for a new Medicare system which widens choice and 
keeps costs under control through consumer choice. 

Under the FEHBP, workers and retirees typically have a choice 
each year of between one dozen and two dozen plans. Many of 
these are organized through unions and other voluntary associa- 
tions of workers and retirees. The plans differ not only in the way 
in which services are delivered, but also in the services included in 
the plan. Thus, a Federal worker or retiree might choose a plan 
with a drug benefit or comprehensive dental coverage not available 
in some other plan. 

But with a defined Federal contribution, the more generous and 
costly the chosen plan, the more the beneficiary must pay out of 
pocket. That encourages beneficiaries to look for the best value for 
their money and it helps keep costs down. This incentive to choose 
value for money in a market of competing health plans has helped 
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keep the rate of Federal spending on the program at about one-half 
the rate of Medicare, and enabled the average premium to fall this 
year. 

And to help beneficiaries choose the best value and the most ap- 
propriate plan, consumer organizations and Federal associations 
provide FEHBP beneficiaries with information on cost benefits and 
consumer satisfaction surveys. The National Association of Retired 
Federal Employees even recommends particular plans for those suf- 
fering from certain chronic ailments. 

A new Medicare system similar to the FEHBP would provide the 
elderly and disabled with a voucher which they could put toward 
the cost of a Medicare approved plan of their choice. The voucher 
would be based on a budgeted defined contribution from the gov- 
ernment, in keeping with expenditure levels set by Congress. For 
any individual, this average amount would be adjusted up or down 
according to three factors. 

First, primary risk factors; namely, age, sex, reason for eligi- 
bility, institutional status, and ESRD status. Thus, older, generally 
sicker beneficiaries would receive a larger contribution. Second, 
there would be a means-tested adjustment applied to one-third of 
the voucher to be equivalent to means testing today’s part B pre- 
mium. And, third, there would be an adjustment to reflect the ac- 
tual costs of typical approved plans available in the area. 

To be eligible to market to Medicare beneficiaries, plans would 
have to meet certain threshold requirements laid down by the Fed- 
eral Government. There would be no restriction on the number of 
plans, however. In addition to basic solvency and similar require- 
ments, a plan would have to include a core set of services which 
is much leaner than the Medicare system today, but would include 
catastrophic protection. It would have to set premiums according to 
the same risk factors used to determine the voucher, file standard- 
ized information on rates and costs with the Federal Government, 
and accept any Medicare beneficiary during an annual open season. 

As with FEHBP, the government would act as a clearinghouse 
for the standardized information provided by the plans, and it 
would negotiate service areas and perhaps rates with each plan. 
During an annual open season, the government would distribute 
plan information and an enrollment form, and once the plan had 
been chosen, the government would send the appropriate voucher 
to the plan chosen and the beneficiary would be responsible, of 
course, for the remaining premium amount. 

In addition, the government would establish a Federal corpora- 
tion under our proposal to operate a Medicare standard plan rough- 
ly similar to todays Medicare Program. The standard plan would 
be available everywhere and, in our view, should have a premium. 
It would have to compete on equal terms with the private plans. 
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Mr. Chairman, Medicare is hemorrhaging money and it is 20 
years out of date. It is time for the program to incorporate the les- 
sons of the private sector an those of the government’s own 
FEHBP. Those lessons suggest that the key is to increase consumer 
choice and control and to spur innovation by creating a market of 
competing private plans. That works well for the Federal retirees 
of the FEHBP. It will work just as well, Mr. Chairman, for seniors 
who have not worked for the Federal Government. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF STUART M. BUTLER. PH.D. 

VICE PRESIDENT AND DIRECTOR 
DOMESTIC AND ECONOMIC POLICY STUDIES 
THE HERITAGE FOUNDATION 


Mr. Chairman, my name is Stuart Butler. I am a Vice President at The Heritage 
Foundation. I appreciate the opportunity to address the subcommittee on the issue of 
Medicare. I emphasize that the views I express are my own, and should not be construed 
as representing any official position of The Heritage Foundation. 

The problems of the current Medicare system derive from its two central 
characteristics — it is a defined benefit program and for its organization and cost 
constraint it relics on central planning and elaborate price controls. This structure 
encourages cost escalation and inefficiency because it lacks strong incentives for 
beneficiaries to seek value for money and because centralization slows the introduction of 
innovative management and delivery techniques to reduce costs while increasing 
efficiency. 

To control costs while improving value and choices for beneficiaries. Medicare 
should be converted into a program in which the government provides beneficiaries with 
a defined contribution which may be used to purchase a Medicare-approved health plan. 
Such a system would be, in effect, a modified version of the Federal Employee Health 
Benefits Program (FEHBP), which currently makes 400 competing private plans 
available to nine million active and retired federal employees and their family members. 

It should be noted the FEHBP population is not an ideal insurance pool, and on 
the face of it the program should not be successful. Enrollees tend to be older than the 
general population and the proportion of retirees covered is 40 percent and growing. 
Enrollment is optional and eligibility requirements liberal. Moreover, beneficiaries can 
switch plans annually without regard to their health condition and without any waiting 
period or exclusions, and the plans must community rate their premiums. Yet despite its 
seeming vulnerability to adverse selection, the FEHBP works remarkably well. As the 
Congressional Research Service in a comprehensive review of the program in 1 989. 

“That the FEHBP has continued to ‘work’ over the years, despite major changes in the 
environment in which it has operated, reflects the soundness of its basic design.” 

The FEHBP functions in ways that could and should be incorporated in a 
reformed Medicare system. Federal workers and retirees in any particular area typically 
have access to between one dozen and two dozen plans. Nobody has a choice of fewer 
than seven plans. These range from traditional fee-for-service plans to HMDs, PPOs, 

IPAs and various point-of-service plans. All the plans cover basic hospital and physician 
services but beneficiaries can pick plans with different additional benefits, such as dental, 
prescription drug, or mental health benefits. Whatever the cost of their chosen plan, the 
government pays a fixed amount (with the proviso that it will pay no more than 75 
percent of the premium of any plan). 

Retirees, like active employees, are given a great deal of assistance in choosing 
plans in the FEHBP. Local Members of Congress commonly sponsor “health fairs” to 
review plans in their districts. Checkbook's Guide to Health Insurance Plans for Federal 
Employees, published by a consumers organization, outlines plan features and costs, gives 
general advice on picking a plan, and provides “consumer satisfaction surveys.” These 
surveys rate plans in such areas as the ease of getting appointments, access to specialists, 
waiting times in doctors’ offices and the quality of care. The National Association of 
Retired Federal Employees also provides information and recommends plans for retirees 
with particular ailments. 

The law governing the FEHBP is just 26 pages long. The program is run by 
0PM, which has authority to contract with plans for inclusion in the system. OPM's 
small staff “negotiates” prices and benefits — best characterized as “jawboning” — but 
does not impose price controls, fee schedules or benefit requirements. 0PM also 
provides beneficiaries each year, before an “open season,”with standardized information 
-on costs, services etc. for each plan, and a fonn for indicating their choice. 
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A new Medicare system structured much like the successful FEHBP, but with 
modifications to refine the government contribution, to make the new program even less 
susceptible to destabilizing adverse selection than the FEHBP, and to provide 
beneficiaries with better information on which to make choices. This new program 
would have four core elements. 

1) EntitlemcDt to a defined contribution. Elderly and disabled Americans 
would have an entitlement not to a defined set of benefits, but to a voucher worth an 
amount based on a number of factors. The total expenditure on the voucher system 
would be limited to a program budget, with the voucher amount adjusted each year 
according to the budget. 

2) Voucher amount The base for the voucher would be budgeted Medicare 
expenditure (the combined net expenditures on part A and B) divided by the eligible 
population. This base would then be adjusted up or down according to three categories. 

1 

a) Primary risk factors, namely age, sex, reason for eligibility (age or disability), 
institutional status and ESRD statiis. 

b) The second would be an income adjustment applied to one-third of the voucher, to 
be the equivalent of means-testing today’s Part B premium. 

c) The third would be a local market variance, to reflect the weighted average 
enrollee cost of a “basket" of typical plaits in any area. This would permit 
adjustments to be made on the basis of the plans available in the area. This basket 
would consist of “typical” plans, such as the Metlicare Standard Plan (see below), 
a catastropbic/MSA plan, a Blue-Cross standard plan, and a comprehensive HMO 
plan. This is a refinement of the “big six” formula used by 0PM to set the 
government contribution to the FEHBP. Since the plans would have to submit 
detailed information on their prices and benefits before an annual open season, 
this adjustment would reflect the actual future market that the beneficiary would 
encounter in the following the year. 

3) Standards of participation. To be permitted to sell to Medicare participants, 
plans would have to meet certain threshold requirements. Beyond these they could offer 
varieties of benefits and delivery systems. There would not be a restriction on the 
number of plans — what one might call an “any willing plan" arrangement. The 
requirements would for a plan to be Medicare-approved would be that it: 

a) Has a license to issue health insurance in the state, or obtains approval from HHS. 

b) Will provide services in a service area acceptable to HHS. 

c) Meets solvency requirements. 

d) Includes a core of basic coverage determined by legislation. The basic package 
would have to cover "medically necessary” acute medical services, including 
physician services, inpatient, outpatient and emergency hospital services, and 
inpatient prescription drugs, with a catastrophic stop-loss amount for these 
services. A plan thus could offer a much leaner package than today’s Medicare 
(although it would have to provide catastrophic protection, unlike Medicare), but 
it could offer a range of services beyond the base coverage. For example, some 
plans might offer dental benefits, or drug coverage, or an MSA. States would be 
preempted from mandating additional benefits for plans serving the Medicare 
population. The Medicare Standard Plan (see below) initially would provide the 
services available today under Medicare parts A and B. This Standard Plan would 
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not be required to add catastrophic protection unless its board chose to do so or 
Congress required such a change in benefits. 

e) Files with HHS a standardized statement of benefits (including exclusions and 
copayments etc.), a table of rates for the same actuarial categories used to 
determine Medicare benefits (age, institutional status etc.) and consumer 
information as determined by an advisory board. This consumer information 
might include such items as the results of enrollee satisfaction questionnaires, 
turnover rates, average out-of-pocket costs paid in the previous year by enrollees 
for the treatment of certain illnesses, and perhaps ratings by certain organizations. 
This price, benefit and consumer information also would have to be available to 
any Medicare beneficiary upon request. 

f) Accepts and continues coverage for any Medicare beneficiary applying during an 
annual **open season” or for any newly-eligible beneficiaries unless the plan 
receives a waiver from HHS because of capacity concerns. This requirement 
would apply to plans marketed by affinity organizations, such as churches, unions 
or elderly groups, not merely to plans mariceted by insurers or provider 
organizations. 

4) The govemmeiit'a role. In the new system, HHS would no longer regulate 
the prices charged by providers, and instead would take on functions more like those 
carried out by OPM in the FEHBP system. The government would have three important 
roles: 


a) The government would establish a federal corporation, governed by an 
appointed board, to run a Medicare Standard Plan similar to the current Medicare 
program. The Standard Plan would be available in all markets and the board 
would set premium prices to meet long-term solvency requirements. Subject to 
congressional approval, the board could adjust benefits, out-of-pocket costs and 
payment levels in the Standard Plan. 


As an alternative, the Standard Plan could simply be the traditional Medicare 
program, without a set premium and funded directly rather than by vouchers. 
While this alternative might have political advantages, however, the lack of a 
premium would make it more diffioilt for beneficiaries to compare with Standard 
Plan with the competing private plans. 

b) HCFA would calculate the voucher amount for each beneficiary, setting that 
amount after the plans had filed their {mce and benefit information for the 
following year. 

c) HHS would conduct a Medicare open season, much as OPM does for the 
FEHBP. Before open season, each Medicare beneficiary would receive an 
infonnation kit from HHS, including the amount of their voucher and the 
standardized infonnation on prices, benefits and consumer satisfaction for 
Medicare-approved plans in their area, including the Standard Plan. Beneficiaries 
would also receive a selection form on which to indicate their choice. Once the 
selection had been made, HCFA would send the beneficiary's voucher to the 
chosen plan. The beneficiary would be responsible for any difference between the 
voucher and the premium costs, but could elect to have the government pay that 
difference and reduce the beneficiaries Social Security check (similar to the part B 
option today). If the voucher amount exceeded the plan premium, the difference 
would be deposited by HCFA into a Medical Savings Account of the 
beneficiary's choice. Disbursements from MSA accounts could be used only for 
medical expenditures eligible for the Schedule A tax deduction. 
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Thus Medicare would operate much like the FEHBP serves retired federal 
workers and retirees. Medicare beneficiaries would be able to pick a private plan which 
included the services they wanted (beyond the core package), delivered in the way they 
wanted, and, if they wished, perhaps through an organization with which they were 
affiliated (as many FEHBP enrollees do). Or they could decide to put their voucher 
towards the premium of the Medicare Standard Plan. Because beneficiaries would 
receive a voucher of a specific amount (paid directly to the plan of their choice), they 
would have a strong economic incentive to pick the plan that best met their objectives of 
price, quality, and services. 

The organization of services, the selecrion of benefits, and payments to providers 
would be in the hands of the plan managers competing for enrollees. Unlike the federal 
officials managing Medicare today, these managers would have the freedom and the 
financial incentive to experiment with new ways to deliver care at a competitive price. 
And the voucher approach, in contrast to the AAPCC payment system, would give all 
plans an incentive to strive for the best pricing, and not consider the voucher as a floor 
price. 


In stark contrast to today, HCFA would have no role in setting the provider 
reimbursement rates, deductibles, or cost>sharing levels of any private plan, nor any role 
in requiring benefits. However, while it is doubtful that the price-maker theory actually 
explains the FEHBP’s success, HCFA could cany out for Medicare the “jawboning” role 
in premium setting and agreeing on service areas that 0PM undertakes for the FEHBP. 
Reaching an agreement on service areas would substantially reduce the possibility of 
“redlining” by health plans. 

Since Medicare would become a defined contribution program, the government's 
share of Medicare spending could be held in check by a budget. But would this merely 
shift costs to beneficiaries because average premiums grew much faster than the voucher? 
There are good reasons to believe that the incentives in the new Medicare system would, 
in fact, force a moderation of health care costs for Medicare beneficiaries. Both the CRS 
and Lewin-ICF reported in their studies that FEHBP cost increases were lower during the 
1 980s than those of the private sector. More recently, FEHBP beneficiaries have seen a 
drop in average premiums. The GAO notes also ihai programs with some similarities to 
the FEHBP, such as CalPERS, have succeeded in controlling premium increases. 

Further, Congress could, as some experts have suggested, build a “look-back” 
mechanism into a reformed Medicare system. Under this arrangement, HCFA would 
review total Medicare spending in the previous year. If spending exceeded the budgeted 
amount, automatic reductions would be made in payment rates to physicians and 
hospitals in the Medicare Standard Plan, together with increases in deductibles and 
premiums for that part of the program. Revisions to the voucher calculation also could be 
made if that was considered a factor in the budget overrun. 

Adverse Selection. Even though adverse selection is not a severe problem in the 
FEHBP, the design of the proposed Medicare program would be even less susceptible to 
that problem. The main reason for this is that plans could vary their premiums according 
to age, institutional status and other major risk factors, which FEHBP plans cannot do. 

The ability to vary premiums in this way would also help protect the “residual” Medicare 
Standard Plan from adverse selection. And because private plans could vary benefits and 
would provide catastrophic coverage, it is by no means clear that sicker individuals would 
gravitate to the Standard Plan. 

Consumer Information. A refined FEHBP structure for Medicare would also 
provide beneficiaries with far more usable information for choosing plans than they are 
given to pick doctors or hospitals today. With the advice of a Consumer Board, HHS 
and private organizations could circulate before Open Season such standardized price and 
benefii information on available plans, benchmark treatment costs, and patient report 
cards. 



38 


Impact on the FEHBP. The proposed Medicare program would have 
implications for some existing health programs and plans. It would be wise to eliminate 
the overlap between Medicare and the FEHBP, to avoid the potential for adverse 
selection effects by enrollees (a feature of overlapping eligibility today). One way to do 
this would be to give federal retirees a one-time choice between Medicare and the 
FEHBP when they become eligible for Medicare. Another option would be to end 
FEHBP eligibility for those eligible for Medicare. 

Impact on Medigap. The Medigap market likely would shrink considerably, and 
perhaps disappear, under a reformed system based on this proposal. The main reason for 
this is that the primary function of Medigap — virtual catastrophic protection — would 
become a standard feature of all plans. Another attractive feature of Medigap coverage 
today is that it allows Medicare beneficiaries to purchase additional insurance for certain 
services, such as prescription drugs or preventive care, on top of their Medicare coverage. 
But such additional features typically would become optional features of Medicare- 
approved plans under the reform. Further, Medigap plans today must by law reimburse 
Medicare beneficiaries firom certain routine copayments (and many categories of plan 
must also reimburse deductibles). This reduces cost consciousness. No such utilization- 
increasing requirements would accompany to plans offering additional services in the 
proposed system. . 

Impact on Medicaid. The proposed Medicare reform likely would not have a 
significant impact on Medicaid, however, whether or not that program undergoes 
significant reform this year. Just as states may today "*buy in" to Medicare, states could 
decide to supplement a Medicaid-eligible person's Medicare voucher to enable that 
person to afford coverage under a certain Medicare plan. 
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Chairman Thomas. Thank you very much, Mr. Butler. 

The gentleman from Louisiana, Mr. McCrery. 

Mr. McCrery. Thank you, Mr. Chairman. 

I thank all of you for your excellent testimony. Dr. Bristow, I 
have read the AMA’s proposal and I think it certainly has a lot of 
merit. I am looking forward to learning more about it in the days 
ahead. 

Ms. Ignagni, your testimony is right on and, as usual, you are 
very eloquent in presenting it. 

Ms. Ignagni. Thank you, sir. 

Mr. McCrery. Dr. Butler, of course, you and I have talked about 
the problems in not only the Medicare system, but the health care 
system generally, and I am in agreement with your basic analysis 
of what the problem is and where we ought to go. 

In fact, all three of you touch upon the need for more market 
forces to be put at work in the Medicare system or in the health 
care system. I think that is the bottom line of what you all said. 
I think this points out the basic problem that Dr. Bristow men- 
tioned in his opening testimony, which is that seniors in this case, 
when we are talking about Medicare, simply have been discon- 
nected from the cost of delivering medical care because it is paid 
for by a third party, either Medicare, Medigap, or the combination 
of the two. 

I think that is certainly true not only in Medicare, but in our 
health care system at large, because we have a very pervasive 
third-party payment throughout the health care system — employer 
provided insurance, many times first dollar coverage insurance or 
low-deductible coverage. So I would like for you to address perhaps 
two things before my time is up. 

First, do you think by going to the type of system that all three 
of you have talked about — which is giving more choices to seniors 
and creating more of a market atmosphere for seniors — helps us to 
achieve a more seamless healthy care system between the work 
force and the retired population; and is that good, is that nec- 
essary? 

Second, Dr. Butler talked about the difference in increases in 
costs between the FEHBP and the Medicare Program. I know that 
one thing that jumps to many people’s mind when that comparison 
is made is. Well, that stands to reason because the elderly popu- 
lation requires more health care. I would like for you to address 
that conclusion and debunk it, if you will, or confirm it if you think 
it is accurate. 

Dr. Bristow. Congressman, I would like to at least start. I am 
sure everyone else will want to comment on this. We think it is ter- 
ribly important to change the incentives in the entire system ulti- 
mately. Of course, the focus of this particular hearing has to do 
with the Medicare Program, but it is a large part of the system and 
it is an excellent starting point to bring sharp focus to the need for 
positive incentives, if you want Americans to do something. They 
respond much better to the carrot than they do the stick. 

I think there is already existing within the under-65 population 
a certain measure of that. We would like to see ultimately perhaps 
increased utilization of the positive incentive to patients to be cost 
conscious in how they use the system. So I think it is very impor- 
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tant that we make this strong start at this point, which says to pa- 
tients you are not going to be punished if you overutilize the sys- 
tem, but in fact we will reward you if you are judicious in how you 
use the system. 

Mr. McCrery. Thank you. 

Ms. iGNAGNi. May I? I was looking at the red light and making 
sure 

Mr. McCrery. Me, too, but it is yellow right now. 

Ms. Ignagni. I would like to take a crack at this question. I 
think that basically the situation you all are in is that Medicare 
is about 10 years behind where employees were. Ten years ago, in 
the mideighties, employers faced the similar problem and working 
Americans faced a similar problem. Working Americans were very 
concerned about preserving health care coverage. You can look at 
the kinds of changes that are before you as frankly a way of main- 
taining health care benefits and coverage and doing that in a way 
that is more efficient and cost effective. 

I think that the changes that have been made really provide 
quite a body of evidence for you to take a look at, to think about 
how it has worked. Without a doubt, about two-thirds of American 
working families have chosen now some kind of managed care, but 
there is still a strong fee-for-service system, and I think that is the 
balance that you seek to create, to provide options, to give bene- 
ficiaries the choice, and that is why our proposal is designed to per- 
haps submit some recommendations about how you begin that 
process now. 

I think it also deserves to be mentioned that, like employers, you 
want to set up a process that you can continuously evaluate. This 
is a terrible thing for the witness to come to the Ways and Means 
Committee and say. But the truth of the matter is I do not think 
any of us know at all right now. I think what you want to do is 
put in place a series of changes that you can continuously evaluate, 
look at how the system is working, how effectively it is working, 
and monitor it as you go along, and that is the spirit in which we 
have come with our recommendations, and certainly I think the 
spirit in which we have seen employers and workers face some of 
the choices that they did during the eighties. 

Mr. Butler. I would like to answer your question quite briefly. 
Congressman. First, of course, today you have a situation where 
somebody is 64, turns 65 and goes into Medicare and in many cases 
has to give up a plan that has satisfactorily provided, say, drug 
coverage, catastrophic protection, and so on, and they must go into 
Medicare and give up a lot of these things, or buy Medigap insur- 
ance on top of ever 3 dhing else. Therefore, a system which allows 
people to choose, to keep roughly a similar plan, maybe an identical 
plan, and to get a contribution toward it seems to me to make a 
lot of sense. 

As far as the FEHBP and Medicare, the issue is a rate of in- 
crease, not a base amount. The base amount of FEHBP, of course, 
is lower than we are talking about in Medicare, and it is important 
to understand in FEHBP that what we have seen is a growing pro- 
portion in the FEHBP of retirees and, therefore, generally sicker 
people. 
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The proportion of retired Federal workers in the FEHBP, if my 
memory is correct, has risen from about 27 percent in 1975 to 40 
percent in 1992. Therefore, as a pool, it requires more intensive 
care. Yet, the Federal contribution has increased and is projected 
to increase at roughly 6 percent. The employees’ share of premium 
costs in the FEHBP has also fallen, in fact, actually reduced as a 
total proportion during the eighties. I am not sure about more re- 
cent numbers. And premiums, as you know, have fallen in the last 
couple of years. 

So when you are actually trying to compare like with like, you 
actually see a better performance by the FEHBP than even the 
basic numbers suggest, not a worse one. 

Mr. McCrery. Thank you very much. 

Chairman Thomas. The gentleman from California will inquire. 

Mr. Stark. Thank you, Mr. Chairman. 

Dr. Bristow, let me see if I understand the AMA’s proposition 
here. You are supporting the $270 billion in Medicare cuts, correct? 

Dr. Bristow. I do not think you will see that anywhere in our 
statement. Congressman. 

Mr. Stark. I understand you are, and you certainly are not op- 
posing $182 billion in Medicaid cuts. Now, are you for the $270 bil- 
lion in Medicare cuts? 

Dr. Bristow. Sorry? 

Mr. Stark. Are you supporting the Republican plans, the $270 
billion in Medicare cuts? 

Dr. Bristow. What we are doing is we have 

Mr. Stark. Yes, or no? Are you supporting the $270 billion in 
cuts? 

Dr. Bristow. Sir, I cannot answer you a yes or no. 

Mr. Stark. OK. It is interesting, because let us assume for 1 
minute that you do. Certainly, we have heard no opposition to it 
this morning. That means that out of the 30 million Medicare bene- 
ficiaries, they will be cut around $9,000. Another interesting figure 
is that in your plan you do propose — ^this is from your plan — spend- 
ing an extra $14 billion on doctors. Now, there about Vt. million 
doctors, so in your plan, each doctor will average an increase in in- 
come of $28,000. 

It is interesting to note that the median net worth of people over 
65 is only $26,000. So if I understand the very richest class of peo- 
ple in America, doctors, with an average net income of over 
$189,000, according to your own survey in 1993, are proposing to 
cut retirees $28,000, their entire net worth, and increase doctors by 
that amount. 

I wonder if that does not violate the Hippocratic Oath which says 
do no harm, or whether or not physicians ought not to be ashamed 
of the greed that underlies a program, who would come here and 
ask us to give people who make $189,000 a year on average $14 
billion more and cut retirees $9,000 apiece, while the members of 
your association make on average $189,000. There is something. 
Doctor, that is not right about that. Why would you want so much 
money for the very rich doctors in America taken out of the pockets 
of the poor? 

Dr. Bristow. Congressman, I am glad you brought up those sub- 
jects, because I am happy to address each of them. First of all, the 
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doctors that you are speaking of work in excess of 60 hours a week, 
they have put in over 13 years of education beyond high school in 
order to develop the knowledge base that will allow them to will- 
ingly get up at 3 o’clock in the morning to respond to the needs of 
their patients, and they are productive 

Mr. Stark. I have got a father-in-law who works more than that 
and gets up at 4 o’clock in the morning and he does not make 
$40,000 a year. Doctor, do not bleed for these wealthy people, but 
go ahead. 

Dr. Bristow. Do you want an answer? 

Mr. Stark. What I am getting is a sermon. I would like an an- 
swer, but go ahead. 

Dr. Bristow. Let us address the other issue of the $14.5 billion 
that you are saying doctors are getting in addition. 

Mr. Stark. That is your figure. 

Dr. Bristow. That is an issue that we would have been bringing 
to this Subcommittee, if there were no discussion about the trans- 
formation of Medicare 

Mr. Stark. It is your number. Doctor. 

Dr. Bristow. I am not denying that, but I am trying to explain 
it. Congressman. That is an issue we would have been bringing to 
this Congress, even if there were no effort to transform Medicare, 
because it is an effort to correct a flaw in the way the update was 
created for the Medicare Program. 

Let me briefly explain that. When OBRA 1993 was passed, there 
was a decision made that the update for physician conversion fac- 
tor would be dependent upon the historical trend in volume of serv- 
ices over the preceding 5 years, and then an arbitrary 4 percent 
would be subtracted from that. 

Now, in fact what has occurred is in recent years the volume of 
services that physicians have provided to patients in the Medicare 
Program has been less than 6 percent for several years. And when 
you apply that historical trend of less than 6 percent and then take 
4 percent arbitrarily from that, what you create is a flattening 
curve and a predictable downslope at some point in time. That 
point in time is going to be 1997, and from 1997 onward the con- 
version factor for physicians will continue to go down in a negative 
fashion, even though physicians have been doing everything that 
the Congress has asked them to do as far as volume performance 
is concerned. 

We believe that was an error on the part of the Congress and 

Mr. Stark. How high should that income go. Doctor? Should it 
go to $200,000, $220,000, $250,000? What figure? 

Dr. Bristow. What we are asking. Congressman, is that from 
1996 on that the conversion factor be frozen, that it not go up, not 
go up for 7 years. 

Mr. Stark. What about the income. Doctor? 

Dr. Bristow. In order to keep it from going up for 7 j^ears, it 
would require putting in $14.5 billion. That is how much of a dis- 
parity was created by arbitrarily taking 4 percent off the antici- 
pated volume, no matter how well we have performed. 

So what we are saying is keep us frozen at the conversion factor 
of 1996 for the next 7 years, and if you do that, we anticipate that 
it would cost $14.5 billion to get us level. In the meantime, if you 
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do the other things that we are talking about in our proposal, in- 
creasing the choice for patients and increasing competition, we an- 
ticipate physicians will receive a loss of $20 billion over those 7 
years in revenue because of less utilization by patients, which we 
are encouraging. That is how much we 

Mr. Stark. What you are encouraging is taking this money out 
of the pockets of poor Medicare beneficiaries, $270 billion out of the 
pockets of Medicare beneficiaries to pay for tax cuts for the rich 
and $14.5 billion more to rich doctors. 

Dr. Bristow. Congressman 

Mr. Stark. I am afraid that is one that does not sell. Doctor. 
Thank you very much. 

Dr. Bristow. Congressman, I live in a retirement community 
and I think you know people who live in that retirement commu- 
nity, too, and the income level in that retirement community is 
substantially above the level that you are talking about. We are 
only talking about having a decrease in the subsidization of the 
wealthy elderly. In fact, our program, if implemented as we have 
talked about, would have no change in the expenditure for 50 per- 
cent of the Medicare population. It would have a savings in expend- 
iture for 40 percent of the Medicare population, and it would have 
a modest increase in expenditure for only 10 percent of the Medi- 
care population. Those are the facts, sir. 

Chairman THOMAS. The gentleman from Nevada will inquire. 

Mr. Ensign. Thank you, Mr. Chairman. 

I think what Mr. Stark brought up brings up a few interesting 
points, because one of the reasons that I came to Washington is 
that I saw people that were running this institution that had the 
attitude — and I think that it was just brought out — that we are too 
inept as an institution to design a system that includes a $1,900 
per year increase. We call it a cut, first of all. 

Second is that we are not smart enough to design a system with 
efficiencies built into the system that we can provide better service, 
we can do basically what the private sector has done. We had lead- 
ership here and apparently we still have some people here that are 
saying to the American people that we are not as smart as the pri- 
vate sector, we cannot control costs as well as the private sector, 
we are not smart enough to design systems that will build these 
types of efficiencies of market forces in that the private sector has 
done to be able to control the rate of medical inflation. 

Obviously, we are not even trying to achieve the same low rate 
of medical inflation that the private sector has. We are trying to 
do it a little over 6 percent, and if we can do that, we can obviously 
save Medicare. 

I do want to ask one fundamental question. If we were smart 
enough as an institution to design savings through efficiencies to 
make our systems better, we are providing better quality, similar 
to what the private sector is — maybe we can give some prescription 
drug coverage and some other benefits that seniors right now do 
not get — if we were smart enough to do that and spend less money 
in the meantime, does anybody on the panel consider that a cut, 
if we spend less money than what is projected? 

Dr. Butler Obviously not, and you are quite right. Congress- 
man, that if you actually look at the private sector, as we have all 
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commented on, you can see in some cases very dramatic reductions 
in actual costs, with an improvement in service and better coverage 
and more complete care and comprehensive care for people, and 
that is obviously the objective we want. 

Again, just to go back to the FEHBP, that is essentially the pat- 
tern we have seen of continuous innovation in both the types of 
service, the methods of service, and so on. The fact is the retirees 
in the Federal employee system and the active workers are ex- 
tremely enthusiastic about that system. Indeed, they were one of 
the central forces in defeating the Clinton health plan last year, be- 
cause they did not want a change in that system. 

Obviously, you can combine innovation, improvements, and cost 
control without simply passing the tab for a broken system to the 
beneficiaries, which is how these reforms have been characterized. 

Mr. Ensign. Dr. Butler, you mentioned in your testimony about 
the population that is within the Federal health are system, and 
that it is an older population, they have a lot more retirees than 
normal. Yet, even within that system, the inflation rate over the 
last several years has only been about 5 percent. I think because 
of some of the market forces, and I do not think they are ideal mar- 
ket forces, they are a lot better than what is in the Medicare sys- 
tem that we currently have as far as market forces working. Even 
within that system, if we can just achieve that rate of inflation, we 
will save Medicare. 

Mr. Butler. If you achieve that rate, you will in fact hit the tar- 
gets easily in the budget resolution, and that is what we are talk- 
ing about. 

Mr. Ensign. Yes. 

Mr. Butler. Another thing I would just say very quickly is that 
in fact one of the paradoxes of this is as we see in the private sec- 
tor, the more you start with a system that is out of date, the more 
rapidly you can achieve dramatic savings. If you look at corpora- 
tions that have moved from first-dollar coverage traditional indem- 
nity plans to managed care and to other types of innovation, some- 
times the savings are quite dramatic, and yet the level of care actu- 
ally improves. So you are actually in a good position, given how bad 
the current Medicare structure is. 

Mr. Ensign. Dr. Bristow, I would also like to come to your de- 
fense just a little bit and ask how would the physicians like to have 
been able to vote for their own pay raise. In 1989, I believe the 
Congress voted for a 40-percent pay raise. How would the physi- 
cians like to give themselves a 40-percent pay raise? Remember 
who was in control that did that. 

Thank you, Mr. Chairman. 

Chairman Thomas. The gentleman from Maryland. 

Dr. Bristow. The point is well taken. Congressman. 

Thank you. 

Mr. Cardin. Let me thank all three of you for your testimony 
here today. 

I think there are a few points that the American people would 
like to see in any reform that we bring forward. We might have an 
agreement among our panel and among the witnesses, and that is 
that the patient should have freedom of choice, freedom of choice 
of which plan, freedom of choice as to which doctor or hospital that 
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they wish to use, and that there should be more market forces in 
determining the activities within the market. 

What concerns me is that we are all speculating on what the 
plan will be in our budget this year. We do not have the specifics 
of how these huge Medicare savings will be achieved. The Medicare 
savings are much larger than we ever anticipated last year, and 
which at that time the Republicans who were in the minority sug- 
gested that they would devastate the Medicare Program. So we are 
speculating. 

We do not know how they are going to be implemented. That is 
unfortunate and I think unfair, and we probably will not get the 
specifics until right before we have to vote on it, and I think that 
is wrong. I think it should be subject to hearings, and we should 
have the input from the three of you and others on the specific rec- 
ommendations. We are not going to be able to get that. 

We do have some documents that have been produced to give us 
some examples of how it would work. I favor more choice with our 
seniors, if it truly is more choice. But the problem you might 
have — and I really want your response to this — is that if not 
enough resources are put into the program, then the seniors do not 
have a choice. 

They are going to be required to go into a plan that they can af- 
ford, which may not give them the ability to choose their own doc- 
tor. And if you cannot choose your own doctor, you lose the ability 
of having the highest quality care out there, because people vote 
by their decisions as to what physician to use. If that is taken away 
from them because not enough resources are put forward and the 
vast majority of seniors are forced into a plan that does not give 
them choice, we run the risk of bringing down the quality of care. 

Dr. Butler, you referred to the Federal Employees Health Benefit 
Plan. I think it is an excellent plan, I agree with you. But in that 
plan, the Federal Government for its employees puts up enough 
funds to guarantee that the employee really does have the right of 
choice. But as I understand the suggestions being made here in 
this budget, the Federal Government is going to put up a defined 
amount of money into the health care plan which may not be 
enough money to guarantee that the person actually has the right 
choice. 

You refer to market fores, and I agree with that. What is hap- 
pening in the private sector, the growth projections that we are 
using for the Medicare savings will mean that the government has 
to outperform the private sector, because our per capita costs are 
projected to grow at a slower growth rate than the private sector. 
That would be a first, if government outperforms the private sector. 

I welcome your comments on it, because I do think this is con- 
structive. We only have one-half. All of us want to see more choice, 
but if you do not put up enough resources, will we really have 
choice, or will we be forcing people to go into plans that they really 
do not want to go into? 

Mr. Butler. Well, I can certainly respond to that. Obviously, it 
is as truism to say that if you do not provide enough support then 
there will not be enough choice and people will be hurt, in that 
sense. So the issue then is the kind of projections sufficient. 
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I think there are a couple of things to bear in mind. One is that 
we are talking about just under 6-percent growth. 

Mr. Cardin. But that is the low with the private sector on a per 
capita basis. We are assuming better cost savings in Medicare than 
the private sector. Is that realistic? 

Mr. Butler. On the other hand, you are talking about moving 
from a certain base right now and introducing structural reforms 
of the system. Now, the private sector, elements of the private sec- 
tor that have introduced structural reforms has seen a much sharp- 
er improvement. 

Mr. Cardin. If you can support that, I would appreciate it. What 
we have seen is 1-year savings, but not long-run savings. We have 
had employer-sponsored people before us who have indicated that 
they have not had the long-range projections. 

Mr. Butler. But if you could move the base down, you have got 
a much greater flexibility over the next 5 to 7 years in terms of 
meeting the overall targets. 

The second thing I would say is when you talk about a choice, 
you are allowing people who today must pay extra for services that 
are not included in Medicare, such as drug coverage, catastrophic, 
and others, you are now allowing them to pick a plan that may in- 
clude those services. So choice also allows individuals to reduce 
their expenditure in many cases, and that is very important for the 
low-income elderly who today are often vulnerable, that are not 
able to get that coverage. 

Mr. Cardin. My time is running out. I think Dr. Bristow wanted 
to respond and I want to make sure he gets a chance. 

Dr. Bristow. Thank you, Mr. Cardin. 

I think you have to keep in mind that what we are talking about 
is introducing a vital new factor and that is having patients become 
cost conscious, because it will be rewarding to them to do so. 

That is a factor that has been sadly missing, unfortunately, and 
we think we have offered an innovative approach in which the gov- 
ernment spends no more than it would normally plan to spend, but 
it provides an inducement to patients to exercise some judgment as 
to whether to go to the emergency room this evening or go to the 
doctor’s office tomorrow morning. It is as simple as that. \^en that 
is compounded 37 million times, we believe it is going to result in 
substantial savings and a considerable modulation of how costs are 
increasing. 

As I said, we already project that there is going to be enough re- 
duced utilization so that physicians will lose $20 billion over the 
next 7 years. That is a sign of our commitment. We say fine, but 
let us make a healthy system. 

Mr. Cardin. Very quickly, I would feel more comfortable if the 
Federal Government was saying, OK, whatever the results are, we 
will do the best we can, but we will guarantee that we will put up 
at least 75 percent of the funds. We are not saying that, as I under- 
stand these proposals. The government is going to be putting in a 
flat dollar amount, and if they are wrong, the seniors lose their 
choice. 

Ms. Ignagni. Mr. Cardin, I would be delighted to provide some 
data to you about the track record in the private sector to the point 
that you proposed to Mr. Butler. 
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I would also say to your point about people not being satisfied 
or perhaps a potential perception that they would be forced into 
certain delivery systems. We have provided some data about bene- 
ficiary satisfaction in HMOs under Medicare, and I think they are 
quite compelling in terms of the numbers of people who are making 
the choice and who are choosing to stay there, the number is 90 
percent. Only 4 percent of the people choose to go back to fee-for- 
service. So we would be glad to provide some more data there. 

Mr. Cardin. Certainly. 

[The information is being retained in the Committee’s files.] 

Chairman Thomas. The gentleman from Washington will in- 
quire. 

Mr. McDermott. Thank you, Mr. Chairman. 

Dr. Bristow, do I understand under your proposal that the cur- 
rent restrictions on physicians’ ability to charge Medicare bene- 
ficiaries would be abolished? 

Dr. Bristow. We are saying that price controls would be re- 
moved, yes. 

Mr. McDermott. So when Dr. Ensign is talking about the fact 
that you do not set your own salaries, in fact, what you want to 
do is set your own salary every day with every patient. Tliat is ba- 
sically what you are saying. 

When I look at this and I look at the fact that Medicare bene- 
ficiaries, 11 million of them are widows making less than $8,000 
a year, and that the average Medicare beneficiary’s income is 
$17,000 a year, with 80 percent of them having incomes under 
$25,000, and the average out-of-pocket expenditure by Medicare 
beneficiaries is 18 percent of their income, I cannot believe that you 
would sit here representing the American Medical Association and 
tell people that they have to spend more out of pocket to be cog- 
nizant of what it is costing them and where their health care is 
coming from. 

I do not know what the American Medical Association thinks is 
the propier figure. Fifty percent of their out-of-pocket money should 
go to doctors and hospitals and then they would pay attention? I 
think 18 percent, if you are living on $8,000 a year as a widow, is 
an awful lot of money. Let me tell you, those old people know what 
they are spending. They all sit there and look at those bills and de- 
cide shall we pay the bills to the doctor and the hospital, or shall 
we buy food, or shall we buy medication. 

I personally think the American Medical Association has not 
moved since 1965. It could just as well be Dr. Annis here talking 
as he did when I was graduating from medical school, saying Medi- 
care is a bad idea. You are more facile with this proposal from the 
AMA, but I think Uwe Reinhardt is correct. Every doctor who sub- 
scribes to this proposal will be a serf of an insurance company by 
the year 2000, because if you put this kind of voucher out there 
that is inadequate, these old people will be forced into HMOs, the 
cheapest HMO, because they will not be able to buy all this choice. 

These 11 million widows are not going to be able to take that 
fixed amount voucher and get an adequate policy, unless they go 
into something like an HMO. They will have no choice whatsoever. 
So I really think that it is a bad proposal. It is a sad day for me 
to feel this way about the AMA, that you would come here with a 
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proposal that rolls back to 1965, taking away the guarantee of 
health coverage from senior citizens. Putting 30 million old people 
on the street with a voucher looking for a friendly insurance com- 
pany is not my view of a step forward in health care. 

I want to ask Ms. Ignagni, do you think 

Dr. Bristow. Congressman, may I respond to you after you have 
had those rather harsh statements to make? 

Mr. McDermott. Surely. Do not take all the time, though, be- 
cause I want to get to her. 

Ms. Ignagni. I can’t wait. [Laughter.] 

Dr. Bristow. First of all, it should be obvious that this is not Ed 
Annis sitting before you at this point. That is to take nothing away 
from Ed Annis. But the AMA is trying to be as innovative and as 
creative as we know how to try to address what we consider to be 
an American problem, one that we live with and work with every 
day. 

You are telling me about what patients feel? I see patients every 
day, Congressman, so I am keenly aware of the distress that they 
have. Our proposal would result in no increase in the expenditure 
for 50 percent of the Medicare population and a reduction in ex- 
penditure for 40 percent of the Medicare population. It would in- 
crease for approximately 10 percent of beneficiaries, and we ac- 
knowledge that. But we say most of those would be in high-income 
individuals, the vast majority. 

I urge you to please read our proposal carefully or let us explain 
it to you more fully. But our objective I believe is consonant with 
yours. We want to have affordable health care, high-quality care 
for every American, and we want them to have as much choice as 
possible. We simply feel the way to do that is to change the incen- 
tives. That is all we are talking about, and we do not want to hurt 
patients. We want to help patients. 

Mr. McDermott. You are saying that the old people will not 
have any increased costs in your program below what level of in- 
come? What level do you feel they should pay more at? 

Dr. Bristow. We are saying that those above the level of $50,000 
income as an individual or $100,000 income as a couple will be pay- 
ing more. 

Mr. McDermott. And everybody else will do better in the hands 
of the insurance companies? 

Dr. Bristow. Fifty percent will have no change, but 30 percent 
will actually spend less. 

Mr. McDermott. When you say no change, you mean they are 
still going to pay the 18 percent out of pocket they are presently 
paying? 

Dr. Bristow. Well, they are not worse off 

Mr. McDermott. The amount they are paying for a Medigap pol- 
icy, thqt will be not changed? They will still buy the Medigap pol- 
icy? 

Dr. Bristow. That is true, but we will have helped 40 percent. 

Mr. McDermott. I doubt it from the figures that Mr. Stark 
gives, and I agree with those figures. If you take $14 billion more, 
it is hard for me to figure out how doctors are not going to come 
out better and the patients are going to be worse off. 
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When I think about a voucher system and I think about my fa- 
ther or think about anybody in the 85 and above range of age — 
and medicine has been very successful — you put those people out 
there looking for an insurance company that wants them, you have 
got to really have the ability to believe in the tooth fairy to believe 
there is an insurance company that will want those lands of pa- 
tients in their patient mix. They do everything they can right now 
to select those people out. 

Dr. Bristow. This will take less than 30 seconds, sir. 

Mr. McDermott. That is all I need. 

Dr. Bristow. What we did was to approach the problem from the 
perspective of trying to figure out what should be done. We had it 
costed out afterward by Price Waterhouse. That is how those fig- 
ures came out of $162 billion, and that is how the estimate of sav- 
ing money for 40 percent, no change for 50 percent, an increase for 
10 percent, that is where they came from, sir. It is not from AMA, 
it is from Price Waterhouse. 

We are simply trying to act as doctors looking at the problem 
from the perspective of what can be done “sensibly” without sac- 
rificing the quality of care. That is what we are putting on the 
table. We are not trying to solve the problem that you have, which 
is a tremendous problem. But we are putting that on the table, sir, 
and if you have a contention, it is with Price Waterhouse’s response 
to their analysis. 

Mr. McDermott. I would only say that you gave them the as- 
sumptions, and you are right, you do not care about our problem. 
What you care about is the problem of the doctors, as you should. 
But I think that we have a different set of priorities here and I do 
not think that the American Medical Association is being very 
helpfiil in figuring out what is best for all the American people. 

I guess I will have to wait for Ms. Ignagni later. 

Chairman Thomas. Dr. McDermott, old people? Old people? 

Mr. McDermott. Maybe I misstated something. 

Chairman Thomas. You said old people, and I did not know if 
that was a politically correct term now. 

Mr. McDermott. Well, I am 58, so I think I am free to talk 
about old people. 

Chairman Thomas. The gentleman from Wisconsin. 

Mr. Kleczka. Thank you, Mr. Chairman. 

Dr. Bristow, I think the AMA should receive some congratula- 
tions for taking the effort to come together before this Subcommit- 
tee with a plan, one which we might not agree with, but I think 
it shows us and it shows at least your association that it is not 
going to be an easy task to correct the problem that we are facing. 

I should add that after your exercise, you still only came up with 
a cut of $162 billion, clearly $100 billion short. We do not have the 
luxury of coming close like that. We have to probably go all the 
way to $270 billion. 

I think it is interesting that part of your proposal — and I guess 
it is drafted by you, so you have the luxury to do so — does increase 
physicians’ payments, and to your brethren in the hospitals, if my 
figures add correctly, you decrease their reimbursements by some 
$100 billion. I am assuming when the hospital association comes 
before us, they are going to decrease your reimbursements by $100 
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billion and increase hospitals by $14 billion, and I think that would 
be very fair. But that is the problem that we are facing. 

But for you to say, after your analysis and after you have come 
up with a plan, that only 10 percent of the Medicare population 
will be paying more, to make up $162 billion is totally false. Unless 
the hospitals are going to take a bigger cut than I assume here, 
there is no way you are going to extract that many dollars out of 
that small population of Medicare recipients. 

I think what will happen here is that, if all controls on billings 
are removed, you are going to see a ton of increases in the copays. 
It is nice to talk about cost sharing, it is nice to talk about incen- 
tives and having people being cost conscious. Those are all nice, but 
in the real world they do not work. The reason is — and we have 
all been hospitalized at one point or other, and in fact a lot of my 
seniors have been — once you are in the hospital, without the medi- 
cal education that you have and other people in the room have, you 
are subservient. 

Once you are admitted to the hospital, two or three doctors could 
come in and visit you under some type of a consultant arrange- 
ment, and you know nothing about it. You are not in any position 
laying in that bed to question the doctor, who are you, who sent 
you, what is your fee. And after the hospitalization, the person is 
stuck with the bill. If in fact you take controls off, those deductibles 
and out-of-pocket payments are going to increase dramatically. 

The same is true for the lab people. Every hour on the hour, the 
lab folks come in with their little lut and they pull blood and blood 
and blood, and you do not know what tests are being repetitive. 
And the consumer laying there in that hospital bed is not educated 
to question that. You do not know if it is a life or death test that 
they are doing today or tomorrow, or if it duplicates what they took 
last Friday. 

So to say we are going to have a more educated medical 
consumer in this country does not mesh with reality. It is impos- 
sible to do so, and the end result is that we are going to have a 
consuming medical public through these proposals, yours and oth- 
ers that are floating around, that are going to pay more, or the 
problem they are going to face is, after one of these hospitaliza- 
tions, the next time they need to go, they are going to stay home 
because they just cannot afford it. 

So what we are talking about with the $270 billion cut that we 
are looking at for the Medicare Program is health care rationing. 
For all the criticisms the administration took on their health care 
bill, I think once the Majority party in the Congress comes up with 
theirs, they are going to be subject to the same type of ridicule and 
the same type of opposition. And to say that we are going to resolve 
all the problems of this country through vouchers, Medisave plans, 
or IRA plans is totally unrealistic, in my estimation. 

I am surprised that none of the panelists this morning have men- 
tioned the savior to the system called Medisave, which I think is 
a farce, and maybe some of the other witnesses that will follow you 
will say more about that. 

Dr. Bristow, if you want to respond to any of the statements, you 
are entirely welcome to. 

Dr. Bristow. Thank you. Congressman. 
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I think you put your finger on a number of really key points that 
I hope I can clarify in a very brief period of time. First of all, what 
we are talking about are not cuts, sir. We have proposed a series 
of areas in which we believe there can be substantial savings. As 
it turns out, those savings amount to $162 billion. 

The second point I wanted to respond to is what we are talking 
about is having patients get the information before they see the 
doctor as to what his fee structure is going to be. By knowing his 
conversion factor and knowing what that insurer has as its conver- 
sion factor, they will know immediately whether they will have to 
pay an 3 ^hing different or perhaps make a savings. 

Mr. Kleczka. But a fee-for-service person sitting in a hospital, 
even though they might know coming in, all of a sudden all the 
doctors’ friends come in to take a little poke at the patient and pro- 
vide for separate billing, at that point the health care consumer or 
the sick patient has no control. 

In using my example of billing not only from the consultant type 
of activity, but the lab stuff, the x rays, I and none of the constitu- 
ents I represent know when to say no to an x ray. If it is called 
for, you lay on a gurney, get the x ray, and you are never going 
to inform the population different, unless we all go to medical 
school, which naturally is an impossibility. So you guys still have 
us by the ears. 

Dr. Bristow. We think that it is going to be important for the 
public to have the kind of information they need. We want you to 
have the information you need in order to be able to make good 
choices. 

Mr. Kleczka. Then give me the intelligence to say no to a doctor 
coming into my room just to look at the incision and charge me 
$200. That you cannot give me, that will never happen, and that 
is where the copays and the patient are really going to take it on 
the chin. 

Dr. Bristow. Two last quick points, sir, and that is we believe 
competition will work for the same reason that when VCRs came 
out, in my community they cost $500 or $600. The same VCR, in 
fact a better VCR now can be purchased for $200 because of com- 
petition, an improvement. 

Mr. Kleczka. But most people who purchase VCRs are not on 
their deathbed, and so they are of the mind that they can make 
a decision. Once you are laying at St. Luke’s Hospital ready to go 
through the heart transplant, you are not that alert to say, “No, 
doc, I don’t think I need you today, just don’t do that.” 

Let me finish by saying we are cutting back expenditures — not 
even cutting back — we are reducing the growth. If in fact you have 
a zoning population that is in need of health care, and if medical 
costs through innovation and other inflationary factors are going 
up and you say these factors equal x amount, yet, we are going to 
cut the growth by $270 billion, there are only two things that can 
happen. Either the patient is going to pay more or you are going 
to get rationing. 

'There is no way all of a sudden you are going to get a healthier 
population by the threat that between now and the next 7 years 
we are going to cut $270 billion, and magically and miraculously 
the health care population and the Medicare Program become 
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healthier because they do not want to go without health care. It is 
not going to happen, and to think so is being very naive. 

Thank you, Mr. Chairman. 

Chairman Thomas. Thank you, Mr. Kleczka. 

The Chairman notes we have three visitors with us who are not 
Members of the Subcommittee, the gentleman from Pennsylvania 
Mr. Coyne, the gentleman from Michigan Mr. Levin, and the gen- 
tleman from Texas Mr. Laughlin. My assumption is that you are 
here to watch and listen and I will not make the offer to Sandy, 
because I know he will take me up on it. So I will simply assume 
that you are here to watch and listen. 

Mr. Kleczka. Mr. Chairman, because of the importance of the 
issue and the fact that the Members did take time from other 
things to be here, I would think that they should be afforded some 
opportunity to speak maybe, a little first amendment right, or even 
if I could go to 

Chairman Thomas. I will tell the gentleman from Texas, that 
Mr. Laughlin and the gentleman from Pennsylvania Mr. Coyne 
have both indicated through nonverbal communication that they do 
not have an interest to speak, so you are championing the gen- 
tleman from Michigan Mr. Levin. 

Mr. Kleczka. Any day of the week. [Laughter.] 

Let me ask the Chair a question. Is this subject matter and any 
legislation going to be subject to a Full Committee hearing so that 
these non-Subcommittee Members could have an opportunity to 
question? 

Chairman Thomas. If we could figure out a way to bring this to 
the floor without going to any Committee, we might try to do that, 
but I think you will find 

Mr. Kleczka. Especially if we could do it at night with no lights 
and stuff, wow, that would be really great. 

Chairman Thomas. If we can get it to the President’s desk, since 
he understands there is a problem and wants to do something 
about it, we would probably have a better chance of dealing with 
the issue than with folks who refuse to even address the problem, 
based upon the questions asked the witnesses. 

Mr. I^ECZKA. I will champion for Mr. Levin. 

Chairman Thomas. Sandy, do you want to say something? 

Mr. Levin. A silly question. 

Chairman Thomas. The gentleman’s time has expired. [Laugh- 
ter.] 

Mr. Levin. The light never went on. I was waiting for the green 
light to go on. I think the subject is important enough so any Mem- 
ber of Ways and Means who comes here should be able to partici- 
pate. You have the decision. 

Chairman Thomas. And that is why you have an opportunity to 
participate. The other two gentlemen indicated they were simply at 
this point observers. So if you want to ask a question, you certainly 
may. 

Mr. Levin. Thank you. I assume if other Members come, they 
would be able to do the same thing. 

Let me plunge in. Mr. Chairman, I appreciate your indulgence, 
and also Mr. Kleczka’s support. But I think it is important enough 
that whoever wants to participate should so do. 
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Let me press the issue that was raised before. It seems to me to 
take all the rhetoric away and some of the vitriol, there is a basic 
issue here. The three of you are essentially saying move away from 
a defined benefit plan to a defined contribution approach. The gov- 
ernment will put a certain amount and if that is exceeded, the risk 
will be borne by somebody else. 

With a defined contribution plan, that is the way it works. We 
are going to put up a certain amount of money, and if the cost ex- 
ceeds that, who picks it up? Dr. Bristow, you say it is not the phy- 
sician, because you have removed any cost containment for the 
physician. Those for managed care are willing to bear that risk. Dr. 
Bristow, you do not take the controls off the hospitals, but you do 
off the physicians, I think. You also raise the age at which Medi- 
care kicks in over a period of time. It is in your proposal. 

The real issue, more than any other, I do not think is choice. You 
can have choice within the present structure, and you do. You can 
increase choice dramatically within the present structure. The 
issue is not expanding choice. I think the basic issue is, if the infla- 
tion in Medicare continues beyond the level that would be set by 
us, who would bear the brunt of it. 

The three of you are coming here today and essentially saying — 
you would not call it a gamble, but I think it is — that the loser po- 
tentially is the senior. 

Ms. Ignagni. Mr. Levin, let me jump in. What we are talking 
about, speaking for GHAA, is a process where you would start with 
the Medicare benefit package in our proposal. Once you start there, 
you start from where you are today in terms of total cost. We are 
not proposing a system where you get to your number or your 
growth rate from the bottom. We are proposing a system where you 
start from where you are today, from the top, and you be^n to look 
at imposing equity and efficiency on both sides, both the fee-for- 
service and the managed care. 

Mr. Levin. I understand that, but at the end of the day, if we 
are going to reach $270 billion, we are going to move toward a set 
amount by the government, and if that proves — I think your ref- 
erence, Dr. Butler, to the Federal plan really in a sense proves the 
other case, because, as Mr. Cardin said, the government guaran- 
tees a certain percentage of the cost. It is not a defined contribu- 
tion. All you do is phase it in over a period of time, but the real 
question is, at the end of the day, if we are wrong and if the mar- 
ket forces do not bring the cost down, who pays for it? 

I think the answer of the three of you is the consumer in this 
case. It is the senior, is it not? Dr. Bristow, who is it? It is not the 
physician. Who is it? 

Dr. Bristow. Well, the way we view this approach, the only time 
that patient would be at risk would be if they select a medical sav- 
ings account in which they are assuming the control of their own 
issue, with the exception of a catastrophic insurance policy that 
they would have. Everything else is virtually a prepaid policy, be- 
cause they are going to be dealing through some entity or the 
other. 

In our proposal, we have said maintain a transformed improved 
Medicare Program for those who do not want to leave Medicare, 
but also make available an FEHBP type panorama of choices that 
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they can select from. They may select one that has the same actu- 
arial cost as their Medicare Program, in which case 

Mr. Levin. My time is up, but logically the proposal of the Major- 
ity — and they have not presented it, and if they are proud of it, I 
think they will present it in time for us to have hearings on it — 
there has to be a eduction somewhere to meet the $270 billion. 
Where does it come from? 

Dr. Bristow. Let me try to offer you a little bit of help with that. 
I did not say we have no concern about what you are doing over 
the $270 billion. I simply said that, as physicians, we addressed 
what we thought could best be done for patients without sacrificing 
quality. 

You have a problem because you have got to score things. I can 
point out to you substantial savings which apparently cannot be 
scored, and that is in professional liability reform. In California, 
where we have had reform 21 years ago, I paid $4,000 a year as 
an internist in the Bay Area for my insurance. My counterpart, an 
internist in Long Island, also paid $4,000. We led the Nation 21 
years ago. We passed the kind of reform that we are asking the 
Congress to insert. Twenty-one years later, I pay $5,500 for the 
same coverage. My counterpart in Long Island is paying $18,000 a 
year for the same coverage. 

Mr. Levin. My time is up and we will have to go into that some 
other time. 

Dr. Bristow. My point is there is money that can be saved and 
can help with what your bigger problem is, but you are going to 
have to explore some other avenues to get those additional dollars. 
That is all I am sa 3 dng, sir. 

Mr. Levin. Thank you. I appreciate that. 

Mr. McCrery. Mr. Chairman, before this panel leaves, I would 
like to thank each of them for coming forward with a specific pro- 
posal. As you know, Members of this Subcommittee — certainly on 
the Republican side — have been out there asking for suggestions 
for months now at our town meetings, meetings with seniors, meet- 
ings with the hospital associations, with the doctors, with nurses, 
groups that are concerned about problems facing the government 
and the people, you at least have come to the table with a specific 
proposal, and I for one appreciate that, because it has helped us 
to consider a number of options that I think could be part of a plan 
that could help save the system. 

Ms. Ignagni. Mr. Chairman, could I make a comment quickly on 
Mr. Levin’s point about where this shift comes from and to whom 
the money flows, in an effort to be helpful? 

Chairman Thomas. Certainly. 

Ms. Ignagni. Mr. Levin, I tWnk your conclusion would be correct, 
if in fact it were the case that there were no efficiencies to be 
drawn from the current system. I think that hypothesis is wrong. 
I would ask you to consider some of the discussion that went on 
years ago when the PPS initiative was launched and then when the 
RBRVS was launched. 

In our proposal, what we talk about is providing an opportunity 
to integrate both part A and part B and take advantage of effi- 
ciencies. The growth is 10.3 now in Medicare, and I do not think 
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you need to bring the growth down to 4 or 5 immediately. I think 
you can phase down the growth. 

Mr. Levin. I do not say that there are no inefficiencies. I think 
there are. The question is that if the guess about the amount of 
inefficiencies is wrong, the amount of savings is wrong, and who 
bears the brunt of that mistake? I think the answer that we are 
hearing from the three of you is the seniors of America do. That 
is a legitimate issue, if that is where the brunt should fall. 

Ms. IGNAGNI. I think what you need to decide — and there are a 
number of issues that you 

Chairman Thomas. I was not aware that this was an extension 
of the gentleman from Michigan’s time. 

Mr. Levin. Thank you. I appreciate it. 

Chairman Thomas. I extended it prior to that with the red light 
on for more than iy 2 minutes. 

I think one of the problems we have here is that there are some 
folks who obviously are interested in playing politics more than 
they are saving Medicare. There is nothing wrong with the chal- 
lenge made by the Ranking Member to lay your plan on the table. 
The fact of the matter is we do not have a plan to lay on the table. 
We are listening to as many groups as we can who participate in 
this process currently to see if they have some ideas to help us. 

I thought it was rather humorous yesterday. Some folks may 
have read the article in the New York Times which purported to 
report on an internal staff document which was looking at some op- 
tions. I happened to be interviewed by Charles Berbauer yesterday 
on Medicare, and he said that he was on vacation in Colorado and 
got a hurried phone call would he please look over this new mate- 
rial. 

He looked it over and saud there is nothing new here, I had inter- 
viewed Thomas 6 months ago and basically he was saying the same 
thing then in terms of the options that are available to us in creat- 
ing choice, the idea that obviously if we do nothing. Medicare is 
going to go broke, that everybody involved in the process has to 
participate, you cannot write a plan that basically solves Medi- 
care’s problems by only taking out of the hide of the providers, you 
cannot write a plan that says beneficiaries are not going to be part 
of the solution at all in saving it from bankruptcy, and, frankly, 
you are also going to have to look at taxpayers to a certain extent. 

So he chuckled a little bit, having been out of it on vacation, com- 
ing back into the fray and looking at what people are trying to do 
to hype the situation. It was very refreshing to hear someone from 
the news media indicate you guys basically are continuing along 
the path that you said that you were going to try to continue along, 
and that is, if we do nothing. Medicare will go bankrupt. 

I have got a little chart over here, if they will turn it over, and 
I think it puts it in pretty graphic terms. I waited until all of the 
Members on the Minority side testified, because I was looking to 
hear for some kind of an option that they might provide to the 
problem that we have in front of us. 

For those of you who cannot see it, basically, the current Demo- 
crat Medicare plan has a check dated this year for $4,800, which 
is currently what we pay to each Medicare beneficiary. In the year 



56 


2002, which is the bottom check, they get zero, because that is 
what is going to happen if we do nothing. 

Mr. Kleczka. Mr. Chairman, you chastised the Subcommittee for 
playing politics with this, and look who is playing politics with the 
Medicare Program. 

Thank you. 

Chairman Thomas. All I am saying is that at least what the Re- 
publicans have indicated of their plan, which we will continue to 
perfect, is that we will match the Democrats, obviously, with the 
current rate of $4,800, and in the year 2002 the beneficiary under 
our plan will receive $6,700. 

Now, what I have heard from the Democrats is basically that 
this strange thing under the choice option of managed care, wheth- 
er it is coordinated care under a PPO or an HMO, is basically ex- 
perimenting on seniors in terms of jeopardizing their health by of- 
fering some alternatives. 

All you have got to do is look at the real world today and realize 
that seniors are the ones who are being cheated in the Medicare 
Program because they are being denied the right to have the broad 
basis of choice that more and more Americans every day are hav- 
ing, and that in fact in California, a majority of Americans have 
available to them. 

If the Democrats had their way and we did nothing in terms of 
creating a real choice structure in Medicare, more and more bene- 
ficiaries who are retiring will in fact, as Mr. Butler said, on Friday, 
have a plan they are comfortable with, that provides prescription 
drugs, preventive procedures that are supportive, and then on 
Monday when they retire and go into the Medicare Program and 
find out that they cannot have the same program that they had at 
work. 

I think that is wrong. I think we ought to create a broader choice 
structure under Medicare. The numbers game that the gentleman 
from California referred to as a shell game — and I do this with 
some trepidation, given his education at an institution that obvi- 
ously deals with numbers a lot 

Mr. McDermott. Mr. Chairman. 

Chairman Thomas. I am sorry, I did not interrupt any of you 
guys when you were talking. I get my 5 minutes, or am I bothering 
you by giving back to you what you gave to this panel of witnesses 
for 25 minutes? 

Now, it is a shell game to say that you take the current baseline 
and seniors are going to pay more. That is hogwash, because every- 
one agrees you cannot continue to have seniors pay more, because 
you cannot continue the current Medicare Program. It will go bank- 
rupt. 

Even the President has offered a program which will reduce the 
growth in Medicare. If the program is to reduce the growth in Med- 
icare, the dollars by 2002 will not be as great. They will increase 
from year to year, but when you multiply off the current base, that 
is the shell game, because that current base goes to zero in 2002. 

And when you talk about percentages, if you take 25 percent of 
$100, that is more dollars out of the pocket of the beneficiary than 
33 percent out of $66. So if you want to play political games, con- 
tinue to play political games. Frankly, we are going to try to solve 
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the Medicare problem in front of us, and the way you solve it is 
to talk to the providers and work with them to come up with new 
and novel solutions where we share in a reduced growth structure. 

It is to talk honestly to beneficiaries and say, frankly, at 11 per- 
cent or 10.5-percent growth a year, the program is going to go 
bankrupt and we cannot continue to do it. The wealthiest of Ameri- 
cans ought not be subsidized 75 cents out of every dollar by young 
people who are working hard today trying to keep their heads 
afloat. That is wrong, and you people know it, and it should be 
changed. Instead, you are making political hay out of it. 

Frankly, there are some taxpayers that are not paying their fair 
share right now, but once they get into the Medicare Program, they 
consume the goods and services just as much as anybody else, and 
those people should be paying into the Medicare Trust Fund part 
A while they are working, instead of not paying into it and then 
receiving benefits afterward. It is a partially flawed system in that 
regard. 

If we are going to solve this problem, it is going to be providers, 
beneficiaries, and taxpayers working together. And to the degree 
you people continue to assault this by rubbing what you believe to 
be politically sensitive spots in the hope that people will react, then 
you are doing all Americans a disservice. We are going to go for- 
ward and we are going to solve this problem. You can be part of 
the solution or you can continue to act the way you are. 

I want to thank this panel very much for trying to be part of the 
solution. Nobody has all the right answers. We are going to have 
to look at everybody’s suggestions. But I frankly think it is a very 
positive side that providers who clearly benefit from participation 
in this system are willing to rethink their role. Frankly, no one is 
going to be completely right in this. 

We are going to have to pick and choose and come up with the 
program that makes sure that Medicare does not go bankrupt in 
2002, as the President’s trustees now say it is going to. More im- 
portantly, people are paying in in their twenties and their thirties 
and have a right to believe that all of that money that they are 
going to pay in for 30 to 40 years or the rest of their life will have 
some benefit available to them at the time that they retire, as well. 

For people who play to the fears of seniors today, you are doing 
a disservice to the rest of America who are going to be paying in 
for a long time. So keep up your game of trying to bait the seniors 
through their associations and organizations to try to say. No, we 
want to continue to have the program that is going banknipt, and 
you are doing no service to the rest of us. 

I want to thank this panel very much. 

Mr. McDermott. Mr. Chairman, would you ask Ms. Ignagni 
about medical savings account? Would you ask her? That is one of 
the suggestions before the Subcommittee. I wondered if you would 
allow her to comment on whether she thought medical savings ac- 
counts would help in 

Mr. McCrery. Mr. Chairman, we have got a lot more panels. 
Each member of this panel has had an opportunity to question the 
witnesses and I say let us move on and get on with it. 

Chairman 'Thomas. As I recall, we held a hearing on medical 
savings accounts and we will probably come back and have another 



58 


hearing on medical savings accounts. I am going to assure you ev- 
erybody is going to have plenty opportunity to present their point 
of view before this pamel before we move forward. 

I know the gentleman from California and the Democrats have 
urged us to show our plan now, but I think the proper and logical 
course is to get all of the testimony from all of the various groups, 
take a look at what it is and then compile a plan. I know that does 
not serve your political agenda. I do believe it solves our problem 
of tr 3 ang to fix Medicare for all Americans. 

I thank this panel very much. 

Not coincidentally, our next panel consists of representatives of 
seniors: Jake Hansen, vice president for government Affairs, Sen- 
iors Coalition; Hon. Beau Boulter, our former colleague, who is 
Legislative Counsel, United Seniors Association; Martha McSteen, 
president. National Committee To Preserve Social Security and 
Medicare; and joining us once again is Dr. Beatrice Braun, who is 
a member of the Board of Directors of the American Association of 
Retired Persons. 

For those of you looking at me from my left to your right, it is 
Hansen, Boulter, McSteen, and Braun. We should put little plaques 
up on the other side so you can see where you are. I want to thank 
all of you for joining us. I would say that any of your written testi- 
mony will be made a part of the record, without objection, and we 
will invite you to enlighten us in any way you see fit in the 5 min- 
utes that you have. 

Why don’t we move from my left to the right. Mr. Hansen, if you 
will. 


STATEMENT OF JAKE HANSEN, VICE PRESIDENT FOR 
GOVERNMENT AFFAIRS, SENIORS COALITION 

Mr. Hansen. Thank you, Mr. Chairman. 

My name is Jake Hansen, and I am vice president for govern- 
ment Affairs for the Seniors Coalition, an organization representing 
over 2 million older Americans. 

I am not an expert on health care or Medicare, Mr. Chairman, 
but I do believe I am qualified to represent concerns of the mem- 
bers of the Seniors Coalition on this topic, because they are the 
real experts on how Medicare affects their lives and their access to 
quality health care. 

They have asked me to speak to you and to the Subcommittee 
on their behalf. 

I have five points to make. 

Chairman Thomas. Mr. Hansen, I will tell you these micro- 
phones are horrendous and you need to speak directly into them 
or your message will not be heard. It is tough at an angle. You 
really need to speak directly into them. 

Thank you very much. 

Mr. Hansen. I have five points to make. Number one, seniors are 
truly frightened about the financial crisis facing Medicare. They 
know it is going bankrupt, they know action, substantive action 
needs to be taken immediately, if they are going to avoid a catas- 
trophe. They are deeply worried about what will happen when the 
system upon which they must depend can no longer provide them 
with basic health care that they need. 
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Number two, seniors want protection. They want to know that 
the Medicare system will be there functioning when they need or 
want to use it, today, tomorrow, next year, and beyond. They are 
looking to Congress, to their health care providers, to the private 
sector insurance companies and everyone else involved in the proc- 
ess to find a solution that will make this possible. 

Number three, seniors want the waste and fraud involved in 
Medicare to end. Older Americans are expert at many things, Mr. 
Chairman, because they are experienced consumers, and experi- 
ence is as very masterful teacher. 

They read about, hear about, and experience firsthand the waste 
and cheating that goes on in Medicare. Survey after survey reports 
that most seniors believe they are being taken to the cleaners by 
various parts of the health care system. They want the bureau- 
cratic tangle of redtape that permits this corruption to occur cut 
out once and for all. 

Number four, seniors want to have the same health care options 
as other segments of the population. Medicare was created in a 
very different world, Mr. Chairman. Until the middle of the 20th 
century, there had never been in the history of the world a signifi- 
cant number of people who grew old before they died. 

In 1965, when Medicare was created, we knew very little about 
the biology or sociology of aging. Whether or not we are willing to 
admit it, most people then equated age with fragility and dimin- 
ished capacities. We now know that such thinking is wrong — it is 
ageism of the worst kind. I would submit that the Medicare system 
is built upon such premises in that it proscribes what seniors must 
have in, rather than empowering them with the freedom to make 
choices for themselves. 

We know that the differences which make us unique individuals 
increase with age — that, if you will, we become more and more our- 
selves as we grow older. Thus, a one-size-fits-all program is not 
only inadequate, but it also eliminates the most basic element of 
dignity from older Americans, the right to be themselves and make 
choices accordingly. 

Seniors are both incensed and deeply concerned about the ex- 
ploding cost of health care under the Medicare system. Medicare is 
a system that in many ways strangles competition, Mr. Chairman, 
and that is a key factor in spiraling costs. 

In the last 30 years, technology has literally revolutionized medi- 
cal care. Usually, technology reduces the cost of delivering goods 
and services. In medicine, however, the effect has been the oppo- 
site. We believe the Medicare system is a part of the problem which 
allows this to happen. 

Similarly, Medicare was established before there were so many 
innovations in the operation of the practice of medicine. I am 
speaking of HMOs, PPOs, and the like. We have tried to make both 
technological advances and new forms of medical practice fit into 
the Medicare system by amending it, adding onto it, and so forth, 
but to what end? Our adjustments have not necessarily contributed 
to better health care, and most certainly they have not driven down 
costs. In truth, seniors cannot benefit from free market competition 
in health care because the Medicare system itself is in the way. 
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STATEMENT OF JAKE HANSEN • 

VICE PRESIDENT FOR GOVERNMENT AFFAIRS 
THE SENIORS COALITION 


Mr. Chairman, my name is Jake Hansen and 1 am Vice President 
for Government Affairs of the Seniors Coalition, an organization 
representing over two million older Americans. 

I am not an expert on healthcare or Medicare, Mr. Chairman, but 
I do believe I am qualified to represent the concerns of the mem- 
bers of the Seniors Coalition on this topic because they are the 
real experts on how Medicare affects their lives and their access 
to quality healthcare. And, they have asked me to speak to you 
and the Committee on their behalf. 

I have but 5 points to make: 

1 . Seniors are truly frightened about the financial crisis fac- 
ing Medicare. They know it is going bankrupt. They know 
action, substantive action, needs to be taken immediately if they 
are to avoid catastrophe. They are deeply worried about what 
will happen when this system upon which they must depend can 
no longer provide them with access to the healthcare that they 
need. 

2. Seniors want protection. They want to know that the 
Medicare system will be there FUNCTIONING when they need 
or want to use it... today, tomorrow, next year and beyond. They 
are looking to Congress, to their healthcare providers, to the pri- 
vate sector insurance companies and everyone else involved in 
this process to find a solution that will make this possible. 


3. Seniors want the waste and fraud involved in Medicare to 
end. Older Americas are expert at many things, Mr. Chairman 
because they are experienced consumers, and experience is a 
very masterful teacher. 

They read about, hear about, and experience first hand the 
waste and cheating that goes on in Medicare. Survey after sur- 
vey reports that most seniors believe they are being taken to the 
cleaners by various parts of the healthcare system. They want 
the bureaucratic tangle of red tape that permits this corruption to 
occur cut out once and for all. 
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Consider this example: In 1965, a 3-minute phone call from New 
York to Los Angeles took approximately 20 seconds to go through 
and cost about $2. That would be about $10 in 1995 dollars, when 
they are adjusted for average overall inflation. But today, Mr. 
Chairman, if that same call were placed, it would go through in 
about 3 to 5 seconds and cost 85 cents. 

In short, Mr. Chairman, seniors are depending upon Congress to 
find a way to save Medicare. At the same time, they want you to 
keep Medicare from being a system that holds them its prisoner. 

They want choices, Mr. Chairman. They want value, Mr. Chair- 
man. They want to be reempowered with the ability to have control 
over the major decisions of their life. 

We believe that this must be done and it can be done, and we 
stand willing to help in any way we can to bring this about. 

Thank you. 

[The prepared statement follows:] 
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4. Seniors want to have the same healthcare options as 
other segments of the population. Medicare was created in a 
very different world, Mr. Chairman. Until the middle of the 20th 
century there had never been, in the history of the world, a sig- 
nificant number of people who grew old before they died. 

In 1965, when Medicare was created we knew very little about 
the biology or sociology of aging. Whether or not we are willing 
to admit it, most people then equated age with fragility and dimin- 
ished capacities. We now know that such thinking is wrong -- it is 
ageism of the worst kind. I would submit that the Medicare sys- 
tem is built upon such premises in that it proscribes what seniors 
must have in rather than empowering them with the freedom to 
make choices for themselves. 

We now know that the differences which make us unique individ- 
uals increase with age -- that, if you will, we become more and 
more ourselves as we grow older. Thus a one-size-fits-all pro- 
gram is not only inadequate, but it also eliminates the most basic 
element of dignity from older Americans -- the right to be them- 
selves and make choices accordingly. 

5. Seniors are both incensed an deeply concerned about the 
exploding cost of healthcare under the Medicare system. 

Medicare is a system that in many ways strangles competition, 

Mr. Chairman, and that is a key factor in spiraiing costs. 

In the last 30 years technology has literally revolutionized med- 
ical care. Usually, technology reduces the cost of delivering 
goods and services. In medicine, however, the effect has been 
just the opposite. We believe the Medicare system is a part of the 
problem which allows this to happen. 

Similarly, Medicare was estabiished before there were so many 
innovations in the operation of the practice of medicine - 1 am 
speaking of HMOS, PPOs and the like. We have tried to make 
both technological advances and new forms of medical practice 
fit into the Medicare system by amending it, adding on to it, etc., 
but to what end? Our adjustments have not necessarily con- 
tributed to better healthcare and most certainly they have not dri- 
ven down costs. In truth, seniors cannot benefit from free market 
competition in healthcare because the Medicare system itself is 
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in the way. 

Consider this example, in 1965 a three minute phone call from 
New York to Los Angeles took approximately 20 seconds to go 
through and cost about $2.00. That would be about $10 in 1995 
dollars when they are adjusted for average overall inflation. But 
today, Mr. Chairman, if that same call were placed, it would go 
through in about 3 - 5 seconds and cost $. 85 - exclusive of 
whatever discount rates were being promoted by all of the long 
distance carriers from whom we can now choose. Is there not 
some lesson here which might be of value? 

In short Mr. Chairman, seniors are depending upon Congress to 
find a way to save Medicare. At the same time, they want you to 
keep Medicare from being a system that holds them its prisoner. 

They want choices, Mr. Chairman. They want value, Mr. 
Chairman. They want to be re-empowered with the ability to have 
control over the major decisions of their life. 

We believe this can and must be done, and we stand willing to 
help in any way we can to bring this about. 
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Chairman Thomas. Thank you, Mr. Hansen. 

Beau Boulter. 

STATEMENT OF HON. BEAU BOULTER, LEGISLATIVE COUN- 
SEL, UNITED SENIORS ASSOCIATION, INC.; AND A FORMER 

REPRESENTATIVE IN CONGRESS FROM THE STATE OF 

TEXAS 

Mr. Boulter. Thank you, Mr. Chairman. 

Medicare is a very, very popular program. A large segment of our 
society continues to depend on Medicare, but there has been a 
problem with Medicare and it has been there for a long, long time. 
The trustees’ report was out there last year and hardly anybody 
was talking about it, not the administration, really not the leaders 
of Congress. So it is the new leaders of Congress this year, Mr. 
Chairman, that have really brought the problem to the attention 
of the American people. 

For the United Seniors Association, I want to congratulate the 
Republican Majority, especially in the House, for doing this, be- 
cause until you started talking about it, nobody was talfcng about 
it. The problem is that there is more going out of the system than 
is coming into it, and the options are very, very few. And you point- 
ed out that if we do not do anything by 2002, there will not be any 
money in it — the part A trust fund — at all. 

I could not come here and recommend for United Seniors Asso- 
ciation borrowing the money. I could not come here and say just 
raise taxes. I could not come here and say raise part B premiums 
by 300 percent. I certainly could not come here and say federalize 
the whole national health care system like the President wanted to 
do last year and make it all like Medicare. I do not think that 
would work at all. 

I am not wed to the $270 billion or anything like that, but it 
seems to me that you are doing what you have to do, that you do 
not have any real options except to go forward and do what you are 
doing, because Medicare is broke. 

I know that United Seniors Association has a lot of contact with 
our 400,000-plus members, plus seniors in general. We participate 
in focus groups, townhall meetings, we have a national television 
show, we get a lot of call-ins, and we try and stay in touch. 

What we found out, Mr. Chairman, is that I guess seniors are 
now beginning to understand that the program is broke. They have 
not understood that long, but they think that it is like an airline 
that is bankrupt, it is going to be magically fixed or something. 
There is still some information they do not have. 

A lot of seniors, I think most seniors perhaps, think that basi- 
cally they get out of the system what they have put in, when in 
fact for a two-eamer couple retiring in 1995, they will take out of 
the system $117,000 more than they have put in. Most seniors do 
not know that to maintain the current program, just what they 
now have for workers who are coming online and retiring down the 
road, that their premiums would have to be increased by 300 per- 
cent or something like that. 

They do not know, Mr. Chairman, what you brought out today, 
that, on average, they get $4,800 a year now, and that by 2002, 
they will get $6,700, and that that is a 6-percent annual increase. 
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I think it needs to be pointed out, Mr. Chairman, that the Medicare 
population is growing at a rate of 1 percent. The CPI, including the 
health care component, is growing slightly over 3 percent. 

As I understand what you are proposing, you are proposing to in- 
crease Medicare funding by 2002 by around 6 percent. Senior 
Americans do not know this, and we have got to do a better job of 
getting it out. 

We have had a program, Mr. Chairman, United Senior has had 
a set of specific reforms since April 1994, and it is supposed to be 
in everybody’s offices. I do not know how many of you have seen 
it, but it is detailed and I would like for it to be part of the record. 
There are a lot of things in there, but two main things are choice, 
giving seniors full control of their Medicare funds, giving them 100 
percent of the average annual Medicare expenditure per beneficiary 
and allowing them more options, including a medical savings ac- 
count. I would be happy to answer more questions about that, but 
we do support responsible reform. 

[The prepared statement follows;] 



Testimony of The Honorable Beau Boulter 
on behalf of United Seniors Association, Inc. 


Before the 

Subcommittee on Health 
House Ways and Means Committee 

Hearing on Medicare Reform 
Wednesday, July 19, 1995 


Good morning Chairman Thomas and Members of the Subcommittee. 1 am Beau Boulter, Legis- 
lative Counsel for United Seniors Association. As a former Member of the Congress, it's always good to 
see many of my old friends and colleagues. 

As all of you know, the Medicare system faces an impending financial collapse. The Board of 
Trustees of the Hospital insurance program have concluded that the HI trust fund will be broke by 2002. 

The current spending growth is unsustainable. Maintaining the program with no change would 
require a 250 percent to 600 percent increase in the payroll tax to pay benefits to today's young workers. 
Financing all promised Medicare benefits would also require an equivalent increase in the monthly premi- 
ums paid by the elderly for Part B from 400 percent to 700 percent. 

In short, unless we act soon, continuing (he current system unchanged means dramatic increases 
in premiums and payroll taxes in the not too distant future. 

It would be nice to be able to sit here and say... as I’m sure representatives of some seniors groups 
will... chat Congress has to keep its hands off Medicare and that you have to simply find the money 
elsewhere to solve these problems. 

It would be nice. We could go back to our members and tell them that we are fighting tooth and 
nail to protect their interests and benefits no matter what. 

But it would be irresponsible and a disservice to our members to do that. Our members weren’t 
bom yesterday and neither was I. They know that to really protect their legitimate interests we have to 
recognize these problems and work with you to find solutions to them. 

That is why United Seniors Association has put forth a comprehensive and responsible plan to 
deal with Medicare's financial crisis, (and, to our knowledge, we are the only seniors organization with 
such a plan). We also look forward to working with groups like the American Medical Association and 
the Heritage Foundation who have proposed their own Medicare reform plans with similar goals. 

If any of us ignore the impending crisis, the system is going to crash ... and that's in no one's 
interest. 

In fact, our members, and millions of other seniors, are already beginning to suffer from the band 
aids previous Congresses and Administrations have applied to avoid the overall reforms we all know are 
necessary and inevitable. 

The looming Medicare financing crisis already poses threats to the quality of care available to 
seniors. The federal government, starting in 1983, has imposed a series of new controls, restrictions and 
procedural regulations, restricting medical treatments doctors can choose to provide and second-guessing 
the choices doctors are allowed to make. 

The result is rationed care. Every year, more Medicare beneficiaries report difificuliy finding a 
doctor willing to take them as patients. Bureaucratic rationing has led to more Medicare beneficiaries 
discharged from the hospital in unstable condition, with a greater likelihood of death for those discharged 
unstable. 

Clearly, the system must be fixed. United Seniors Association's plan to revamp the Medicare 
system allows seniors greater choice, thereby creating competition to control the growth in Medicare 
spending. The first step of our proposal is a prohibition on tax increases and limits on Medicare premium 
increases. These bold steps address two problems. One, capping revenues into the system forces Con- 
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system is completely lacking in any such discipline. TWo, these financing reforms give Congress sorely 
needed credibility as it proceeds with systemic program reforms. 

Systemic reforms are then required to match program outlays with capped revenues. First, 
Congress should delay the retirement age. Life expectancy has grown significantly since Medicare was 
adopted, and eligibility began at age 65; it now stands at 80 for males and 84 for females. Raising the 
eligibility age to 70 would eliminate about 40 percent of the projected Medicare deficits. You will be 
interested to know that as recently as two years ago we asked our members which reforms they thought 
ought to be adopted and a significant majority said that they would support raising the age of retirement 
and eligibility. 

But the most important changes to the Medicare system are those that realign incentives for 
beneficiaries in the program. Today, Medicare encourages over consumption of medical services, 

through low deductibles and coverage of routine care. The current rationing scheme seeks to limit the 
availability of services to compensate for the incentives in the system. Instead of bureaucratic centralized 
rationing, our approach puts the incentives for saving into the hands of seniors themselves. Our approach 
would replace the current laundry list of limits on the use of each specified Medicare benefit with com- 
prehensive coverage of all listed benefits once beneficiaries have satisfied a reasonable deductible. 

The vast majority of seniors already purchase Medigap insurance to cover the services Medicare 
does not cover. The premiums spent on Medigap plans, combined with the savings from capping future 
Part B premium increases, will provide seniors with significant cash reserves to cover the higher deduct- 
ible. Seniors could chrmse to buy comprehensive Medigap eoverage rlesigned to match up with the new 
Medicare benefits package, or they could pay out-of-pocket for expenses below the deductible. Under 
either approach, seniors would have a vested interest in seeking cost-effective coverage for routine 
services. 

Our proposal would allow the Medicare deductible to increase in the future to ensure that Medi- 
care spending does not exceed revenues. While the deductibles would remain fairly low under this 
provision for the next several years, over time the deductible would increase substantially. None of us 
want to see that happen, but we see it as necessary to real reform. We propose expanding current IRAs 
to allow baby boomers and younger workers to save now in preparation for the deductibles they will face 
after retirement. Allowing tax-free withdrawal of funds after age 65 for medical expenses would provide 
seniors with the cash they need to cover the new Medicate deductible without distorting the incentives 
for seniors to seek cost-effective care. 

Finally, we recommend allowing all seniors to take the funds spent by Medicare for their care and 
purchase any private insurance plan of their choosing. Seniors would have the choice of remaining in the 

restructured Medicare program, purchasing expanded benefit coverage through an HMD, or buying 
traditional insurance coverage from a private insurer. Our proposal also recommends health insurance 

vouchers for the poor elderly, to ensure that the added deductible in the Medicare package will not 
prevent low-income elderly from obtaining needed care. 

We firmly believe that any reform of the Medicare system must be undertaken to save the system 
and ensure that it continues to fulfill its role of providing health benefits to seniors. Addressing the 
financial structure and the benefit structure to improve the Medicare program will also have the beneficial 
effect of helping Congress address the nation's budget crisis. 

Seniors want to leave their children and grandchildren a better world than they inherited. They 
support responsible government and believe the federal budget should be balanced, but reforms adopted 
simply to achieve this goal could prove disastrous for current and future retirees who have plarmed their 
retirement assuming the existence of Medicare benefits now available to them. 

Seniors will support Medicare reform that serves both their own interests and the interests of 
future generations. Our proposal does that. It eliminates the long-term financing crisis, while at the same 
time allowing the elderly full control over their Medicare funds. Saving the system from bankruptcy is 
important to all seniors. It is today’s seniors who will bear the burden if the system collapses under its 
own weight. I urge you to consider our proposals to reform Medicare in order to strengthen it and save 
it fiom bankruptcy. That approach will gamer support for reform from seniors around the nation. 


Thank you. 
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Chairman Thomas. Thank you very much. 

Ms. McSteen. 

STATEMENT OF MARTHA A- McSTEEN, PRESmENT, NATIONAL 
COMMITTEE TO PRESERVE SOCIAL SECURITY AND MEDICARE 

Ms. McSteen. Thank you. 

A comprehensive systemwide approach to health care cost con- 
tainment is necessary to make meaningful long-term progress to- 
ward controlling the growth of Medicare spending and improve the 
balance sheet for Medicare Part A Trust Fund. Unless real 
progress is made in controlling health care costs generally, how- 
ever, Medicare and Medicaid costs will continue to grow. This criti- 
cal element is missing in the current debate. 

Medicare has enhanced the life of millions of Americans and 
their families. Despite pessimistic commentary. Medicare is a re- 
markable success story. It provides universal coverage to seniors in 
an era when the private sector makes no such promise, because it 
takes in all individuals who could be entitled. 

Medicare outlays over the past decade per enrollee have grown 
much more slowly than outlays for private insurance patients. 
Medicare’s administrative costs average only 2 percent of program 
outlays, compared to 25 percent in the small group private market, 
and 5.5 percent in the large group private market. Certainly, Medi- 
care rates for hospitals and doctors are at deep discounts. 

Medicare is already a large nationwide preferred provider organi- 
zation. Citizens want prudent spending, but they also want the in- 
surance they pay for to be in place when needed. Certainly, Medi- 
care is no different from any other large system. Innovations may 
be found that will increase efficiency, hold down costs and elimi- 
nate waste. But let us not jump just at any strategy that is adver- 
tised as “cutting costs.” 

We can make changes within Medicare to allow for more man- 
aged care options with appropriate consumer safeguards. The pri- 
vate market holds no magic bullets for Medicare. Its record on cov- 
erage and cost containment are inferior to Medicare. 

The National Committee endorses certain principles for any Med- 
icare reform plan. Universality: Certainly the National Committee 
opposes opting out of Medicare at this time, but increasing choice 
of plans is acceptable, as long as the choices are within the Medi- 
care framework of access to a defined set of benefits. It is impor- 
tant that HCFA search for cost-effective means of delivering serv- 
ices to seniors such as PPOs and HMDs, as long as quality stand- 
ards, access and comprehensive benefits are assured. Affordability 
is certainly a concern of every senior, because we keep seeing in- 
creased out-of-pocket costs. 

Quality: Medicare promises seniors access to high-quality health 
care. The enthusiasm for managed care should be balanced with 
the realities of access to care and quality. Of course, cost and cost 
containment must be considered. Proposed reforms should not only 
address the solvency of the Medicare Program, but should also con- 
tribute to controlling overall health care costs. 

Medicare cuts alone are not real cost containment. Fairness to 
providers is an element that we would insist be a part of the pack- 
age. 
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We believe that the budget resolution has been driven more by 
political promises to balance the budget and cut taxes than by con- 
cern over the solvency of part A. When the deficit spending on all 
general revenue fund programs, including interest, is compared, 
Medicare part B accounts for only 6 percent of the deficit spending. 

Certainly, we must address balancing the budget, but at the 
same time remember that Medicare provides valuable insurance 
protection that would be difficult for many to obtain in the private 
market. Attempting to abruptly dismantle Medicare will not solve 
the problem. We must continue to improve and refine Medicare, as 
we search for a resolution to this Nation’s overall health care di- 
lemma. 

Thank you. 

[The prepared statement follows;] 
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STATEMENT OF MARTHA MCSTEEN, PRESIDENT 
NATIONAL COMMITTEE TO PRESERVE SOCIAL SECURITY AND MEDICARE 


The National Committee to Preserve Social Security and Medicare, a grassroots education 
and advocacy organization representing millions of senior Americans, Is pleased to 
testify on the subject of Medicare reform. The National Committee's mission is to protect, 
preserve, promote and ensure the financial securi^, health, and the well being of 
maturing Americans of current and future generations. 

A comprehensive, system-wide approach to health care cost-containment Is necessary to 
make meanin^l long-term process toward controlling the growth of Medicare 
spending and Improve the balance sheet for Medicare Part A trust fund. Unless real 
progress is made in controlling health care costs generally. Medicare and Medicaid 
costs will continue to grow significantly. This cntical element Is missing in the 
current debate. 

MEDICARE'S SUCCESSES 

Before Medicare, health care for a retired or disabled person depended upon individual 
wealth or the generosity of family, friends, physicians or local health care institutions. 
When this wealth and generosily were not available, retired and disabled people often 
went without care when they needed it most Medicare was started because the private 
market did not insure health care for most seniors. 

Medicare has enhanced life for miilions of Americans and their families. While 
inaeasing productive years of life for beneficiaries. Medicare has also helped support Che 
development of health care focilitles and medital education. In the years since 1966, 
when Medicare was Implemented, much has been learned about reversing Ufe- 
threacening illness, relieving pain and recovering lost functional capacity. Americans 
of all a«s and degrees of health are beneftdng from this program, b^use It protects 
whole mmilies from much of the cost of acute health care for senior or disabled family 
members. 

Despite pessimistic commentary from many politicians and a few interest groups. 

Medicare is a remarkable success story. It provides universal coverage to seniors in an era 
when Che private sector makes no such promise. It takes all elidble seniors and disabled 
individuals entitled to Medicare regardless of health status. It does not control costs by 
dropping coverage for sick individuals, dropping dependent coverage or refusing to pay 
for medically necessary services. Over the p^ decade. Medicare outlays per enroUee 
have grown more slowly than outlays for private insurance patients. Medicare's 
administrative costs average only 2% of program outlays compared to 26% in the small 
group private market and 5.5% in the large group private mark^ Medicare rates for 
nospiods and doctors are at deep discounts, approximately 70% of what private Insurers 
pay. Medicare is already a large, nationwide preferred provider organization. 

Citizens want prudent spending but also want the Insurance they pay for to be In place 
when needed. In general, large systems require continuous evaluation and refinement, 
and Medicare is no exception. "Innovations’ may be found that will inaease efficiency, 
hold down cost and eliminate waste, but let us not jump at just any strategy that is 
advertised as cutting cost. We must ask "whose cost is being cut?" and "who benefits 
from these cuts?" Will Medicare really pay out Iess7 Will individual beneficiaties get 
less choice, coverage and quality of care? Most importantly, does a reform plan leave 
Medicare as one universal program? We can make changes within Medicare to allow for 
more managed care options with appropriate consumer safeguards. The private market 
holds no magic bullets for Medicare- Its record on coverage of individuals and cost 
containment is inferior to Medicare. Providing seniors and the disabled with vouchers 
with which to purchase private insurance is a type of reform which may well undermine 
Medicare and threaten the health security of semors and the disabled. 

In seeking ways to improve Medicare, this Congress must commit Itself to maintaining 
Medicare as a federal program which guarantees comprehensive health care to all entitled 
seniors and the disabled. Medicare's 35 million beneficiaries are overwhelmingly 
satisfied with this Insurance which assures portabill^, renewablllQr. wide choice of 
providers, does not exclude preexisting conditions, does not change the ground rules of 
coverage when people are sick and need care and gives the IndlvMual standliw to 
dispute decisions about coverage. Some of the changes being promoted as Medicare 
reforms would diminish or even end these protections. 

The National Committee endorses the following principles for any Medicare reform plan; 
VniversaH(y - Medicare must remain a universal program covering all entitled senior and 
disabled Americans. Universality permits the pooling of risks, making insurance 
affordable even for the chronically ill. The Nauona] Committee opposes opting out of 
Medicare. Increasing choice of plans is acceptable as long as the choices ate within the 
Medicare framework of access to a defined set of benefits. It is important that HCFA search 
for cost-effective means of delivering services to seniors, such as PPOs and HMDs as long 
as quality standards, access and comprehensive benefits are assured. 

/\ffbrdabilin - The average senior spends over $3,000 annually for out-of-pocket health 
care, including premiums, deductibles and co-payments for Medicare, and uncovered care. 
Including prescription drugs and long-term care. This amount represents a greater 
percentage of out of pocket costs than before Medicare was created. Increasing premiums. 
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deductibles and co-payments will place unacceptable fiscal and physical hardships on 
moderate and low Income seniors and the chronicalh III. These types of Inaeases are 
penny wise and pound foolish solutions as they will result in seniots putting off needed 
medical care, which will result in ultimately higher cost medical solutions. 

Cuir/({y-Medlcare promises seniors access to hi^ quality health care. The enthusiasm for 
manned care should be balanced with the reamtes of access to care and quality. Medicare 
beneficiaries in managed care plans should have national quality standards, clearly 
defined appeal rights and access to special^ care. 

Means Testing-Usxas testing violates the universality of Medicare and singles out higher 
income Medicare for dlsaiminatoiy treatment A study by Lewin-VHI conducted for the 
National Committee demonstrates that the Medicare Part B subsidy for upper Income 
beneficiaries will be more than made up by Medicare Part A taxes in excess of Part A 
benefits over a lifetime. 

CAoicr-Senlors should continue to have their choice of doctors, specialists and other 
medical providers. 

Cost Containment-PtoBosei reforms should not only address the solvency of the Medicare 
ftomm, but should also contribute to controlling overall health care costs. Proposals that 
shift Medicare costs to beneficiaries or the privately Insured are simply cost shifting 
proposals and are not real cbst containment reforms. Medicare cuts alone are not real cost 
containment. 

Fairness to Providers-Pzit reimbursement to providers Is the only way to guarantee access 
to quality health cate. 


MEDICARE SPENDING AND THE DEnCTT 

The budget resolution calls for a reduction of $270 billion In current law levels of 
Medicare spending over a seven year period. Reductions of this magnitude ate 
unprecedented— several times larger than the $56 billion in reductions over five years 
enacted as recent^ as 1993 as part of the reconciliation bill. The Medicare ptc^m 
cannot sustain the level of cuts discussed recently by some Congressional leaders 
without significant hardship to seniors and the disabled. 

We believe that the budget resolution has been driven more by political promises to 
balance the budget in seven years and cut taxes than by concern over tne solvency of 
Part A. In the last Congress, alarms were sounded over the proposed $157 billion in 
Medicare reductions over seven years proposed by the President as part of health care 
reform. Members of Congress predicted tne cots would destroy quallD' and access for 
beneficiaries or even the promam Itself. The same Is even more applicable to the current 
budget resolution. At least the President's proposal maintained the Medicare program for 
all beneficiaries and added new benefits and attempted universal cost containment. 

The current debate over Medicare costs is driven largely by the deficit problem. It Is 
important to note that Medicare Part B has contributed a relatively small amount to the 
cunent defIciL (See attached chart) Medicare Pact A has contributed nothing to the 
deficit. When spending on all genetal revenue fund programs, Includirig Interest, Is 
compared. Medicare Fart B accounts for only 6% of deftcTt spending In nscal year 1994. 
Yet the budget resolution targets Medicare Part A and B for 35% of the funds tor deficit 
reduction. Similarly, Medicaid accounted for only 11% of 1994 deficit spending yet Is 
targeted for 24% of the dollars for deficit reduction. Defense spending contribute 36% 
ofGlO 

deficit dollars In 1994, but will contribute nothing toward deficit reduction In this 
budget resolution. Apparently, the over two trillion dollars the government will forego 
over the next five years in tax entitlements wiD also escape virtually unscathed. 
Medicare and Medicaid are asked to shoulder an unlair portion of deficit reduction. 

We do not believe our members, or most Americans, will support a budget reconciliation 
bill which reflects this disproportionate and unjustified treatment of Medicare and 
Medicaid. 


MEDICARE PART A 

The most recent report of the Medicare Trustees projects that Medicare Part A trust fund will 
be depleted in 2002. Of course, Che Trustees predicted that bankruptcy was only two years 
away as far back as 1970, and Medicare is still here today. The reasons for tids are the 
determination of the Confesses over the intervening years to maintain the program and 
the full support of the public for doing so. We are convinced that large majoritTes of 
Americans of all ages still fully support preserving the Medicare program. 

This Congress can make reasonable changes Co extend for several more years the 
solvency of Part A, while continuing to work toward long-term structural and cost- 
containment approaches. Our testimony today suggests changes which will add $150 
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billion to the Part A trust fund through both savings and revenues and slow the growth 
of Part B. 

It is important to note that the unprecedented level of cuts proposed by this Congress (n 
the budget resolution only extends the solvency of the program by two or three years. 

The Medicare program will not be "saved* by these budget cuts. The reason is that 
arbitrary cuts do nothing to solve the underlying problems of health care inflation and 
an aging population. These issues must be addressed in a bl-partisan fashion, outside of 
the budget process, and all reductions or savings must be directed toward maintaining 
and improving the program for current and future beneHciaries. 

OTHER REFORM PROPOSALS 

The National Committee has looked at proposals by the American Medical Association 
(AMA) and the American Hospital Association (AHA). They both rightly focus on the 
long-term. We oppose privatization of Medicare. The National Committee recognizes the 
potential benefits of managed care or "coordinated care" advocated by the American 
Hospital Association, but does not believe that sufficient evidence exists establishing 
significant savings for Medicare from managed care. 

Cost CoDUinment 

Medicare cost containment must be part of a comprehensive plan to control national health 
care costs. Without a comprehensive program of cost containment, Medicare reductions 
will result in higher costs to benenciaries, reduced payments to providers. Increased cost 
shifting and access problems for beneficiaries. The recent steep increase in Medicare 
costs is typical of health care costs in socieQr In general. It does not appear that costs 
will be contained by lifting the current limits on balance billing. 

Medicare is a far more efficient program than it Is given credit for being. 

• Over the past decade. Medicare outlays per enrollee have grown more slowly than 
outlays for private insurance patients. The reduction In private sector growth in just 
the last two years does not necessarily represent a long-term trend. Insurance 
companies can hold down premium increases for a short time by reducing reserves. 

• Medicare has an excellent record on administrative costs-averaglng 2 percent of 
program outlays compared to 25 percent in the small group market of the private 
sector and 5.5 percent in the large group market. 

• Medicare rates for hospitals and doctors arc at deep discounts, approximately 70 
percent of what private insurers pay. Medicare is already a large, nationwide 
preferred provider organization. 

• The notion that cost increases are due to a lack of cost consciousness on the part 
of beneficiaries Is false. Medicare pays less than half of senior health care costs, 
including long-term care, and many seniors face financial hardship as a result of 
health costs, despite Medicare and Medicaid. An AMA idea to limit benefits for 
those who supplement Medicare with first dollar medlgap coverage using after tax 
dollars is unreasonable, especially if there are no limits on tax breaks \oi first 
dollar health insurance coverage for corporate executives. 

CootroHing Fraud 

A major effort to prevent fraud and abuse is essential and appropriate. According to the 
General Accounting Office and the Inspector General of HHS, fraud and abuse In the 
Medicare and Medicaid pro^ams are rampant Current estimates are that Medicare and 
Medicaid lose up to $31 bUiion annually to fraud and abuse. The government must 
commit resources to fighting fraud and provide increased opportunities for beneficiaries to 
make confidential complaints about fraud, perhaps through designated personnel at local 
Social Security ofTlces. 

• A June 1994 report by Senator William Cohen, R-Maine, Chairman of the Special 
Committee on Aging, concluded that major patterns of fraud and abuse have 
infiltrated the following health sectors: ambulance and taxi services, clinical 
laboratories, durable medical equipment suppliers, home health care, nursing 
homes, physicians, psychiatric services ano rehabilitative services in nursing 
homes. 

• The HHS Inspector General reports $80 in savings for every dollar Invested In 
efforts to control fraud. Yet, Congress has yet to make meaningful efforts to 
prevent fraud of taxpayer money in the Medicare and Medicaid programs. 

• GAO conservatively estimates that Medicare could save $650 million a year just on 
Medicare Part B physician and supplier services by using state of the art 
commercial software to eliminate aousive and fraudulent billing practices. 
Commercial insurers using this sofhs^re ^ically save 5 to 10 percent 
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Managed Care 

Managed, care options should be made available to Medicare beneficiaries within the 
context of the Medicare prognun on a voluntaiy basis as long as federal standards, 
safeguards and appeals lights are assured. Many health care consumers do not have the 
expertise to jud« their own health care requirements and the relative risks of cost savlim 
choices. Healui care is not a typical market commodl^ because it Involves spedalizeif 
knowledge bqyond that of maity consumers. Often medical care Is not optionm because 
basic sumvai Is at stake and as a result people do not have the luxury of shopping around 
for care. Citizens need the protection of some basic cost and quality controls, as they do 
with necessary utilities. For this reason, the Nadonal Committee has endors^ H.R. 1707, 
the Medicare Beneftdary Protection Amendments of 1995. Consumer safeguards are a 
critical component of any legislation which Increases the use of managed care by 
Medicare beneficiaries. 

• Some seniors prefer managed care arrangements due to mote comprehensive 

coverage and/or lower out of packet costs. Beneficiaries should not be required to 
join managed care plans and should have the option to seek care outside the plan 
when special expertise is needed. , 

• Expectations that managed care will lower spending may be uruealistic. Adequate 
risk ad|usters are not yet developed to insure that Medicate does not pay too much 
for healthier beneficiaries who choose managed care. An expansion of managed 
care options could actually increase overall costs If healthier, mwer cost 
beneficiaries choose managed care and sicker benefidaries remain In fee for 
service Medicare. 

• Quality managed care plans coupled with consumer educaUon about managed care 
could inaease participation of Medicare beneficiaries and reduce costs over time. 

Means Testing 

Subsidies for low income beneficiaries make sense, but Income-based premiums do not 
Medicare is not a wel^e program. Means testing the Medicate part B premium would 
undermine broad based support for Medicare. It the concern Is that Medicare is not 
progressive enough. Congress has already acted to make Medicate more progressive by 
raismg the taxabm wage base for Medicare payroll taxes in 1990 to $125,000 and . 
eliminating the wage base aitemether in 1993. In the long run, the Medicare Pact B 
subsidy for upper Income benenciarles will be more than made up by Medicare Part A taxes 
in excess of Part A benefits, according to a studv by Lewln-VHI commissioned by the 
National Committee. Financing the so-called subsidy through Income taxes falls most 
heavily on upper income taxpayers. 


Vouchers and Medical Savings Accounts 

One of the most serious threats to the inte^^ of Medicare Is the Idea of vouchers. Policy 
makers extol the virtue of consumer controued health care, even though consumers would 
lose the more substantial bargaining power of the government Consumer control would 
be meaningless if Congress slowly reduces the purchasing power of the voucher. Under 
the budget resolution, most savings are in the final two years and would require a cap on 
voucher amounts far below the cost of private policies. It Is a bad bargain for seniors to 
trade in the universal, guaranteed coverage under Medicare for the risks and high costs in 
the private insurance market 

Innocuous sounding proposals to make vouchers available for medical savings accounts 
on an optional basis are really the worst of both worlds. They would appeal to the 
healthy but leave the more expensive beneficiaries in Medicare. This very predictable 
'adverse selection' makes many proposals actuarially unsound and would undermine 
Medicare, making it more cosuy. 


Potential Savings 

The National Committee can support careful and equitable efforts to restrain health care 
Inflation necessary to secure Medicare's long-term stablli^. We recognize the need to 
look for reasonable savings to slow the groira of Medicare In the short-term. Some 
short-term and long-term proposals that the National Committee has endorsed or would 
consider as part of an equitable proposal are listed below. If ail these proposal are adopted, 
it would save over $150 billion in the Medicare Pact A trust fund and slow the growth In 
Medicare Pact B spending. 

• In the recent budget, the President proposed to save $10 billion over five years by 
making permanent several temporary provisions in current law, including seMng 
Fart B program premiums at 25 percent. Other provisions induded extending 
Medicate secondary p^t provisions and permarwntly lowering payments to home 
health agendas and nucsicig homes. These 'extenders' were ado|^ ^ the Ways 
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and Means Conunlttee but the revenue was not used for deficit reduction or to shore 
up the Part A Medicare trust fund, instead, the savings were diverted lo help pay for 
tax cuts. The National Committee believes that these savings should be usra to 
strengthen Medicare. 

• The National Committee supports the extension of Medicare coverage to include 
state and local government employees not now covered. This would not only raise 
$7 blOion over five years, but it would also extend Medicare coverage and Insure 
that all future Medicare beneficiaries contribute toward Medicare. 

• Inaeaslng the tobacco tax to $2 per pack will generate $15 billion a year for 
Medicare Part A in addition to $1.5 billion for medical research. (H.R. 1455) 

• A reevaluation of Medicare payments for hospital capital costs and professional 
education could reasonably save between $7 billion and $23 billion over five 
years. 

• Formula driven overpa^ents to hospitals for outpatient surgeiy and radiology also 
can be reduced $20 Dluton over five years according to a recent HHS study, but 
these savings should be used to offset the cost of reducing beneficiary co- 
payments, which averaged 43 percent of total payments ramer than 20 percent in 
1993. 

• Stricter utilization review and streamlining of Medicare administrative costs, 
including combining Part A and Part B. 

• Increasing the eligibility age for Medicare by tying it to eligibility for Social 
SecurlQ' wul aeate savings beginning In 2003. This Is also supported by the 
AMA. 


Conclusion 

Medicare provides valuable insurance protection to millions of entitled seniors and 
disabled Individuals, Insurance that would be difficult for many to obtain In the private 
market. The problems in the health care system in this country must be addressed, but 
attempting to abruptly dismantle Medicare will not solve the problem. We must continue to 
Improve and refine Medicare as we search for a resolution to this nation's overall health 
care dilemma. The National Committee is committed to finding solutions which preserve 
Medicare as a universal, comprehensive federal health care program for all entitled senior 
and disabled Americans. 
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Chairman Thomas. Thank you very much, Ms. McSteen. 

Dr. Braun, it is nice to have you back again. 

STATEMENT OF BEATRICE S. BRAUN, M.D,, MEMBER, BOARD 

OF DIRECTORS, AMERICAN ASSOCIATION OF RETIRED 

PERSONS 

Dr. Braun. Thank you, Mr. Chairman. 

Members of the Subcommittee, I am Beatrice Braun from Spring 
Hill, Florida. I am a member of the Board of Directors for AARP, 
the American Association of Retired Persons. I appreciate the op- 
portunity to testify today on the future of the Medicare Program. 

For three decades. Medicare has protected the economic security 
of older and disabled Americans by assuring them access to afford- 
able quality health care. AARP is committed to maintaining and 
stren^hening Medicare for current and future beneficiaries, but 
the status quo is no longer acceptable. 

Unless adjustments are made in the Medicare Part A Hospital 
Insurance Trust Fund, as we have heard so often this morning, it 
will be completed in 7 years. Moreover, Medicare may be able to 
benefit from some of the innovations in the private market. But 
changes to Medicare must be made cautiously and carefully. The 
goal of changing Medicare must be to strengthen the program, not 
simply to reach artificial budgetary targets. 

The $270 billion in Medicare spending reductions in the budget 
resolution is excessive. It is beyond what the program can absorb 
without jeopardizing quality and access, and beyond what is nec- 
essary to keep the Hospital Insurance Trust Fund solvent for the 
next 10 years. In short, it is too much to fast. 

Spending reductions of this magnitude will fall heavily on bene- 
ficiaries. If we assume that one-half of the required spending re- 
ductions would come directly from beneficiaries, $3,400 would be 
added over 7 years in premiums, deductibles and coinsurance to an 
already extraordinary — ^by a percentage with other sectors of the 
population — out-of-pocket burden. 

Let me now turn my attention to Medicare reform. AARP be- 
lieves that Congress should address Medicare solvency issues in a 
two-stage process. First, assuring solvency of part A for the next 
decade, and then proceeding on a separate track to deal with the 
longer term financial stability of the program. 

As we begin this process, it is important to understand what the 
public needs and wants from Medicare reform. Like you, we devote 
a great deal of time and effort in trjdng to understand these views 
and have included a number of findings in our written statement. 

In order to guarantee Americans a Medicare Program that meets 
their needs, changes to Medicare will be necessary. However, these 
changes should be accomplished in carefully designed increments. 
One of the important lessons of last year’s health care reform de- 
bate is that the Congress should not try to make all decisions and 
steps required to change the Medicare Program for the coming 
years in 1 year. 

There are a number of reform options now being talked about 
that bear careful scrutiny. These include vouchers, managed care, 
medical savings accounts, and changing Medicare’s eligibility age. 
We raise a number of questions in our written statement about 
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how these kinds of approaches would work for Medicare, and we 
do not think there are answers to all of those questions yet. 

While structural changes in Medicare can and should be a part 
of the program’s future, some of the changes under consideration 
pose potential hazards to beneficiaries and the actuarial soundness 
of the program. 

Looking ahead just a few years, it seems legitimate to question 
whether Medicare can in fact provide the standard benefits for the 
amount that will be paid. Fundamentally, a question that we all 
face today is whether in the future the Medicare Program will con- 
tinue to provide a health care plan on which older and disabled 
Americans can rely. 

Older Americans rely on Medicare as their health care plan, but 
they also view it as the cornerstone of their financial security. If 
in the future the program no longer pays for the costs of needed 
health care and these costs are simply shifted on to beneficiaries, 
all the structural reforms that may have succeeded in lowering the 
Federal Government’s costs will not have achieved the goal of pro- 
viding quality affordable care smarter and more efficiently than we 
do today. 

Mr. Chairman, all of us share in the desire for a strong and via- 
ble Medicare Program now and in the future. The program does 
need to be modernized and its financial stability does need to be 
strengthened. The time to start is this year, and the way to start 
is to make some specific incremental changes. 

We look forward to working with you and other Members of Con- 
gress in that effort. 

Thank you. 

[The prepared statement and attachments follow:] 
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STATEMENT OF BEATRICE BRAUN 
MEMBER, BOARD OF DIRECTORS 
AMERICAN ASSOCIATION OF RETIRED PERSONS 


Mr. Cbainnan and members of the Committee, I am Beatrice Braun from Spring Hill, 
Florida. 1 am a member of the Board of Directors for the American Association of 
Retired Persons (AARP). I appreciate the opportunity to testify today on the future of 
the Medicare program. 

As we celebrate the 30th armiversary of Medicare, it is appropriate to consider the 
valuable contributions this program has made. For three decades, Medicare has 
protected the economic security of older and disabled Americans by assuring them 
access to affordable, quality health care. For the 37 million beneficiaries and their 
families. Medicare is not just a policy, budget or political issue - it is the health 
insuratKe program upon which they depend. Recent research conducted for AARP by 
DYG, Inc. found that: 

• Medicare, like Social Security, is viewed as a linchpin of economic security: 
87 percent of the public ~ across all ages — says Medicare is vital to the 
fmancial security of older Americans so they are not dependent on their 
children or frtnilies. 

• The support for Medicate extends across generations - nine out of ten 
Americans under the age of 63 (including 87 percent of those age 18 to 29) 
want Medicare to he there when they retire. 


AARP is committed to maintaining and strengthening the Medicare program for current 
and future beneficiaries. The status quo is no longer acceptable. The rate of growth 
in the program is not sustainable. Moreover, Medicare may be able to adopt some of 
the innovations occurring in other parts of the healthcare system, including the private 
health care market. But changes to Medicare must be made cautiously and carefully. 
The goal of chanyiny Medicare must be to strenylhen the program - not simply to 
reach arbitrary budget targets . Otherwise, we risk heightening the fears of 
beneficiaries and their families that their health insurance plan is at risk - a fear that 
could make real and lasting reform even more difficult in the future. 

Trust Fund Solvencv 

A key issue for Medicare is the fmancial viability of the Part A Trust Fund. While last 
year's health care reform debate did not focus explicitly on this topic, we recognized 
that system-wide cost containment would have strengthened Medicare's fmancial 
stability. In the absence of such reform, we believe that Congress should address the 
solvency issue in a two-stage process — assuring solvency for the next decade, then 
proceeding on a separate track to deal with the longer-term fmancial stability of the 
program. 

The first stage ~ assuring solvency in the program for the next ten years — would 
return Medicare to its historic average term for solvency as reported in the aimual 
Trustees’ Report (See Chart I). Congress has always kept the HI Trust Fund with 
about 7-10 years of projected financing, and there is no need to go beyond that this 
year. Part A savings of about $110 billion over the next seven years would improve 
the near-term status of the fund by delaying the date when the program has to begin 
dipping into reserves, and extend the life of the fund through 2003 — a decade from 
now. 

Extending the near-term solvency of the Trust Fund would provide sufficient time for 
Congress to move to the second stage - crafting the best policy options for longer-term 
fmancial stability. This stage is by far the more difficult because we must deal with the 
financing and health delivery issues related to the retirement of the “baby boom" 
generation in the years following 2010. 
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While Congress can and should begin to consider these longer-teim policy options this 
year, final decisions about such changes should not be made in haste. It will take time 
to consider options fully and to evaluate their impact on beneficiaries and providers. 
This stage should invo lve extensive public e ducation and opportunities for discussion to 
minimize the risks for the program and the anxieties of those who depend on it. At this 
point, there are many unanswered questions about reform options and the potential 
risks for Medicare are enormous. 

Medicare and the Budget Resolution 

AARP believes that Medicare should play a role in reducing the federal budget deficit. 
Our members want a strong economy for their children and grandchildren. The 
Association is committed to working with Congress to determine the appropriate level 
of Medicare savings and to determine what policy changes might best achieve this goal. 
However, the $270 billion in Medicare spending reductions in the Budget Resolution is 
excessive. It is beyond what the program can absorb without jeopardizing quality and 
access and beyond what is necessary to keep the HI Trust Fund solvent for the next ten 
years. It jeopardizes chances for reforms that assure affordable health care for older 
and disabled Americans over the long-term. In short, it is too much, too fast. 

The Budget Resolution proposes to achieve nearly half of its deficit reduction over the 
next seven years out of Medicare and Medicaid. In both programs these are the largest 
cuts ever proposed. The $270 billion Medicare reductions are about 22 percent below 
what CBO projects the current program would cost in the year 2002 and about 16 
percem below CBO projections for spending over the seven year period 1996-2002. 

This is excessive by any definition of a ‘fair share” allocation of budget savings. 

Regardless of whether these proposals are called “reducing the rate of Medicare 
growth” or “cutting” the program, the outcome is the same - higher cost-sharing for 
Medicare beneficiaries and lower reimbursements for providers. When the specific 
policies needed to reach budget targets are examined, it becomes apparent that the 
magnitude of the Medicare savings is neither fair nor equitable - nor is it in the best 
interests of Medicare reform. In addition, the combined Medicare and Medicaid 
reductions are so large - over $450 billion - that if enacted, they will have negative 
impacts on the entire health care system. 

The Impact of Proposed Spending Reductions on Beneficiaries 

An increase in beneficiary payments would come on top of the already heavy out-of- 
pocket obligations beneficiaries face today for health costs. Older Americans currently 
pay about 21 percent of their household income on health care expenses, compared 
with 8 percent for Americans under age 65 - yet older Americans’ median household 
income is roughly half that of those under 65 (See Chart 2). This year, elderly 
beneficiaries will pay, on average, $2,750 out-of-pocket for Medicare premiums, 
deductibles, copayments, Medigap premiums, and uncovered services like prescription 
drugs. This does not include the additional costs beneficiaries face for nursing home 
care and some other long-term care. 


Based on the assumption that increases in beneficiary payments constimte half of the 
$270 billion in savings required under the Budget Resolution, the increased costs for 
the average Medicare beneficiary would be $3,400 over the next seven years. Several 
options have been suggested this year to increase beneficiary out-of-pocket expenses to 
cover half the savings required in the Resolution. These include: 

A New 20 Percent Medicare Home Health Coinsurance; For a beneficiary to qualify 
for Medicare home health coverage, a physician must certify that the care is medically 
necessary and that the client is homebound and in need of only intermittent or part-time 
skilled care (skilled nursing or therapy). In 1996, about 3.8 million Medicare 
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beneficiaries will use home health benefits. A{>proxiniately two-thirds of Medicare 
home health users are women; almost two-thirds are over age 75. Under current law, 
there is no coinsurance for persons who use Medicare home health services. This is 
intended to encourage the use of more effective, less costly non-instimtional services. 
Some argue that because there is no coinsurance utilization is higher - beneficiaries 
allegedly have no disincentive to deter usage. But this view ignores both the purpose 
of home health’s zero copay and the basis on which beneficiaries find themselves using 
the service. 

A new 20 percent coinsurance would require the average home health u ser to pay an 
additional S900 in 1996 and almost SI .200 out-of-pocket in 2002. The very frail 
individuals who need and use home health cate the most, over 700,000 Medicare 
beneficiaries in 2002, would pay an annual coinsurance of over $3,800 in that year. 

Imposing a new out-of-pocket payment would be a " sick tax * on the most frail and 
vulnerable elderly and disabled Americans — those who can least afford it. Almost 80 
percent of all Medicare home health iLsers have annual incomes of less than $15.000 
which means many beneficiaries would lose access to these necessary services. 

Since physicians ate responsible for determining eligibility for Medicare home health 
coverage, a new beneficiary coinsurance is not an effective method for controlling 
potential inappropriate utilization. 

In fact, a 20 percent coinsurance could act as a deterrent to appropriate utilization. The 
rate of growth in home health care has exceeded most other Medicare benefits. 
However, we believe there are legitimate reasons for much of this growth and that 
overutilization by beneficiaries is not a factor. In our view, the evidence shows that 
growth rates are due, in large part, to court-ordered clarifications of coverage rules that 
previously had been very ambiguous and overly restrictive. This bad caused artificial 
and illegal constraints on the availability of services for beneficiaries. Beginning in 
1989, the issuance of new intermediary coverage rules responded to pem-up demand 
and increased the number of meritorious claims submitted for Medicare coverage. 

If there is abuse of this benefit, then we must address it; but we should act based on 
sound diagnosis rather than symptoms. For instance, the data on home health does 
suggest some unaccounted for variations in utilization by region which is a legitimate 
reason for concern. However, imposing a 20 percent coinsurance does not address this 
problem and could create an overly restrictive environment similar to that which 
existed in the mid-1980s. 

In addition, anticipated reductions and changes in the Medicaid program make it 
increasingly questionable whether Medicaid will continue to be required to pay for 
Qualified Medicare Beneficiaries (QMBs) — leaving more beneficiaries vulnerable. 

A Higher Medicate Part B Ptendum: Currently, the Part B premium is intended to 
approximate 25 percent of Part B costs; the remainder of Part B program costs is paid 
from general revenues. In 1995, the premium is $46.10 per mo^, $553.20 annually. 
It is estimated to grow to $60.80 per month, $729.60 anmially, by 2002. The premium 
is deducted from most beneficiaries’ Social Security checks. 

To protect beneficiaries from some of the impact of health care costs that have 
hismrically risen 2 to 3 times faster than the Social Security COLA, Congress has set 
the Part B premium to equal or approximate 25 percent of program costs since 1982. 

In 1990, Congress set the premiums in actual dollar amounts - intended to achieve a 
25 percent ratio. Since 1990, Medicate Part B costs have actually risen more slowly 
than projected ~ hence the premiums have come to cover 31 percent of Part B costs in 
1995, even though they were intended to pay for 25 percent. 
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To achieve savings required in the Budget Resolution, some have proposed increasing 
the premium to 31 percent of Pan B program costs. This could substantially increase 
the Pan B premium over time, thereby shifting higher health care costs to Medicare 
beneficiaries. Under this pixtposal, the premium could jump to roughly $97.70 per 
month, or $1172.40 annually by 2002. That is $442.80 more than the beneficiary 
would pay under current law. Over the next 7 years, most Medicare beneficiaries 
would pay an estimated additional $1,390 for the Pan B premium alone. 

An Increase in the Medicare Part B Deductible to $150, Indexed to Part B 
Program Costs; Each year, all Pan B enrollees pay the fnst $100 in approved charges 
for Pan B services. This annual Pan B deductible is not indexed. Roughly 80 percent 
of Pan B enrollees meet the Pan B deductible. 

Increasing the Pan B deductible ftom $100 to $130 would present a significant barrier 
to access for lower income beneficiaries. Moreover, anticipated reductions and 
changes to the Medicaid program make it questionable whether Medicaid would pay the 
additional costs for low-income individuals under the QMB program. Indeed, states 
have been reluctant, at best, to carry out their responsibility under the QMB program. 

Indexing the deductible would increase out-of-pocket costs for the average Medicare 
beneficiary for each succeeding year. If the Medicare spending reductions in the 
Budget Resolution are divided equally between providers aixl beneficiaries, the 
deductible could grow from $100 today to $270 by 2002 (increasing from $100 to $130 
annually, plus indexing to program costs). The total increase in the deductible over the 
7 year period would be $384 per beneficiary. Beneficiaries with Medigap plans 
covering the Part B deductible would not be immune to the increased out-of-pocket 
costs, since Medigap premiums would almost certaitdy increase to cover the cost of the 
higher deductible. 

A New 20 Percent Coinsurance for Medicare Skilled Nursing Facility (SNF) Care; 
Under current law, beneficiaries are eligible to receive up to 100 days of Medicare- 
covered skilled nursing hicility (SNF) services following at least three consecutive days 
in a hospital. Typical diagnoses for SNF users are hip fracture and stroke. No 
coinsurance is imposed for the first 20 days of coveted care. For days 21-100, 
beneficiaries must pay $89.30 per day in 1993 (one-eighth of the Part A Hospital 
deductible). In some cases, this amount bas exceeded the cost of care per day. To our 
knowledge, this formula can result in one of the highest coinsurance percentages of any 
federal health program. Rather than looking for ways to get more money from 
beneficiaries using SNF services, the formula should be reviewed with the objective of 
making it more rational on policy grounds. 

We have concerns about imposing a coinsurance amount during the initial 20 days of 
care because the average length of coverage is only about 30 days. Lower-income 
beneficiaries will not be able to afford the coinsurance and may be denied access to 
needed rehabilitative services in a SNF. This is particularly true if the proposal to cap 
and block grant the Medicaid program is enacted, because it could seriously jeopardize 
the only low-income protection available uixler current law — including the Qualified 
Medicare Beneficiary (QMB) program. Witbemt this help in paying for SNF 
coinsurance, many seriously ill low-income Medicare beneficiaries might not be able to 
get the rehabilitation they need, and could end up spending additional days in the 
hospital or needing to be readmitted to the hospital. 

A New 20 Percent Coinsurance for Medicare Laboratory Services; Currently, 
Medicare beneficiaries do not pay a coinsurance for laboratory services. Labs are paid 
on the basis of a fee schedule and are-required to accept Medicare payments as full 
payment. Since physicians order laboratory tests — not beneficiaries - a 20 percent 
coinsurance would shift onto beneficiaries costs for services over which they have no 
control. In addition, the low cost of most lab tests makes imposing and collecting a 
coinsurance administratively burdensome. 
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A New Income-Related Premium for Higher Income Medicare Beneficiaries: 

To achieve the savings required in the Budget Resolution, Congress could impose a 
new, income-related premium for higher-income beneficiaries. Some have proposed 
setting the thresholds at $12S,000 for singles and $130,000 for couples. Others have 
suggested setting these thresholds as low as $50,000 for a single person. 

At the highest income categories, beneficiaries could pay 100 percent of Part B costs. 

If the income thresholds for the proposed high-income premium are not indexed, each 
year a greater percentage of Medicare beneficiaries would be required to pay the new, 
higher premium. In the future. Congress could simply choose to lower the income 
threshold, thereby increasing revenues, and affecting more beneficiaries. 

At the same time that an income-related premium would be imposed on Medicare 
beneficiaries, federal subsidies for health care costs for those under age 65 would 
continue, regardless of an individual's income. These subsidies come in the form of 
the tax deduction for employer-provided health insurance and the exclusion of health 
benefits from individual taxes. 

As a result of the savings target under the Budget Resolution, Congress could impose 
higher health costs on higher-income older Americans but would continue federal 
subsidies for corporate executives, middle-aged millionaires, and Members of Congress 
with incomes substantially higher than any Medicare threshold. A recent Price 
Waterhouse analysis estimated that reducing federal subsidies for higher-income 
individuals under age 65 in the same manner as for Medicare beneficiaries - using the 
same income thresholds suggested in the February, 1995 Joint Committee on Taxation 
analysis ($50,00 for singles and $100,0(X) for couples) - would result in federal budget 
savings that are three and half times as large as the Medicare income-related premium 
savings. 

Balance Billing: Beyond the direct impact of higher premiums, deductibles, and 
coinsurance, we are alarmed by prospects for more “balance billing.” This subtle but 
very significant change could occur at three levels: 

• some in the physician community have proposed allowing more “balance 
billing” so they are able to charge beneficiaries additional amounts over and 
above Medicare payments: 

• as health plan choices are expanded, some health plans could seek the option 
to allow providers within the plan to balance bill beneficiaries amounts in 
addition to the health plan payment. 

• as payments to private health plans are ratcheted down in the various budget 
scenarios, those plans will accept the “cuts” but insist on the right to charge 
beneficiaries higher premiums and/or copays; and 

Allowing balance billing flies in the face of shared sacrifice. While these mechanisms 
may slow the rate of growth that the Congress is focused on - the growth in Medicare 
spending - they would only accelerate out-of-pocket spending by beneficiaries, shifting 
considerable costs rather than containing them. AARP believes that the objective of 
any reductions in Medicare spending should be to control health care costs, not simply 
shift them onto beneficiaries. 

What Older Americans Need fro m Medicare Reform 

As the Committee begins to address broader reform of the Medicare program, it is 
important to understand what the public, including older Americans, needs and wants 
from Medicare reform. Like you, AARP devotes a great deal of time and effort to 
trying to understand these views, and would suggest the following: 
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• As noted earlier from the DYG research, Americans value the financial security 
offered by the Medicare program — and they will want to know whether, and to 
what extent, changes in the program affect their financial security. 

• Americans want to know whether they will be able to depend on Medicare’s 
protection or whether Medicare’s “contribution” to their health care costs will 
diminish over time. 

• The DYG study also suggests that Americans maintain a healthy skepticism about 
the elderly being thrust into the private health insurance market. Only 22 percent 
believe it very or somewhat likely that health insurers would sell insurance that is 
equal to Medicare to the elderly, and only 24 percent believe it very or somewhat 
likely that the elderly could afford private health insurance. 

• As noted earlier, Americans of all ages want an affordable Medicare plan available 
when they retire - not just one that shifts costs. There is strong intergenerational 
support, not tension, for Medicare. 

• Americans want incentives — not penalties — to encourage the use of fewer and less 
expensive services, and they want affordable fee-for-service options for those 
beneficiaries who choose or have no option but to remain in it. 


Broader Medicare Reforms 

In order to guarantee Americans a Medicare program that meets these needs, changes 
to Medicare will be necessary. However, these changes should be accomplished in 
carefully designed increments. One of the important lessons of the recent health care 
reform debate is that the Congress should not try to settle in one year all of the 
decisions and steps required to change the Medicare program for the coming years. 

To reiterate the point made earlier in this testimony, we believe that the Congress must 
undertake changes to Medicare in at least two stages. First, to assure solvency for the 
next ten years. Congress should adopt specific changes this year. Then, after a 
thorough public debate. Congress should move in the next few years to adopt policies 
that will address the program’s longer-term financial stability. Such a two-step 
approach need not and should not be a source of delay. Rather, it should and must be a 
means to involve the public. 

A case in point are the successes that have been attributed to large private sector 
purchasers of health benefits. It will be important to examine the strategies that have 
led to claims of cost reductions and more efficient service delivery in the private sector 
and to incoiporate some of those approaches into Medicare as appropriate. But as 
many representatives of the private sector stated before Congress earlier this year, the 
most successful changes in the health care plans of some of the nation’s major 
corporations have occurred because they were undertaken slowly, carefully and with 
considerable input from those directly affected by the changes. We urge you to 
carefully examine how well private sector approaches are working and which lessons 
apply to Medicare beneficiaries. For instance, is the recent slowing in the rate of 
growth attributable to real cost containment or merely a reaction to last year’s health 
care reform debate? Have these approaches been truly tested in the private market? 

Do private sector approaches apply to the unique characteristics of Medicare 
beneficiaries? 

There are number of “reform options" now being talked about that bear careful 
scrutiny. These include; 


Vouchers: There is a lot of discussion of “vouchers” — a term that appears to have a 
variety of different meanings at this point. It will be important to clarify what is meant 
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by a voucher program. For some, it implies that Medicare makes contributions to 
health plans that have been approved by Medicare on behalf of beneficiaries, much like 
an employer-sponsored plan. For others, it implies that Medicare provides a “chit” to 
beneficiaries to use in purchasing any health plan from private insurance companies. 

It is useful to be precise in assessing what is really going on in the private market, 
because it does not appear to us that many large purchasers are providing open-ended 
vouchers. Rather, they are dealing with and rigorously screening and negotiating with 
health plans on behalf of their employees, who then make a choice among those plans. 
If this is the case: 

• Will Medicare, like the typical large purchaser, perform that aggressive purchasipg 
function? 

• What guarantees will health plans give that they won’t simply charge beneficiaries 
higher and higher premiums for coverage? 

• How will the Medicare payment amount be set? How will it be linked to the 
benefit package to assure that it is sufficient to cover the already limited Medicare 
benefit package? 

• Will specific insurance reforms be enacted to assure that ail beneficiaries - 
especially those who are older and sicker — actually obtain coverage and benefits? 
will payment be risk-adjusted? Will beneficiaries be able to change plans 
regardless of their health status? Will premiums be community-rated? If not, will 
they vary by age/ gender/health status? Will all insurers guarantee issue and 
renewal? 

• What marketing and enrollment standards and mechanisms will be set? Will 
Medicare be allowed to manage that process carefully, as do many other large 
purchasers of care? 

• How will beneficiaries with low incomes be protected from higher premiums and 
copayments, especially in the context of Medicaid reform? 

• What quality, access, solvency standards and beneficiary protections, such as 
appeals, will be set and enforced for health plans seeking to offer benefits? 


Managed care: There is a clear movement to managed care in the private market, and 
a great deal of discussion of adopting more managed care approaches wi thin Medicare. 
AARP has supported - and continues to support — assuring a choice for beneficiaries 
that includes health maintenance organizations (HMDs) and other proven managed care 
entities along with traditional fee-for-service. Genuine choice is critical - particularly 
for older Americans who have forged long-standing relationships with physicians on 
whom they have come to depend for their health care. Financial barriers which force a 
beneficiary to sever their physician-patient relationships are not acceptable. 

Once again, there are questions - many of them similar to questions that arise about 
vouchers — about how to proceed; 

• What will be done to “encourage” enrollment in managed care? Will beneficiaries 
have to pay more to stay in the traditional Medicare fee-for-service program? Will 
premiums be increased? Deductibles and coinsurance? 

• Will the current AAPCC payment method be changed? 


• Will managed care plans have to meet the current health plan quality and solvency 
standards? Which ones? Will plans be required to maintain the current policy of 
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eliminating deductibles and limiting coinsurance, or will managed care simply be 
another way to cost shift through cost sharing? 

Medical Savings Accounts: Medical savings accounts (MSAs) coupled with high 
deductible plans have been suggested as one of the Medicare options that should be 
incorporated into a Medicare choice model. This is a difficult approach to assess, 
because it has not been used very much by the large, sophisticated purchasers of health 
care in the private market that are the presumed model for reform. In fact, many are 
concerned about the actuarial implications of the potential for adverse selection if 
individuals are offered MSA benefit options, that appear to operate to the relative 
fmancial advantage of the healthy and to the relative fmancial disadvantage of the sick. 
As a result, broadly inclusive insurance risk pools could be endangered, reversing 
standard insurance principles. Therefore, we believe it is particularly important to 
address a number of issues central to an MSA approach: 

• What is the MSA model, and where and how has it proved workable? How can we 
assure Medicare beneficiaries that they, and the actuarial stability of the program, 
will not be the subject of a multi-billion dollar social experiment? 

• How will the deductible be set? How much Medicare will contribute toward the 
MSA amount? 

• How will the catastrophic plan that insures for costs above the deductible be 
structured? Would traditional fee-for-service Medicare remain an option for 
beneficiaries? Will other options resemble the voucher approach? Will the 
catastrophic plan pay for the full cost of needed services above the deductibles, 
without regard to the type of plan a beneficiary chooses? 

• For plans that cover costs in excess of the deductible, will there be risk-adjusted 
differences in payments (much like Medicare would risk adjust payments to health 
plans under the AAPCC)? 

• For plans that cover any services, whether they be under or over the deductible 
amount of the MSA, what rules will apply for health plans and providers? Will 
they be able to charge anything they want? Is the beneficiary giving up all of 
Medicare’s payment and balance billing protections? 

• Given today’s concern about the viability of the trust fund, how do we protect the 
program against the severe selection problems and threat to the risk pool that could 
arise under a choice model that includes a high-deductible, MSA plan? 

Changing the eligibility age for Medicare: It has been suggested that Medicare’s age 
of eligibility be increased to track the increase in Social Security eligibility for lull 
benefits . This seeming parallel does not take into account that Social Security’s age of 
eligibility for early retirement benefits letnains age 62. Already the average retirement 
age is 62 and many older Americans in their late 50s and early 60$ face growing 
problems of access to, or cost of, health insurance. If Medicare’s eligibility age is 
increased, this problem will worsen. In addition, it creates a disincentive for 
employers to hire or maintain older workers because of the added expense of providing 
health care coverage for a few additional years. 

• Will the changes be linked to eligibility for Social Security? Will there be a smaller 
package or early retiree benefits similar to the Social Security policy? 

• Will employers pick up the cost for the extra years of coverage for those in retiree 
health plans? What is the cost of that provision for employers? 

• Will private insurers be required to sell health benefits to those elderly individuals 
who ate not covered under employer plans but are not yet eligible for Medicare? 
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Benefits: Finally, if we are to make Medicare more like the typical health plans 
operating in the private market, we need to confront the reality that the Medicare 
benefits fall far short of the benefits typical of the plans offered by the large 
purchasers. For example, prescription drugs and preventive services common to health 
insurance coverage for those under 6S are lacking in Medicare. Is the Congress going 
to proceed to truly modernize Medicare - even in areas where benefits should be 
increased? How will such benefit improvements be funded in light of the budget 
targets? 

Structural ChangM in Medicare and the Budget 

While structural changes in Medicare can and should be part of the program's fumre, 
many of the changes under consideration pose hazards to beneficiaries - present and 
future. This is particularly tme when proposals are viewed in the light of the 
extraordinary targets set in the current Budget Resolution. Looking ahead just a few 
years it seems legitimate to question whether Medicare can, in fret, provide its 
standard benefits (whether in traditional fee-for-service, voucher, managed care or 
MSA plus catastrophic coverage plans ) for the amount the program will pay. 
Fundamentally, a question that we alt face today is whether in the fiimre the Medicare 
program will continue to provide a health care plan on which older and disabled 
Americans can rely. 

Older Americans rely on Medicare as their health care plan, but they also view it as a 
cornerstone of their financial security. If, in the future, the program no longer pays for 
the costs of needed health care, and these costs are simply shifted onto beneficiaries, all 
the structural “lefonns'' may have succeeded in lowering the federal government's 
costs, but they will not have achieved the goal of providing quality, affordable care 
smarter and more efficiently than we do today. 

Mr. Chairman, all of us share in the desire for strong and viable Medicare program, 
now and in the future. The program does need to be modernized, and its financial 
stability does need to be strengthened. The time to stan is this year; and the way to 
start is to make specific, incremental changes. We look forward to working with you 
and other Members of Congress in that effort. 



Projection of number of years until insolvency 
of Medicare HI Trust Fund by year of Trust Fund 
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Older Americans Already Spend A Large Percent of Their Incomes 
On Out-of-Pocket Health Costs 
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Chairman Thomas. Thank you very much, Dr. Braun. I thank 
the panel. 

Does the gentlewoman from Connecticut wish to inquire? 

Mrs. Johnson. Thank you. 

I thank the panel for their input. I am pleased to be part of a 
Subcommittee and of a Congress that is confronting the seriousness 
of the crisis in Medicare. As a Member of this Subcommittee, we 
heard that testimony years ago. We heard that testimony 414 
years ago. We would have been in a far better position to solve 
these problems had we been willing to start earlier, and we were 
not willing to start earlier. So we do have a very serious problem 
now. 

I also want to put on the record that there is not any disagree- 
ment about how we can save $180 to about $200 billion over 7 
years. It is basically the last $50 or $60 billion over 7 years that 
is difficult and that we need your help on and we need to listen 
to you on, so that we can do that constructively. It is a program 
that spends $180 billion a year. The $50 billion over 7 years is 
something that I think, if we work well, we can do it together. 

I would say, Dr. Braun, that your comments on the issue of co- 
payments for home care are very well taken. As an example of 
what working together can accomplish, I would have to say that 
the home care industry is also conscious of how, as home care ex- 
penditures are rising, fraud is developing. They will tell you that 
themselves. They have offered us some very constructive sugges- 
tions about how we can do this right. That is the direction that 
many of us are thinking, and any input you have on that I would 
appreciate. 

I want to ask you three or four short questions that come out of 
my conversations with seniors in my district through my senior cit- 
izen centers and town meetings and things like that. 

First of all, one of them suggested, and everyone else agreed, 
that seniors who smoke ought to pay a different premium than sen- 
iors who do not smoke. Yes or no? 

Dr. Braun. I think that is an interesting concept. I wonder 
whether administratively it would be worth going into, but I must 
say it is an interesting concept that we ought to think about. 

Mrs. Johnson. Well, it is one I do want to think about, because 
I think it has some merit, but it is not easy. 

The second thing that they propose is that they be a part of the 
fraud team. 

Dr. Braun. I think that is very important, very important. 

Mrs. Johnson. We have never done that. In fact, one of my frus- 
trations as a Member of Congress is that I have had seniors come 
to me with concrete evidence, and I have not been able to get the 
government, because no government in Washington can possibly 
deal at that level to go after concrete evidence of overbilling and 
of fraud and abuse. 

So I think helping to develop an instrument through which sen- 
iors themselves can say this was not a service delivered and that 
they can get some benefit, be part of the winning team when we 
save that money would be an important contribution to a reformed 
Medicare Program. 

Dr. Braun. I would agree. 
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Mrs. Johnson. You have no objection to that, I assume. 

The other thing that they keep sajnng to me over and over again 
is, Look, higher income earners pay more because we have lifted 
the cap on income. I did not initiate this, but they say it to me and 
I have now run for office five times on the position that higher-in- 
come seniors ought to carry more of their part B premium costs, 
because that is paid 75 percent by the taxpayers. 

I do not have any problem with that. My seniors do not have any 
problem with that. That is one way we can strengthen the system 
and preserve a strong care giving system for seniors earning 
$11,000 and $15,000, and so on and so forth. Do you have any 
problem with that? 

Dr. Braun. I think that is something that certainly needs to 
come into this discussion. But I would say. Congresswoman, that 
if we are going to consider that, we also ought to consider the Fed- 
eral subsidies to the younger generation who have very high in- 
comes and whose health costs are tax exempt. I think high-income 
individuals across the board should be considered if we are think- 
ing of income relating Medicare part B. But I certainly think that 
is one of the considerations. 

Mrs. Johnson. We do, of course, take into account income. The 
high earners pay more into Medicare. 

Dr. Braun. You are right, that is one place that Medicare is al- 
ready income related in the sense that Wgher income individuals 
are paying more into the pro^am. But the fact that those under 
65, even if they are a millionaire and have a very fancy health care 
benefits package, have health care benefits that are totally tax ex- 
empt. That is money that the Federal Government is not getting, 
and that is really a Federal subsidy to wealthy people. So maybe 
we should be considering that, if we are going to consider income 
relating Medicare. 

Mrs. Johnson. That is an interesting concept. Dr. Braun, and 
useful. 

I thank the panel for your comments today. 

Chairman Thomas. I thank the gentlelady. 

The gentleman from California. 

Mr. Stark. Thank you, Mr. Chairman. 

I thank the panel for their testimony. I think it is important to 
remind the seniors — and I hope you will all respond to those mem- 
bers in your organization — ^that, however you classify these $270 
billion in cuts, ostensibly the Republicans will tell you it is to save 
Medicare. They do not want us to talk about saving Social Security, 
because they remember that the seniors will recall that. 

They will not tell us how many years that check is going to be 
good for. Save it for 2 years, 4 years? I do not know what their goal 
is. That has not been suggested. But there is a goal to give a mas- 
sive $285 billion tax cut to the very richest. They talk about bal- 
ancing the budget in 7 years emd cutting $270 billion out of Medi- 
care in 7 years. You begin to think that maybe there is some rela- 
tionship here. 

Are they cutting $270 billion out of Medicare to pay for the $285 
billion tax cut to the richest 1 percent of the people in this country? 
I would suspect so. 
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Now, it is interesting to note that there is a clarion ca’l for us 
to march and hurry up to save Medicare. But these same people 
who are babbling on about saving Medicare just last year suggested 
that — 11 of the Republicans on Ways and Means last year said — 
and these were far smaller cuts, I might add — that the additional 
massive cuts in reimbursement provisions proposed in this bill, it 
was a bill we wrote, will reduce the quality of care for the Nation’s 
elderly. That was 11 Republicans on this Subcommittee talking 
about $160 billion in cuts, and this year they are talking about 
$270 billion. 

One current Member made the following charge last year, a Re- 
publican: “I just don’t believe that quality of care and availability 
of care can survive these additional cuts.” They are less cuts than 
they are suggesting this year. “And that is the price that is going 
to have to be paid to pay for these cuts.” That was last year. This 
is this year, with bigger cuts. 

Mr. Shaw, who is not here today, made the following indictment: 
“The Medicare cuts proposed by the President” — that was last 
year — “would devastate the Medicare Program. The Subcommittee 
must not approve these destructive Medicare cuts.” Yet, he is sup- 
porting much more massive cuts this year. 

A Republican Member of the Health Subcommittee this year and 
last year commented: “I would love to believe that we could achieve 
the level of cuts you have in this bill” — referring to the bill that Mr. 
Gephardt and I introduced last year with far fewer cuts. “But,” this 
Republican goes on to say last year, “history tell us that isn’t pos- 
sible.” 

Now, we would have achieved $168 billion in Medicare savings, 
every penny of which would have been redirected to the health care 
system, not to tax cuts for the rich. This year, the Republican pro- 
posal, these same Republicans who are crying, anguish cries urging 
you, are now prepared to reduce Medicare spending by $283 billion 
and give all of it to the very richest people in this country, cer- 
tainly not the Medicare beneficiaries. 

So I hope that you will respond to your Members to let them 
know, and not these Johnny-come-latelys who are the mail order 
newcomers to this crowd who are basically Republican shills trying 
to sell themselves as representatives of the American seniors by 
buying out Viguerie and some of those shysters, but I am talking 
about respectable representatives of the seniors. 

Please let your members know that the Republicans are increas- 
ing the cuts by hundreds of millions of dollars and trying to con- 
vince the seniors this will save Medicare, when really what it will 
do is destroy medical education, destroy care for the poor, destroy 
quality of care, restrict their choice. Your members will no longer 
be able to go to see the doctor they want to see. The Republican 
plan is to herd them into these cattle-car approaches of managed 
care where they will be forced to be restricted. So spread the word. 
It is important and they should know who is doing this to them. 

Chairman 'Thomas. The gentleman from Louisiana. 

Mr. McCrery. I thank the Chairman for recognizing me to ask 
questions like my colleague from California. 

There is one big difference, of course, from last year to this year, 
and that is that this year the Republicans are in control, and last 
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year Democrats were in control. You certainly did not have a his- 
tory that would lead one to believe we could make those kinds of 
cuts without gutting the provider community and further damaging 
patient-doctor or patient-hospital relationships. So that is a big dif- 
ference that exists this year. 

We are talking about making fundamental changes for the first 
time since 1965 in the Medicare Program, not simply cranking 
down the reimbursement rates, which was the modus operandi of 
the Democrats in control of this Subcommittee and the Full Com- 
mittee and the Congress since 1965. 

So there is a big difference. And that seems to be something that 
the Minority cannot quite get through its head, that we are talking 
about making fundamental changes in the program. They are ac- 
customed to looking at everything with blinders on and crunching 
numbers and relating everything to the per capita expenditure for 
the beneficiary. 

What we are talking about for the first time is making changes 
in how the care is delivered, how consumers of health care react 
to the delivery of health care and the cost of health care, so that 
savings will be accomplished. These savings will not necessarily be 
in terms of less quality or availability, but savings from fundamen- 
tal changes in how we deliver health care in this country and how 
it is paid for, not only with the senior community, but, Ms. 
McSteen, as you pointed out, we are hopeful to make some changes 
in how health care is delivered across the spectrum. 

By the way, your testimony was interesting because you alluded 
a couple of times to the need to get general health care cost in- 
creases down, and I agree with you. But do you not think that has 
been occurring in the private sector for the last couple of years, as 
the last employer community, for example, has been squeezed? 
They have come up with some innovative ways to get their employ- 
ees involved in health programs and preventive care and all kinds 
of things that are now paying dividends in terms of the health sec- 
tor of this country. 

So I agree with you, but I think some things that the private sec- 
tor has done we now need to do in the Medicare sector of the 
health care system, and that is what we are talking about trying 
to do. But those things that we are talking about are seemingly for- 
eign to the people that have controlled this program for 30 years. 
All they want to do is ratchet down the providers, and that is why 
many of us, all of us last year said you cannot do it — ^you cannot 
squeeze blood out of that turnip any more, you are going to have 
to make fundamental changes, and they were not about to make 
fundamental changes. We are. 

So I appreciate very much the testimony of each of you. We may 
not agree on all the detaiils right now, and we may not agree on 
the final product. But at least you have come forward in a spirit 
of cooperation and wanting to work with us to arrive at some ap- 
proaches to solving the problems that we all now admit are in the 
system. 

There has been a lot of talk about the budget and the budget res- 
olution. I freely admit that I do not believe we can as policymakers, 
responsible polic 3 nnakers, allow any program in the Federal Gov- 
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eminent to increase at 10 to 12 percent every year, especially not 
a program as large as Medicare or Medicaid, for that matter. 

Yes, I admit, I will just put myself out there and take the criti- 
cism, it is partially a budgetaiy matter, but it is also more impor- 
tantly a matter of saving the government’s ability to deliver to sen- 
ior citizens at least a level of assurance that they are going to have 
health care in their later years. It is about both things, and I am 
not afraid to admit it is about both things. 

By the way, I have had town meetings, meetings with seniors in 
my district, and they agree that the responsible approach is both 
to look at the budgetary impact and also the quality of service to 
them as senior citizens. I think any American that is concerned 
about the future of this country would agree with that. 

I thank you all very much. 

Chairman Thomas. Any response to the question by Mr. 
McCrery? 

[No response.] 

The gentleman from Maryland. 

Mr. Cardin. Thank you, Mr. Chairman . 

Mr. McCrery, I appreciate your frankness that the reforms and 
changes are at least in part driven by budgetary considerations, 
and I think that is the real problem here. 

There are many of us on both sides of the aisle, both Democrats 
and Republicans, who believe in looking at improvements and re- 
forms within the Medicare system. The difficulty which we are op- 
erating under is we are not looking at reform for what it will ac- 
complish. We are looking at $270 billion and how can we achieve 
it. If it happens to be convenient with the reforms, so be it, but we 
need to achieve $270 billion of savings because of the budget that 
the Republicans have passed that so happens to equate to the dol- 
lars necessap^ for the tax breaks that are in their budget this year. 

And that is what has many seniors very suspect as to whether 
we are going to see reform. What they are worried about is they 
are going to end up not saving the Medicare Trust Fund, but hav- 
ing seniors have less choice and paying more. If we are only con- 
cerned about the trust fund, we would be looking at just Medicare 
part A. But we are looking at Medicare part B. Medicau^ part B 
has nothing to do with the trust fund. Yet, the way this is being 
presented, one would think that Medicare part B is ^so part of the 
problems of the Medicare Trust Fund. It is not. 

I am going to respond to Mrs. Johnson’s point about we have not 
done anything. We did change Medicare in the last 2 years. We 
have in fact, when President Clinton became President, the trust 
fund under Medicare part A was scheduled to be in bankruptcy by 
the year 1999. 'That is no longer the case. We have changed the 
numbers. We have responded to it. So far this year, all the Repub- 
licans have done is take $87 billion out of the Medicare 'Trust Fund 
in their tax bill. So let us talk about reform. We want to work with 
you on reform, but we do not want it to be budget driven. I think 
that is a mistake. 

I would like to ask a very specific question of Mr. Boulter and 
Mr. Hansen. Do you believe that $270 billion is the appropriate 
number for Medicare savings? Do you support that number of $270 
billion that we must achieve in Medicare savings? Do your mem- 
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bers agree that $270 billion is the appropriate number for Medicare 
savings in this year’s budget? A yes or no answer would be appre- 
ciated, and then you could explain your yes or no. 

Mr. Boulter. I will go first, since you mentioned my name first. 
Our members agree that the budget should be balanced. And once 
they know that Medicare is not being cut, that it is actually in- 
creasing 6 percent annually and that they are actually getting 
$117,000 more out of the system than they paid in, they Imow that 
cannot go on. If I say do you want to cut $270 billion, they say no. 
But if I say do you want to increase your Medicare by 6 percent 
and try and save the program and make some reforms which will 
change utilization patterns and hopefully hold down cost, then I 
think they would say yes. 

Mr. Cardin. Just so I understand, in context to the budget that 
has been passed by the Republicans, do you support the $270 bil- 
lion — 

Mr. Boulter. In context, yes, because we do not see any other 
option. 

Mr. Cardin. Mr. Hansen. 

Mr. Hansen. I would say in context, yes. It is a tough number 
and it is going to be a challenge. Quite frankly, we believe that, 
with the right type of reforms, there will probably be greater sav- 
ings than that. There will be* savings that cannot be scored, but 
there are going to be efficiencies that are introduced that are going 
to make that a lot less painful than people are talking about. 

Mr. Cardin. Do you also agree then that we can achieve greater 
cost savings, that We can slow down the growth rate of Medicare 
faster than the private sector can slow down the growth rate of 
their health care costs? 

Mr. Hansen. Well, the private sector has been slowing down its 
health care increases a lot faster than Medicare has. 

Mr. Cardin. That is not necessarily the case. There is disagree- 
ment on that. We think the facts show that the opposite is the 
case. You all are representing health care policy changes. Starting 
from where we are today, you believe that Medicare can grow at 
a slower growth rate per capita than private health care costs? 

Mr. Hansen. I believe that it can grow at least at as slow of a 
rate. 

Mr. Cardin. No, that is not what we have before us. We are 
going to achieve greater cost savings in Medicare in growth rates 
than in private health care costs. 

Mr. ELansen. Well, the numbers that I have seen show that in 
the private health care system it is going slower. Now, I have not 
seen the ones you are talking about and I cannot comment on that. 
But I believe that we can match the type of growth rates that we 
have in the private sector. 

Mr. Cardin. Mr. Boulter, can we exceed the private sector? 

Mr. Boulter. I disagree with your premise, in all due respect. 
I think the cost in the private sector is rising much slower than 
the cost in the public sector, and I do think that we can control the 
rise in cost in the public sector by putting incentives into it and 
by bringing market forces to bear such as competition and choice 
and changing patterns of use by giving control of the funds to the 
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seniors themselves. I think that will make a real difference. That 
is the way the real world is supposed to operate. 

Mr. Cardin. Let me just make the point. You are not accepting 
the CBO projections. We go by the CBO projections. The President 
does not like the CBO projections right now. We go by them. You 
are not accepting that. If you accept the CBO projections, then 
what we are asking is for Medicare to outperform the private sec- 
tor, and neither one of you are addressing that question. Medicare 
can outperform the private sector in the next 7 years? 

Mr. Boulter. I have not studied the CBO report. I do under- 
stand — 

Mr. Cardin. Yet the $270 billion, which assumes a better per- 
formance, and you are not 

Mr. Boulter. I do understand that the private sector costs are 
increasing at a much slower rate, something like 4 percent a year 
than the public sector. I have not seen what you are talking about, 
but I know that that is as fact. 

Mr. Cardin. And you can get $270 billion without knowing this? 

Mr. Boulter. I am saying that we can certainly keep Medicare 
costs from increasing whatever it is now, something like 10 percent 
a year. We can hold that down to a much lower number by putting 
market incentives and bringing market forces to bear into the sys- 
tem. I believe that. Maybe you cannot prove it on paper by scoring 
it, but I believe that. 

Mr. Cardin. We have market forces to bear in the private sector, 
do we not? 

Mr. Boulter. Sir? 

Mr. Cardin. We do have market forces in the private sector. I 
think you acknowledge that. 

Mr. Boulter. We do, and the inflation is much less there than 
it is in the public sector. 

Mr. Cardin. But you are reaching a conclusion that we can out- 
perform the private sector. You do not know the figures, but your 
conclusion assumes that. I would just urge you, you are represent- 
ing a group of seniors, please know the facts. 

Mr. Boulter. I think I do, but there are some facts that we have 
to — we have to put the system in place before we really know the 
facts. I believe that the free market works. 

Chairman THOMAS. The gentleman’s time has expired. 

Mr. Cardin. Thank you. 

Chairman Thomas. I normally would not do this, but rather than 
wait for a later time to intervene, I think we do need to know the 
facts and I think we need to put them into proper context. 

One year ago, the President said we had to fundamentally reform 
our entire health care system because the private sector was going 
to increase at 13 percent a year growth. They were using 3-year- 
old numbers to scare Americans. And when we presented some of 
the new reduced growth rates, the answer was, But how do you 
know those are going to continue into the future? We now have the 
gentleman from Maryland prescient enough to know what the fu- 
ture holds in terms of growth rates. 

It seems to me that if you have got Medicare, I think most people 
agree that Medicare is currently increasing at a rate faster than 
the private sector, that there are some earlier options available to 
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us to make some savings. But I do think that we should at least 
just 1 year after the President was talking about a 13-percent 
growth rate realize the private sector has reduced that by more 
than one-half. 

One other statement: The gentleman said that part A is not real- 
ly related to part B in terms of the cost-driving problems, and that 
is not an exact statement. The gentleman does know that there is 
a percentage payment on part B, and currently it is $46.10. If we 
continue the current growth rate, that same 25 percent payment 7 
years from now will be $113. That is virtually a threefold increase 
in the cost on the same percentage. So it does in fact directly re- 
late, part B directly relates to part A. 

If we can slow the growth even as the President has suggested, 
you would have then a smaller total number to multiply against. 
It has a direct relationship to part B. I frankly think an increase 
on seniors from $46.10 a month to $113 a month, which is what 
will happen if we do nothing and get a bankrupt program in the 
bargain, is totally unacceptable. If we can reduce that rate, if we 
can slow the growth, then the part B premium will be less than 
projected. I believe there is a direct relationship between the part 
A trust fund and the part B program. 

The gentleman from Nevada. 

Mr. Ensign. Thank you, Mr. Chairman. 

I would like to once again call your attention to the checks over 
there. My colleague from California had mentioned that the Repub- 
licans did not say how long those checks would be good for, and I 
guess I would submit that if the Congress had not acted not only 
on Medicare, but also on the rest of the budget, that none of the 
checks that the Federal Government writes in the future would be 
good. 

That is what we are facing. We are facing the future of our coun- 
try, and not just with Medicare, but we are also facing the future 
of our country in the financial stability of our entire country and 
the way of life that we know it. 

Dr. Braun, I would like to address a couple of parts of your writ- 
ten testimony. On the means testing, reading in here, I am not 
really clear. Does AARP support or are they totally against means 
testing any or all parts of Medicare as far as the future is con- 
cerned? 

Dr. Braun. The AARP is against means testing. As I mentioned, 
to some extent, the Hospital Trust Fund and payroll taxes, one 
might call them income related. The higher income people are al- 
ready putting a lot more in and in the end will have the same pro- 
gram, hopefully. 

However, I think one might differentiate means testing from in- 
come relating possibly with part B premiums, and that I think is 
a subject that is up for discussion. That is not something we have 
made any definite decision on, as I mentioned to Congresswoman 
Johnson before. But means testing, no, because we have a lot of 
concerns. If you means test the program, we know the problems 
that we have in the Medicaid system as a means testing, but 

Mr. Ensign. We know that the average Medicare beneficiary 
takes a lot more money out of the system than they ever pay in. 
If it was technically possible to somehow compute that, where they 
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would get their money out first and then be means tested, would 
the AARP be against that? 

Dr. Braun. I would have to withhold any decisions on that situa- 
tion. We would have to talk about it further and see what it would 
mean. 

Mr. Ensign. It is something that I discuss in my townhall meet- 
ings with a lot of seniors, because most seniors at least that rep- 
resent AARP that come to my townhall meetings are against 
means testing, because they feel they paid into a system and they 
deserve the money back. I fully understand that and support that 
concept. 

However, once they have gotten back what they paid in, then 
people that are extremely wealthy and do not have a lot of bills to 
pay at that point in their life, I am not sure that it is not a point 
to at least look at how much money they are making and at that 
point think about means testing. 

Dr. Braun. Also, I think one of the problems would be that that 
is sort of a sick tax. You are going to means test people that get 
sick, and the ones that do not are going to have that problem. 
Somehow that goes against the grain. 

Mr. Ensign. Also in your oral testimony, you mentioned that 
$270 billion is too much too fast. How do we know that is too much 
too fast? How do we know? We have not seen the plan. In other 
words, How do we know we cannot achieve those kinds of savings 
with fundamental reform of Medicare? 

Dr. Braun. I really do not think that is possible. But the other 
thing is that that much is not necessary in order to keep the part 
A trust fund solvent at least for 10 years. That would give you time 
to make structural changes. You are going to have to know a great 
deal more about many of the options that are being suggested. A 
lot of these things have never been tried. We have no idea how 
they are going to work out with this population. 

Mr. Ensign. A lot of them have not been tried with this popu- 
lation, but they have been tried with other retirement populations, 
because those retirement populations have been part of these other 
plans that have worked. So it is not that these are completely 
untested type of programs. A lot of these programs we know do 
work and indeed do save money. 

But just coming out with a statement from AARP that this is too 
much too soon I think is unfair. I think that you should wait to 
hold judgment until the plan comes out and is scored. I think we 
all have to work together on this. 

Dr. Braun. I would agree with you. 

Mr. Ensign. We have to say I have three grandmothers that are 
totally dependent on Medicare. We absolutely have to save this sys- 
tem. If we do not save the system, too many people will suffer. So 
what is the best way to fundamentally long term save the system? 

Dr. Braun. Congressman, you could save the system for 10 years 
with $110 billion and with that you are buying yourselves time to 
do a long term. 

Mr. Ensign. Why do potentially a short-term fix, if you can do 
a potentially long-term fix? 

Dr. Braun. Because you need more experience with some of the 
things you are suggesting for the long-term fix. 
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Mr. Ensign. Why? 

Dr. Braun. Because we really do not know how they are going 
to work for this population. 

Mr. Ensign. We have experience 

Dr. Braun. We do not have report cards, for instance, on the 
chronic illnesses. What good is a report card of how many prenatal 
visits we want to make or how many 

Mr. Ensign. Those kinds of changes can be made during the 
progress, though. Those kinds of changes can be made during the 
next 6 or 10 years. We can make those changes, if we see some- 
thing that is not working. I do not understand the opposition to 
fundamentally changing Medicare to be able to save it for the long 
term, shoot long term, have long-term thinking. 

Dr. Braun. We need to do that, but I do not think we need to 
do it immediately. We need to buy ourselves more time in order to 
sit down and work out what is going to be the best. And we are 
learning, because we are getting more seniors into managed care. 
We are learning gradually more about that situation, and I think 
that we just need to buy a little more time and then immediately 
sit down and work out long-term solutions, but buy ourselves 3 or 
4 years to do that. 

Mr. Ensign. The only thing I would caution, just to finish, Mr. 
Chairman, is that it reminds me of what happens if you do not aim 
for a target, you are bound not to hit it. Sometimes if you do not 
set goals, if you do not set your mindset right, the thinking toward 
fundamental change and fundamental solutions long term, if you 
set for a 10-year solution, you can fix that. But if you looked for 
a longer term solution and a fundamental saving of Medicare over 
a longer period of time, I think you have a much better chance. 

Dr. Braun. We need this, and if you put it off, you do not want 
to just totally forget about it just because you have got it saved for 
a few years, no, you need long term. 

Chairman Thomas. The gentleman’s time has expired. 

The gentleman from Wisconsin. 

Mr. Kleczka. Mr. Chairman, I have a series of questions, so I 
would like some quick answers from the panel. But I would like to 
say. Dr. Braun, that we have a lot of discussion in this Subcommit- 
tee on Medicare Select, and it looks and smells like a good pro- 
gram. We have extended it. One of the pilot States is my State of 
Wisconsin. But in your response, you indicated let us not rush 
headlong into this, not knowing what is going to happen. 

We have had some years of experience in Medicare Select and we 
have found that the government has not saved any money from the 
programs. So I agree with you, if we put our entire population of 
Medicare folks into HMOs and we do not save $270 billion, the sys- 
tem blows up. We had some experience with Medicare Select where 
the beneficiaries are happy, but the government is not saving any 
dollars. Now, maybe over the long run we will. 

A couple of questions of Mr. Hansen and Mr. Boulter. First of all, 
in answer to Congressman Cardin, you both agreed that the $270 
billion reduction in Medicare expenditures is doable. You also agree 
with the plan by the American Medical Association where cost con- 
trols will be taken off physicians. In fact, their plan indicates that 
physicians will be receiving some $14 billion more. 
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Mr. Hansen. Actually, I thought that all of the ideas have come 
through in the panel before. 

Mr. Kleczka. No, just the one. I have only a limited amount of 
time. Physicians are advocating no cost limits on doctors’ billings. 
Does your group agree with that? 

Mr. Hansen. I would not be prepared to say. We do not have any 
specific comment on that. I think the plan has to be looked at. 

Mr. Kleczka. Mr. Boulter, does your group have any opinion on 
taking any cost controls off physician services? 

Mr. Boulter. We do not endorse the AMA plan, but we do not 
think the answer is just to keep 

Mr. Kleczka. Just that portion of it I am asking about. 

Mr. Boulter. We do not believe in cost controls. Representative 
Kleczka. 

Mr. Kleczka. So doctors charge whatever they want — whatever 
the 

Mr. Boulter. We believe in the marketplace. We do not believe 
in government controls. 

Mr. Kleczka. Right. Good. 

I am aware that you surveyed your members and you asked the 
question of whether or not your members oppose cutting Medicare 
by $233 billion or more. Could you give the Subcommittee the out- 
come of that survey? 

Mr. Boulter. I do not have the exact figures on that, but I can 
get them. Would you restate the question? 

Mr. Kleczka. The question that you asked your members. Do 
your members oppose cutting Medicare by $233 billion or more? It 
was much less than $270 billion. This survey that you sent out to 
your members, do you recall what the outcome of that survey was? 

Mr. Boulter. I will have to get that for you. I will give it to you. 

Mr. Kleczka. 64 percent oppose that, and 19 percent supported 
it. So I am assuming that if you would ask the $270 billion cut 
question, probably more than 64 percent might oppose it. But you 
come here saying you are representing your group, while they are 
opposing even an amount of $233 billion. 

Mr. Boulter. I appreciate the question. I am trying to answer 
it, when Mr. Cardin asked roughly the same question. If you say 
to seniors, our seniors or anybody else’s seniors. Do you want your 
benefits cut?, Do you want your premiums to go up?. Do you want 
all of that?, they say no. If you say do you want a check for zero 
in 2002, or do you want a check for $6,700, they want the check 
for $6,700. 

Mr. Kleczka. That is a figment of your imagination. 

Mr. Boulter. No, I think that is a real situation. 

Mr. Kleczka. Dr. Braun, I have a postcard, I received one post- 
card from a member of the Senior Coalition, and in the last para- 
graph of the postcard the person — it is a preprinted postcard — the 
person signed this statement: “I oppose any plan to turn Medicare 
into an AARP-style health care program. We need to open up Medi- 
care to free market reforms . . . .” 

My indication of your testimony was that AARP does support 
your changes in the Medicare Program, and I am sort of perplexed 
why this one senior group would be going after another senior 
group. Have you seen this postcard? 
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Dr. Braun. I have and I have requested 

Mr. Kleczka. What is going on here? 

Dr. Braun. You would have to ask them. 

Mr. Kleczka. You do not know? 

Dr. Braun. I do not know. 

Mr. Kleczka. Mr. Hansen, what is going on here? 

Mr. Hansen. Last year, the AARP supported and endorsed the 
health care plans that most seniors did not support and we do not 
want to see Medicare pushed that much. 

Mr. Kleczka. Well, that was the health care plan that this Sub- 
committee worked on which, in effect, cut $160 billion under Medi- 
care, put the bulk of those dollars back in through expanded physi- 
cian or prescription coverage, and so forth, and the Republican 
Members oppose that. Now we are looking at $270 billion, and you 
think your seniors are going to buy that, when you claim they did 
not support the $160 billion last year? 

Mr. Hansen. It is a fundamental different way of going about it. 
We would not be supporting this, if all Congress were doing is talk- 
ing about going in and chopping. But the idea of going in and actu- 
ally making reforms to allow people to have more choices and more 
options we think are actually fairly 

Mr. Kleczka. If you take off the controls like we talked about 
for physicians, that out-of-pocket expenditure for your seniors is 
going to go right through the roof. Where are they going to get the 
money from, I do not know. It is nice to show a check here in 
2002 — I cannot see it — of over $6,000, but that is based on a 
growth of 4.6 percent in that voucher. However, I know full well 
that medical health care costs are going to grow at 6, 7 percent and 
possibly higher. 

In fact, I recently met with some health officials in my district, 
in Milwaukee, Wisconsin, and they indicated to me — and we are 
going to have some experts on other panels — they indicated to me 
that 1995 health care costs are running at a 15-percent increase. 
Now, we are not going to know the actual ending percentage until 
the end of the year, and we are not going to know the effect on pre- 
miums until next year. 

But, my friends, the pressure is off for any major health care re- 
form. IMien it was on, yes, we saw a 3- and 4-percent health care 
inflation. The pressure is off. The health care provider folks are 
getting reimbursed. I think no one is watching, and we see today — 
and you can respond, if you know better or worse — that health care 
costs are rising this year at 15 percent. 

If you get a 15-percent inflation a couple of years during that 7- 
year period, that $6,000 is not going to buy much, if an^hing. If 
that is the voucher that we send to seniors under this new system 
or this new ^ise, I know full well that we will wipe them out with 
one illness, because the rest is going to have to come from out of 
pocket. 

Providers are not going to accept less just to be generous. They 
do today, because we make them or they are forced to. But once 
we take the curbs off and inflation at 15 percent for a couple of 
years, we are going to have a real problem, no matter what that 
amount, especially if it is only $6,000. 

Ms. McSteen, do you want to respond to that? 
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Ms. McSteen. I think it is essential that we address these prob- 
lems and with some reason. We do recognize, and I think my testi- 
mony reflects, that Medicare is a colossal system and it must be 
looked at like others. We would certainly plead for consideration of 
those seniors who really have not had an opportunity to be exposed 
to other voucher systems, MSAs, or whatever. 

I think even though we have Medicare Select, we still have to 
have some more experiments and some test States before we can 
say to the very vulnerable senior — not all seniors are the same, but 
to the most vulnerable, that we want to make certain that out-of- 
pocket increase does not become prohibitive. It is already a problem 
in home and community care. The challenges of extra out-of-pocket 
costs will only severely impact those individuals who can do better 
at home and for less expense. 

Chairman Thomas. The gentleman’s time has expired. 

I want to thank the panel. We will recess 

Mr. Gibbons. Are we through or what are we doing? 

Chairman Thomas. I am sorry, Sam, I did not know you had 
come. We were going to recess for 1 hour and come back at 1 
o’clock. I checked with the guests to the Subcommittee. You were 
not here at the time that I checked. If the gentleman would like 
to inquire 

Mr. Gibbons. Dr. Braun is almost a neighbor of mine. I used to 
go hunting up there at Spring Hill, in that area. I wanted to wel- 
come you. You give us wise words of wisdom there. 

Yes, none of us are defending the status quo. We ought to be 
looking at long-term changes in the Medicare Program, although I 
do not think anybody has got any magic in it. People do get old and 
they do get sick and Medical science moves ahead. But nobody 
knows what is really ahead for us except eventually we will die and 
dying is awfully expensive in our society. 

What worries me about what I see here. Dr. Braun, is that we 
are going to do this in reconciliation. We are going to change a pro- 
gram that 39 to 40 million people are involved in. Eight million of 
them are women with incomes of less than $8,000 a year, and we 
are going to throw them into HMDs, which are in some places ef- 
fective. In Florida, we have had some horrible examples of what 
HMOs can do to people. 

I was going to make a political speech. The Republicans have 
been predicting the demise of this program before it was adopted, 
but I will not make that speech. But we are not going to take it 
up in this Subcommittee until after the recess, which means the 
middle of September, and we are going to have completed it by the 
end of September, along with all the other things we do. 

Frankly, I have not seen a program yet that my friends on the 
Republican side are going to put forward. They have got the votes. 
If I were you all, I would really hold on and scream for help, be- 
cause we are all going to need it. Nobody around here is smart 
enough to understand all the changes that ought to be made in 
that short a period of time, and we just have not seen any paper, 
we have not seen any program, we have not seen any design, and 
we are going to swallow it all in 1 week or so. 

So I will be calling you up there in Spring Hill. Thank you for 
coming. 
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Mr. McSteen. Thank you. Congressman. 

Chairman Thomas. I thank the gentleman from Florida. 

Obviously, we are going to be moving forward in the legislative 
process. That is why we have held almost a dozen and a half hear- 
ings, and we are going to hold a significant number yet to come. 

I can assure the gentleman from Florida that we will provide him 
with paper over a longer period of time than the usual 48 hours, 
and I will place in the record the timeframe between when we were 
given paper on Chairmen’s marks on major massive pieces of legis- 
lation in which there were 24- and 48-hour periods. And I want to 
assure the gentleman from Florida that we will not do that. So he 
can rest assured there will be plenty of time when we finish the 
work product to be able to take a long look at it, as we continue 
these hearings. 

One other point I want to make just for the record. It is my un- 
derstanding that Medicare Select was never scored as a program 
that was supposed to provide savings. It was scored for the pur- 
poses of offering a choice structure under the Medigap Program. 
And if it was going to save money, that would have been serendip- 
ity, because it was never structured for that purpose. 

Mr. Kleczka. Mr. Chairman, would you yield on that? 

Chairman Thomas. The gentleman from Wisconsin. 

Mr. Kleczka. Nevertheless, I think it is in order to ask the ques- 
tion which I did of HCFA when they were here. But the point re- 
mains that if in fact we are going to move the bulk of the popu- 
lation or a majority of the population of the Medicare folks into a 
Medicare Select or an HMO-type system and we end up saving no 
dollars, where on God’s Earth are you going to get your $270 bil- 
lion? 

Chairman Thomas. I would tell the gentleman that if he would 
look at the current Medicare Program, the way in which they score 
the risk selection is 95 percent of the fee-for-service structure 
which does not give you any indication of the kinds of administra- 
tive savings or other savings that are going on in the private sec- 
tor. 

If he wants to find savings, he should at least support the idea 
of a choice mechanism within Medicare which does not tie itself to 
such an arbitrary funding mechanism as 95 percent of the fee-for- 
service. So there apparently is some groundwork that we can work 
together on to create a system that truly reflects the kinds of sav- 
ings in the private sector that would be reflected in a Medicare 
Program that had a choice for seniors. 

Mr. Kleczka. One further response to the Chairman. I would 
like to join with the Chairman and support that concept. But if in 
fact it does not get us to the goal, and let us say it is a 10-year 
or 15-year savings plan with that type of a shift, then we are going 
to have to look at other options for the 7 years, and I do not think 
we can sell the populous effect that this will occur in 7 years, if 
all our data says it is going to take longer. 

Chairman Thomas. I would tell the gentleman that some wise 
man one time said that, in fact, going is the goal, and if you do 
not start, you do not start going. 

The Subcommittee stands in recess until 1 o’clock, at which time 
we will take up the other two panels on today’s agenda. 
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[Whereupon, at 12:17 p.m., the Subcommittee was in recess, to 
reconvene at 1 p.m., the same day.] 

Mr. Ensign [presiding]. Let us reconvene the Subcommittee 
hearing. 

We have the next panel before us testifying: Richard Davidson, 

P resident of the American Hospital Association; and Thomas 
cully, president and chief executive officer of the Federation of 
American Health Systems. 

We welcome you both. Mr. Davidson, why don’t you proceed with 
your testimony. 

STATEMENT OF DICK J. DAVIDSON, PRESIDENT, AMERICAN 
HOSPITAL ASSOCIATION 

Mr. Davidson. Thank you, Mr. Chairman. 

Good afternoon. I am Dick Davidson, president of AHA, the 
American Hospital Association. AHA includes in its membership 
some 5,000 hospitals, health care systems and networks, and other 
providers of care all across America. 

Just to open, Mr. Chairman, many of your constituents back 
home are going to be taking to the road this summer on their vaca- 
tions, and you can bet they do not want to start their trips without 
a map to kind of guide them on their way. And I think Confess 
has made a clear determination that it is going to set out on a jour- 
ney and you have decided on a destination some $270 billion in 
Medicare spending reductions over 7 years. That is a very signifi- 
cant destination, and now comes the hard and difficult part, and 
that is getting there. 

Our testimony today is a roadmap of sorts designed to help you 
arrive at Medicare spending reductions — ^from our perspective — the 
right way. I am going to describe four principles, Mr. Chairman, 
that have guided the AHA and our membership throughout Amer- 
ica through the budget process. In our view, by adhering to them, 
you can help ensure that high-quality health care will be main- 
tained for the patients and the communities that we serve, and at 
the same time you can save money and make Medicare work bet- 
ter. 

The first principle is changing the system itself. The majority of 
spending reductions in Medicare must be gained by improving the 
health care system overall, and this includes giving beneficiaries a 
lot more options like the ability to choose coordinated care plans 
provided by community-based organizations held accountable for 
quality. 

And to achieve these kinds of goals, there are a variety of issues 
that must be addressed just outside of Medicare itself, and these 
are: Health plan definitions, eliminating patient referral restric- 
tions, hospital antitrust reform, rejecting any willing provider re- 
quirements, eliminating burdensome regulations and, of course, 
malpractice reform, and you all have taken the leadership on that 
front. 

These reforms can change the overall health care delivery sys- 
tem, but the real question is what about Medicare itself, and that 
leads to our second principle. We are calling for the creation of an 
independent national commission on Medicare to begin thinking 
long term. This year is the 30th anniversary of the enactment of 
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Medicare. It is a program that has served people well and needs 
to be looked at perhaps more carefully for the next 30 years, and 
we think that it is essential to have an independent commission do 
that. And hospitals and health systems are willing to do their 
share by accepting some reductions in the program, including re- 
ductions in provider payments. 

We worked earlier, Mr. Chairman, this year with the Senate En- 
titlement Task Force on an approach that would get you $160 bil- 
lion in specific Medicare savings mostly through restructuring. The 
remaining $110 billion can be achieved through the work of an 
independent commission to lay out what could happen after you 
reach the $160 billion. 

In our view, creating an independent commission allows you to 
adhere to the budget resolution without having to make complex 
Medicare policy decisions too quickly. And the commission should 
be permanent, not a one-time commission to come up with a set of 
recommendations, but to exist on a permanent basis with over- 
sight — on a continuous basis — of the Medicare Program. This is too 
important an issue not to move in that direction. We need to begin 
thinking in the long term, and our view of creating a commission 
is to find rational ways to constrain growth in the Medicare Pro- 
gram. 

Speaker Gingrich has said on several occasions, and we strongly 
agree, that every penny saved on Medicare should be reinvested in 
the program. None of the savings should go outside to finance other 
initiatives. And financing brings us to our third principle, which is 
shared responsibility. 

Incentives that move Medicare toward coordinated care can serve 
patients better and save money. But reaching the goal of $270 bil- 
lion will mean a financial effect on everybody that has got a stake 
in the Medicare Program. That means hospitals, doctors, other pro- 
viders and beneficiaries. In our view, doing business the old- 
fashioned way, which is just cutting provider payments, is not the 
answer. And to address Medicare’s long-term problems, everything 
should be on the table, in our opinion — program structure, benefits, 
beneficiary cost sharing, eligibility, program revenues, and provider 
payments. 

Making hospitals and health systems bear an inordinate amount 
of the burden is going to harm the quality of service, and so we 
need a fair and equitable approach at dealing with these things, 
which takes me to my final principle, Mr. Chairman, and that is 
ensuring access for the Nation’s most vulnerable. We know that 
this Subcommittee does not deal with Medicaid, but our fourth 
principle concerns access to health care for our most vulnerable 
citizens, the elderly, poor children, and pregnant women, and the 
disabled. And the decisions that other Subcommittees make on 
Medicaid can have dramatic effect on providers of health services, 
and they need to be considered as we move ahead. 
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So we look forward, Mr. Chairman, to working with the Sub- 
committee to try to achieve your objectives in terms of the size of 
the reductions in growth. We want to look at these as opportuni- 
ties. We are obviously not happy with the number, but we under- 
stand it is the number and we are prepared to work with you to 
help you achieve the objective. 

Thank you. 

[The prepared statement follows:] 
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Mr. Chairman, I am Dick Davidson, president of the American Hospital Association. The 
AHA includes in its membership 5,000 hospitals, health care systems, networks and other 
providers of care. I am pleased to testify on their behalf about how the tough decisions you 
will be making could, if based on the principles Vm about to outline, result in a more 
effective and efficient Medicare program. 

Congress has decided on its destination: a balanced budget by the year 2002, including S270 
billion in Medicare savings. Now comes the hard pan •• getting there. America's hospitals 
and health systems have long recognized (hat the brakes must be applied to a budget deficit 
that is running out of control. However, we remain deeply concerned about the magnitude 
of pre^tosed reductions in Medicare and Medicaid ending. But we are committed to 
working toward a solution that takes us to our national goal of fiscal responsibility without 
sacrificing the premise of health care protection for older, disabled, and poor Americans. 

Ho^itals and health systems worked with the Senate Entitlement Task Force to develop an 
approach that would save $160 billion in Medicare ending over seven years, mostly 
through restructuring the program. And we've worked with the Republican leadership on 
how we can achieve further efficiencies in (he program by dramatically changing the way 
medical services are provided and paid for. 

Now, authorizing committees such as this one will try to chart a course to get Congress to its 
balanced budget destination. To help you alcmg the way, bo^itals and health systems o^er a 
road map — our four principles for the reconciliation process that we believe can help 
improve the entire he^th care delivery system — and, at the same time, strengthen the 
Medicare program for older Americans and the people who provide their care. 

These are our four principles: 

• Change the delivery system to encourage more use of coordinated care ~ coqwrating 
groups of ho^itals, doctors, and others who knit the fiagmented delivery system 
together for patients and have powerful incentives to control costs. 

• Change the process by which Medicare benefit and binding decisions are made. 

• Make sure stakeholders absorb spending reductions. 

• Ensure access to high-quality health care for our most vulnerable populations - the 
elderly, poor and disabled. 
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These principles have guided us throughout the budget process. The nation's ho^itals and 
health systems ht^ that they will guide you as you make the tough choices required in the 
weeks ahead. 

Change the delivery system 

This is probably the most fundamental and essential of our principles. Quite simply, the 
Medicare program is a dinosaur. Change has infiltrated almost every aspect of the private 
health care sector, and public programs like Medicare must catch up to be effective in the 
future. The key is to restructure Medicare to encourage more use of coordinated care. 
Coordinated care is working in the private sector, and it can work in Medicare as well. 

Coordinated care's responsibility for a range of health services can improve quality because 
an entire network of providers is held accountable for a patient's care. Coordinated care can 
also cut costs by shifting the focus of health care from sickness to wellness. Hospitals and 
health systems support efforts to make available to older Americans the same care, plan 
options, and health plan information that is available In the private market. Medicare must 
t^e advantage of the efficiencies that have been achieved in the private sector. Here's how 
Congress can help the program do that: 

• Expand the types of plans that Medicare beneflciaries can choose — Currently, 
beneficiaries can choose care throu^ some headth maintenance organizations (HMO) 
or from traditional fee-for-service providers. Medicare should also contract with the 
growing number of non-HMO networks of care that meet high standards for quality 
and public accountability, and offer a full continuum of services for a fixed premium. 
New kinds of contracts could be negtKiated with these non-HMO networks in which 
the networks and the Medicare program would share risk. 

• Provide seniors with more infonoation on health care plans — send information on 
available health care plans directly to Medicare enrollets. Give them an annual report 
that compares coordinated care plans to fee-for-service plans on the basis of 
premiums, supplemental benefits, cost sharing, and quality ratings. This will make 
seniors more knowledgeable consumers and will highlight the benefits of coordinated 
care. 


• Provide financial incentives for benendartes who choose coordinated care options 
available in their area. In most areas, these plans offer comprehensive services at 
lower titan current fec’for-service prices. They often give seniors better value for 
their Medicare dollars by eliminating co^ys in deductibles or adding benefits such as 
prescription drugs. 

• AUow for an open enroUment period each year, during which Medicare 
beneficiaries can elect to receive services from a coordinated care plan. And make 
their choice of a coordinated care plan valid for one year instead of the current 30-day 
period. That will enable the plan to better manage the patient's needs and practice 
preventive care. 

• Model Medicare after tbe Federal Employees Health Benefit Program - The 
government makes a fixed contributicm and the federal employee chooses from a wide 
variety of plans. Medicare could do the same for its beneficiaries. 

a Fix the curmt methodok^ used to pay Medicare risk contractors - The current 
payment system is flawed; Ccmgress has directed the Health Care Financing 
Administration (HCFA) to propose revisions by October. Current payment is based 
on the Adjusted Average Per C^ita Cost (AAPCC) of care in a county, and it can 
vary from place to place. Medicare should eliminate geographic inequities in 
payment across counties, inequities due to variable health status of local populations, 
and inequities due to differential utilization of services in local areas, which affects 
costs and the calculation of the AAPCC. 
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At the same time. Congress must eliminate barriers that discourage the creation of 

coordinamd care networks by inhibiting provider coc^ration -- the heart of coordinated care. 

For instance: 

• Physician self-referral law (known as Stark I and Stark II), which prohibits referrals 
when a financial relationship exists between the physician and the entity to which the 
physician refers a patient, is unclear. It must be modified. The original goal - to 
prevent physicians ^m referring patients for unneeded services based on the potential 
for financial gain - remains valid. But dte law was drafted in a different era of 
health care. Today, it creates an impediment to hospitals, physicians and others 
trying to work together to coordinate care and eliminate duplication. Because any 
truly coordinated system involves a varies of referral and financial arrangements, the 
law should be re-examined and fine-tuned. 

• The ‘‘ana-kickback” law, which prohibits payment in exchange for referrals of 
Medicare and Medicaid patients, should be modified. The federal government is 
actively— and properly-working to ferret out waste, fraud and abuse. However, a 
vague law, broad interpretations, and expansion of the law's reach and sanctions 
without clarification, have OHnbined to create confusion over what kinds of 
arrangements providers may establish. Congress should make basic changes to the 
law to clear up its intent and provide more precise interpretation. 

a “Any willing provider” and related laws such as mandatory ”point-of-service" 
requirements erode the ability of networks to maintain both clinical quality and 
standards and their ability to work widi the most efficient providers. Congress should 
reject such measures. All health care providers qualified to be in a network should 
receive fair, reasonable consideration, and networks must have high standards for the 
number, type, and location of providers made available to enrollees. But in order 
for networks and systems to provide efficient, effective and better-coordinated care, 
they must be able to choose providers they feel will work best within the network's 
go^s and objectives. 

• Antitrust policy should encourage providers and their communities to assess local 
health care needs and act to address those needs. Where providers are uncertain how 
their activity will be viewed by federal and state antitrust enforcers and courts, the 
risk of high fines and long and expensive litigation can discourage innovative health 
care arrangements. Congress should consider a case-by-caae review process that, 
where appropriate, protects a specific activity designed to provide hi^-quality, cost- 
efficient care. The process should streamline the administrative procedures for 
providers seeking to merge. And additional regulatory guidance on issues such as 
multi-provider networks, how antitrust policy applies in rural areas, and encouraging 
state attorneys general and courts to cooperate are also needed. 

We also recommend legislative changes to encourage development of ctMumunity-based 

delivery systems that coordinate care among providers and to tailor care ccmimunity needs. 

Such changes should help define health plans by: 

• Ensuring that all plans meet minimum standards, including coordination of care 
requirements. Standards diould address issues such as solvency, market conduct, 
complaint and appeal processes, claims processing, quality assurance, and provider 
selection. 

• Protect the public interest by ensuring that health plans have the financial capacity to 
provide covered benefits and protect against insolvency. But it is important to 
distinguish between insurance plans baaed on contracts to finance coverage, and 
service benefit plans based on commitments to care. 


Focus the system on keeping people well in addition to high-quality care when they're 
ill or injured. Minimum requirements for health plans should focus on the legal 
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obligation of a plan to iu enrotlees.- But it is also reasonable to move all plans toward 
a greater role in improving the health status of the community by including preventive 
services in the benefits package and holding all plans accountable for their approach 
to improving enrollee health status. 

• Encourage capitated payment arrangements. They create incentives for the prudent 
use of health care dollars. Central here is Che ne^ to be sure communicy^based 
delivery networks can contract on a capitated basis with health plans withoui 
becoming subject to insurance regulation. 

• Ensure a high standard of public accountabilicy for all health care providers and plans. 
All plans should rqx>rt publicly on their cost, quality, performance, enrollee health 
status, and consumer satisfaction. While we still ne^ to develop apprc^riate 
measures, it is time to respond to the public's demand for better information to help 
them decide where and how to seek coverage and care. 

•. Reform the insurance market to end barriers to coverage based on health status or the 
expected use of services. Basic insurance reforms--some of which need to be applied 
to employer ERISA plans as well as statt-iicensed plans—are important to the majority 
of people in this country. This is particularly true for people under age 65 who have 
private insurance, but are increasingly insecure about whether coverage will be there 
when they need it. 

In addition, ho^itals support the enactment of comprehensive federal legislation to simplify 
administration of the health care system. And as we move toward electronic data interchange 
(EDI), there is a critical"and simultaneous-need to protect the privacy and confidentiality of 
individually identifiable health care information. 

A simple, effective system is critical not only to coordinate care and collect and report 
quality data, but to track financial obligations as well. Each practitioner, health care facility, 
and health plan will need a common language and understanding about how to share 
information with each other and the public. 

Finally, a host of regulations should be eliminated. Many of them are duplicative because 
other protections are in place. Others would allow more reasonable approaches to reaching 
public policy goals. The administration recently said it would eliminate the Medicare 
requirement that physicians, in addition to ho^itals, attest to the accuracy of the diagnoses 
and procedures coded on each inpatient hospit^ bill. This is a good first step, but there's 
more to be done. We'd be happy to provide a list of regulations that should be eliminated. 

These recommendations for restructuring the health care system can go a long way toward 
making Medicare more efficient, effeaive and user-friendly for future generations. But it is 
just as important that the decision-making process for Medicare be overhauled as well. 

Ad Indepttident ChizMis' CommissioD on Medicare 

This overhaul is best accomplished by the creation of a citizens' commission on Medicare. 

The members of this panel and others will be facing lough choices in order to achieve the 
savings proposed in Medicare ending. But, according to the recently approved budget 
resolution, those savings would only extend the viability of the Hospital Insurance Trust 
Fund (Part A) for a few years. 

Meanwhile, the number of Medicare enrollees will continue to grow rapidly. When 
Medicare became law 30 years ago, 19.1 million people were covered; today's 37.5 million 
Medicare-insured Americans will increase (o more than 40 million in five years. The 
average one-eamer couple retiring in 1995 will use an estimated $126,700 more in Medicare 
benefits than they paid in taxes and premiums. In just 15 years, the nation's 77 million baby 
boomers will start turning 65. And not too long after that, there will be only two workers 
supporting each enrollee. instead of the four supporting each enrollee today. 
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Clearly, we must be thinking now about the long-term future of Medicare. While Congress 
must be held ultimately accountable, an independent commission could provide Congress an 
important level of public trust and debate. The American pet^le have a right to know that 
what their nation ^nds on Medicare is buying die best benefits and the most efficient care. 
They should be confident that federal budget pressures won't endreiy dictate how health 
services are provided for older Americans now, five years from now, or 30 years from now. 

An independent citizens' commission can do this job, and put the "trust” back in the trust 
fund, llie commission would annually assess how much money is needed to maintain 
current commitments. Then, Congress can set a target ~ through its regular budget 
resolution - for how much it wants to qiend on Medicare. The commission would hold 
public hearings, translate the congressional budget target into recommendations for a benefit 
package and provider payment rates, and present Congress with its recommendations -- 
which would then be voted up or down as a package. 

We believe a bipartisan, citizens' commission on Medicare should be permanent, with a life 
expectancy beyond the current crisis. Otherwise, older Americans will continue to be caught 
in the political crossfire obscuring the real issue: how to provide quality, cost effective health 
care to a growing number of people. Creating an indq>endent commission doesn't mean that 
we won't constrain growth; it means we'll do it rationally and publicly. 

Shared responsibility 

Ho^itals and health systems are wilting to work tt> both reduce the budget deficit and ensure 
that the Hospital Insurance Trust Fund remains sdvent. But both goals must be arrived at 
through shared re^xmsibility. Initiatives that move Medicare toward our vision of 
coordinated health care can serve patients better and save money. But, saving the current 
goal of $270 billi(Mi over seven years will mean a financial effect on everyone with a stake in 
Medicare — hospitals and health systems, physicians, other providers, and beneficiaries. 
Doing business the old-fashioned way — just cutting provider payments - is not the answer. 
To address Medicare's long-term pr^lems, everytiiing must be on the table: program 
structure, benefits, beneficiary cost-sharing, eligibility, and program revenues, as well as 
provider payments. 

Since the Omnibus Budget Reconciliation Act of 1987 <OBRA 1987), Medicare hospital 
spending reductions totalling at least $48 billion have had significant impact on hospitals and 
health systems. These include increases in prospective payment rates that haven't kept up 
with inflation. On Medicare inpatient and outpatient care combined, 1993 Prospective 
Payment Assessment Ccunmission data show hospitals losing 1 1 cents on each dollar it cost 
them to provide care. 

The effects of further ”business-as-usual” Medicare reductions can be illustrated by an impact 
analysis AHA commissioned from Lewin-VHl, a health care consulting firm. We asked 
Lewin-VHI to model the impact on ho^itols and health systems of Medicare spending 
reductions totalling $250 billion over seven years - $20 billion less than those later adopted 
by Congress. 

Based on historical patterns of previous Medicare spending reductions, the Lewin-VHl 
analysis assumes that a $250 billion reduction could translate into hospital PPS reductions of 
$94 billion over seven years. The Lewin-VHI findings show: 

• Under this scenario, every type of hospital loses - rural, urban, large, small, 
teaching, and non-teaching. 

• By the year 2000, Medicare PPS in|»tient operating margins could fall to negative 
20.6 percent. Because most of the reductions are made in the first five years, 
margins could rise for the last two years, iait still remain negative — a negative 12.2 
in the year 2002. 


Hospitals' PPS costs per case last year grew at 2. 1 percent - the lowest rate ever. 
Lewin-VHI estimates use a very conservative number for hospital cost growth, based 
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on last year's experience. If actual cost growth is higher than projected, hospitals 
could face substantially lower margins than those illustrated here. 

In the past, hospitals cqied with Medicare ending reductions by passing the difference on 
to other payers, like non-Medicare patients and their employers. That's called cost-shifting. 
But those days are fast disappearing, and these reductions are unprecedented. The market is 
shutting down the cost-shift cation. Managed care contracts and a growing number of 
employers and private insurers who negotiate dis^nted prices are making it a thing of the 
past. They're tired of shouldering the burden of government underfunding. 

This leaves ho^itals with unpalatable options: reduce the size of the work force; reduce 
services and programs; or, ultimately, shut dieir &)ors altogether. Any one of these options 
takes us farther from our mission of providing the highest-quality care to the people we 
serve, including America's elderly, poor and disabled. 

Eosurtog access for the natiop’s most Tutacrable 

Ensuring access for the elderly, poor children and pregnant women, and the disabled requires 
a comprehensive approach. There are two keys to such an approach: Health plans should not 
be able to exclude areas where these most vulnerable populations reside; and poor, disabled 
or elderly individuals should not be systematically excluded from coverage by health plans on 
the basis of their previous or potential need for services. 

While this committee deals with Medicare and not Medicaid, please understand that the 
decisions of ocher committees on Medicaid will also have a great impact on hospitals and 
health systems. The move toward converting Medicaid into a block grant program is 
something we feel strongly enough about to mention. The nation's most vulnerable citizens 
should be protected from an effon to convert Medicaid into block grants that can be used for 
purposes other than providing health care to those in need. States must be held accountable 
for using Medicaid ^nds for their ri^tfu! purpose. And the Boren Amendment, which 
requires that payments to providers be "reasonable and adequate," must not be unilaterally 
repealed. To do so would leave states with no accountability in paying providers ^rly. 

Conclusion 

Mr. Chairman, 1 commend you for sending strong signals supporting two of our principles; 
restructuring and shared responsibility. And we appreciate the willingness of many in 
Congress to consider an ind^ndent commission and our ideas on access for Medicaid 
recipients. 

But let's be clear about one thing: The issues we are talking about here are not just political 
issues - they are people issues. The decisions you will make in the next few weeks will 
affect almost every American: the 37 million people who rely on Medicare benefits for their 
health care; the families of those beneficiaries; the millions of baby-boomers who are edging 
closer to retirement; the young workers who are paying into the system and rightfully expect 
Medicare to be there for them when they grow older and retire; and all our citizens who 
receive care from hospitals and health systems Uiat could be adversely affected if change is 
not achieved the right way. 

America’s hospitals and health systems are proud of the high-quality health care they've 
provided Medicare beneficiaries over the first 30 years of the program. We look forward to 
providing even better care in an even better system for the next 30 years and beyond. We 
believe strongly that, by adhering to the principles I've described, we can achieve that goal. 
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Mr. Ensign. Thank you, Mr. Davidson. 

Mr. Scully. 

STATEMENT OF THOMAS A. SCULLY, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, FEDERATION OF AMERICAN HEALTH 

SYSTEMS 

Mr. Scully. Mr. Chairman and Members of the Subcommittee, 
thank you for having me today. 

For the last 6 months, I have been president of the 1,700- 
member Federation of American Health Systems, which is an asso- 
ciation of the investor-owned and managed hospitals in the coun- 
try. Many of our members, about half, are members of AHA, and 
we work very closely together. 

My experience over the last 6 months has shown me that the 
hospital industry is changing rapidly, and I think changing in 
many ways that you probably like. In one of my prior lives, I had 
the painfiil experience of overseeing the Medicare budget for 4 
years, so I think I have seen it now from the Federal side and from 
the hospital side. One thing that has convinced me is that there 
is no doubt that Medicare needs drastic reform. 

I think we may disagree in the beginning of my testimony about 
our concern about the budget number of $270 billion, but the fact 
is that that is what the budget resolution is. We obviously think 
that is taking a little too much money out of the system too quick- 
ly, but the issue is you are there and our job now is to try to find 
the most reasonable way for you to get there. 

So I will skip over a lot of that and talk mainly about the propos- 
als that are in the appendix to our testimony, which is basically 
what we have already presented to the leadership, but here it is 
in probably a little more detail. I think we are now at the point 
where we probably have to stay with the details. 

So just to comment generally, I really believe the number is big 
and I do not think there is much chance to reach it with traditional 
cuts. Our view is that if you are going to take that type of number 
out of Medicare, you have to fundamentally restructure, because if 
you do not, you are going to be really shaking Medicare to its core. 
The only real way to get these kinds of savings is to fundamentally 
look at just totally reshaping Medicare, and we advocate doing 
that. 

We believe that Medicare is a very old-fashioned and inefficient 
fee-for-service single-payer health care system that is basically un- 
manageable. As good as HCFA is or as a government agency can 
be, there is no way in the world to track hundreds of millions of 
transactions every year. It is a broken old fee-for-service mecha- 
nism. All providers and all hospitals get the same payment, the 
same amount of dollars, regardless of their quality, regardless of 
their price, and it is just the system that, no matter what you do, 
you are going to get fairly good quality, but you are going to get 
a lot of wasted money, and there is no doubt it is going on now. 

I know there are hearings going on in the Senate Finance Com- 
mittee and the Energy and Commerce Committee I think today on 
fraud and abuse. Our view is that as long as you stick with the fee- 
for-service antiquated system, you cannot possibly avoid fraud and 
abuse. There is too much for the government to track. The way you 
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have to go is toward capitation, toward privatization, and toward 
making the Medicare system look more like FEHBP. 

So our view is that if you need to save money, and obviously you 
are going to and that is what is going to happen this year, we pre- 
fer as hospitals to be squeezed by a system that responds to local 
market incentives where hospitals are, and not by a federally set 
rate-setting system that increasingly creates perverse incentives 
and just encourages inefficiency. 

We believe that the right model for this — and there are some 
flaws to it and we would be happy to spend a lot of time discussing 
the details of those flaws — generally, the right model of the Federal 
Employees Health Benefits Plan, we believe that is the way you 
should go. 

A lot of people talk about that as pushing people toward man- 
aged care. We do not look at it as managed care. We look at it as 
privatization. We think you should give seniors the choice of the 
traditional Medicare fee-for-service plan, private fee-for-service 
plan, the CIGNA or Prudential plan or some other private carrier, 
HMOs, PPOs, point-of-service contracts. Those are the types of 
choices that are widely available in the under 65 market, and even 
with Medicare Select, which is just scratching the surface, are al- 
most nonexistent in the over 65 market. 

We think that the government’s role should fundamentally 
change from a purchaser of individual provider services for a pur- 
chaser of health care coverage, and that you really should use mar- 
ket competition and not price regulation to restrain the growth of 
Medicare. 

So we put two fairly detailed options in the addendum, and the 
first one, which it sounds like the Subcommittee is going to struc- 
turally follow to some degree, is a more modest one, and that is one 
that basically says that if you have to save up to $160 billion, 
which is the level that we have said that we think is reasonable, 
that you should do basically a mix of traditional provider reduc- 
tions and what is called the “lookback,” which is basically kind of 
a little mini sequester to guarantee a move to private plans, and 
with that combination we think you can reasonably get to $160 bil- 
lion in savings. 

The second option, which says that we believe if you go above 
$160 billion, it is extremely difficult to get these kinds of numbers 
out of the traditional Medicare Program. And if you are going to 
do that, we think you should use a transition period, and we sug- 
gest a voluntary move to an FEHBP-like system for the first 4 
years, but after the year 2000, just go to a pure defined contribu- 
tion plan. It would work like the FEHBP until Blue Cross, CIGNA, 
Aetna, or whoever they are — and HCFA — that they are all going to 
get the same capitated rate and they are going to have to compete 
within that capitated rate. 

Now, we obviously think with the limited money you are going 
to leave in the system, we are concerned that that capitated rate 
will not be enough. But if you are going to try to save the money 
in the baseline, and a lot of this is a budget issue and a scoring 
issue, the only way to get reasonable savings we believe in the long 
term and to get a reasonable structure is just to go to a pure de- 
fined contribution plan after the year 2000. And I just noticed that 
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is what the Jackson Hole group apparently came out with this 
week, too. Not that we always agree with them, but that that is 
what their new proposal is. 

So our view basically is if you are going to take numbers out that 
are this big, and obviously that is what the budget resolution re- 
quires, that you have to be bold, you have to think big, and you 
have to do what I think a lot of health policy analysts thing in the 
long term is the right thing to do, which is go to a pure defined 
contribution capitated rate. 

Again, just to summarize, Mr. Chairman, we are concerned that 
$270 billion, as you all probably know, is a large number. We think 
getting there in the traditional ways to reform and take funding 
out of Medicare is extremely tough, if not impossible. So if you are 
going to get to a number that big, we will work with you and we 
would like to help you, but we think you have to think very big and 
be very bold and do some things that may be controversial. As a 
result, we suggest that a move to pure defined contribution after 
5 years. 

Thank you. 

[The prepared statement and attachment follow:] 
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Thomas A. Scully, President and CEO 
Federation of American Health Systems 
Testimony on Saving Medicare and Budget Reconciliation 
Before the Subcommittee on Health 
Committee on Ways and Means 
July 19, 1995 

Mr. Chairm«in and Members of the Subcommittee, thank you for inviting me 
to testify today. 

As President of the Association of the nation's 1,700 investor-owned and 
managed hospitals, I have seen that the health care delivery system is changing — 
fast and often for the better. But, having overseen the Medicare budget for four 
years as Associate Director of OMB and as Deputy Assistant to the President for 
Policy, 1 also know that this public program is in dire need of reform, and that it can 
be reformed in ways that can generate significant budget savings for the federal 
government while continuing to provide access to high quality health care. The big 
issues are: 


1. How much Medicare spending can you trim without throwing 
the system into chaos; and 

2. How quickly can you phase in meaningful market reforms that 
will preserve the program while reassuring the seniors who rely 
so heavily on its benefits? 

Medicare reform is at a crossroads in Congress. If Congress enacts massive 
spending reductions in the nation's largest and most politically sensitive health care 
insurance program without the benefit of fundamental restructuring, there will be 
no chance to bring Medicare into the next century as a high quality, cost effective 
health care system. If real restructuring doesn't accompany these totally 
imprecedented spending reductions. Congress won't be "saving Medicare" — it will 
be shaking it to its very foundation. 

Without Restructuring. The Enormous Budget Reductions Will Be A Disaster 

Medicare desperately needs restructuring. With a new, privatized payment 
system replacing Medicare's outdated structure. Congress could achieve much of the 
deficit reduction savings it is after and improve a program that serves 36 million 
seniors and severely disabled Americans. 

Reducing spending by $270 billion over seven years, as outlined in the Budget 
Resolution passed by the House and Senate, is simply too much too fast imder the 
existing program structure. It is important for Congress to be cost conscious with 
the Medicare program, but traditional budget reductions of this magnitude would 
have a disastrous economic impact on hospitals, beneficiaries, and communities 
across the country. 

Read almost any paper in the country and you will find that hospitals in 
many communities are already responding to market pressures by closing, 
contracting their levels of service, or laying off workers. Much of the intensifying 
market pressure may be good for the system, forcing a more cost effective delivery of 
services. But making traditional Medicare payment reductions of the magnitude 
proposed in the budget will be like pouring fuel on the fire of the hospital system's 
contraction. It will ignite an explosive reduction of services and the number of 
hospital employees delivering those services that will leave seruors, hospitals, and 
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communities feeling burned by the abrupt changes in services they will experience. 

Don't underestimate the challenge before you. Let's put this into context. 

The savings targets in the Budget Resolution are at least five times the reductions in 
the 1990 Budget Agreement and four times the size of those in the 1993 Budget 
package. And those two previous provisions were enacted at a time when health 
inflation was higher, budget baselines were fatter, and each dollar reduced had less 
of an impact on each hospital. So attaining these budget levels will be very difficult, 
if not impossible to achieve through the traditional method of simply trimming 
reimbursement under the traditional Medicare fee-for-service system. 

Stretching The Timetable Or Modi fying The Targets Would Make Traditional 
Medicare R eductions Far More Achievable 

Forhmately, the plan laid out in the Budget Resolution is not the only way to 
go. There are other options. Hospitals advocate adopting a slightly longer timetable 
for achieving Medicare savings that would help protect beneficiaries from abrupt 
changes in health care services while giving providers time to adjust to changes. 

We also call for an equitable distribution of reductions between providers and 
beneficiaries. Alternately, lowering spending reduction targets to about $160 billion 
over seven years (as originally proposed by the Senate Entitlement Task Force) is a 
reasonable option that also would produce significant budget savings while 
preserving and even improving the quality of health care now enjoyed by seniors. 

At this more attainable level, local communities would be spared some of the 
economic pain of the huge layoffs hospitals will be forced to make if the Budget 
Resolution target is enacted. Hospital costs are 50% to 60% personnel - with the 
Budget Resolution's spending reductions, there is little place else to go to cut costs. 

If Congress Must Hit These Budget Targets- It Must Think Big and Act Boldly 

If Congress truly insists on delivering more than $160 Billion in Medicare 
reductions (which we strongly oppose), it must THINK BIG and ACT BOLDLY. 
Savings of the magnitude in the Budget Resolution carmot be achieved by chipping 
away at the old Medicare program. It must be restructured from the ground up. 

Medicare is an antiquated insurance program created in 1965. I like to 
compare Medicare to a 1965 Chevy ~ it mi^t have been a helluva vehicle 30 years 
ago, but its time has passed. Congress's traditional fiscal savings approach is to 
simply put less fuel (dollars) in the tank. But when you have an old gas guzzler that 
still only gets four miles to the gallon, that strategy won't take you too far. The 
answer is to design a better vehicle-using 1996 designs. 

The Federal Employees' Health Program Is The Right Model For An Improved 
Medicare System 

Ironically, Congress has an excellent blueprint for Medicare restructuring and 
rebuilding literally under its nose. The Federal Employees Health Benefits Plan 
(FEHBP) is a good example of what the Medicare program should and could be. 
FEHBP offers beneficiaries freedom of choice and flexibility, along with financial 
incentives for both beneficiaries and providers to wisely use their medical coverage. 

Like the FEHBP, a restructured Medicare program could offer multiple 
private plans (both maiuiged care and fee for service) as well as the traditional 
government sponsored Medicare fee-for-service plan. 

An FEHBP-like approach will give seniors more coverage options — «md at 
the same time give Congress more options for containing cost growth. Congress can 
establish a defined contribution — certificate or voucher — that gives seiuors the 
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ability to shop for their best health care deal. This option creates the opportunity to 
harness the power of the intense competition in the health care industry to lower 
costs, as an alternative to price regulation. In recent years, the health care system 
has proven that competition works as it has slowed the growth in private sector 
health care costs. 

Only A Move To A Defined Contribudon System Can Produce Big Savings For 
Congress And Provide A Higher Quality Of Benefits For Seniors 

The single biggest benefit of moving to an FEHBP approach somewhat 
quickly, is that it offers the only realistic option for getting significant long term 
budget savings from Medicare. Only by eventually moving all seniors to privately 
managed systems operating under a defined federal contribution can the federal 
government truly restrain cost growth and drive efficiency into the system. 

The government should operate Medicare like it operates its employees' 
health care (and as all private employers like GM or 3M also do) -- by purchasing 
coverage for seniors, not by purchasing individual health services. The Federation 
has advocated a smooth transition to this system. From, 1996 to 2000, all seniors 
could opt to stay in the traditional Medicare program or volvmtarily choose a 
private plan. After 2000, all seniors would choose plans in a system like FEHBP, 
where all plans, including traditional Medicare, received a defined contribution!. 

Hospitals Want The Market To Reduce Spending In The System Efficiently -- Not 
Through Federal Price Regulation 

Medicare is a wonderful system for seniors, but it is a payment dinosaur. All 
hospitals, and other providers, receive roughly the same payment - regardless of 
actual price or quality. The incentives and pressures to operate efficiently are far less 
than under private payment schemes. It's no one's fault, but you get what you ask 
for (and pay for) - good quality with lots of wasted dollars. 

If the federal government purchased all Medicare coverage by giving seniors 
a choice from among a number of private plans and traditional Medicare, and held 
the annual inflation rate of its "defined contribution" to some reasonable rate, it 
would attain the budget savings needed and reform the system. And it would be 
done without gutting the existing delivery system by randomly slashing Medicare 
payments to health care providers. It would let the market squeeze the money out 
of the system — not the usual "ratcheting down" on a federally set pricing system 
that makes little distinction between efficient and inefficient providers. Health care 
providers would compete for Medicare patients on the basis of price and quality — as 
they increasingly do in the under 65 year old market. 

As hospitals, if funding is to be removed from the system, we'd prefer to 
adjust and streamline in response to a local market that creates rational incentives, 
not cuts in the current Medicare price setting system that already has created 
thousands of perverse incentives that produce only inefficiency. 

Congress Must Remove Barriers to Restructuring the Medicare Program 

Providers have responded to pressiu'es from private and public payers to 
reduce the cost of health care. This has resulted in unprecedented consolidation 
and contraction in the hospital industry. As cited in the Prospective Payment 
Assessment Commission's report earlier this year, many hospitals have closed, 
merged, or entered into joint ventures to reduce capacity «ind increase efficiency. 


! A more detailed document, outlining the specifics of the Federation's preferred approach, Is 
attached. 
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Providers are developing health care delivery networks and integrated 
delivery systems, despite significant legal and regulatory barriers. Such activities 
should proceed at an even more accelerated rate under a truly restructured Medicare 
program, but only if Congress addresses these issues. 

Currently, these barriers include: 

• Physician self-referral laws prohibiting physiciaits from referring to 
entities when a financial relationship exists. The law needs to be 
revised so that hospitals and physicians can work as partners to deliver 
the full array of health care services to Medicate beneficiaries; 

• The anti-kickback law prohibiting payment for referrals. This law 
needs to be clarified to provide clear notice as to what financial 
arrangements constitute a violation of the statute. Presently, the 
language of the statute is so vague as to have a considerable chilling 
effect on those seeking to develop health delivery networks; 

• Any willing provider legislation impeding development of health care 
delivery networks; 

• Antitrust laws that require clearer standards and guidances as to how 
they will be applied. We believe that such laws are necessary to 
maintain competition and provide consumers choice among providers 
and health plairs, but must be rationally enforced. 

• Burdensome regulations. The existing Medicare program should be 
revised to eliminate urmecessary regulations, help streamline the 
program, and enable providers to deliver health care services more 
efficiently. We have developed a list of such regulations after 
consulting with our member hospitals and will provide them to you. 

Medicare - And Money- Can Be Saved. But Only Through Major Restructuring 

Medicare can be restructured and money can be saved— if it is done right. 

Now is the time to build on the successes already achieved in the public and private 
sectors. The market in health care has proven it ctm be effective when it comes to 
belt tightening and reducing costs. If Congress is to produce massive and 
vmprecedented reductions in the Medicare spending growth rate. Medicare must be 
remodeled in a marmer that takes advantage of changes that work. 

Thank you for the opportunity to testify today. 
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A ppendix 


Testimony of Thomas A. Scully 
President emd CEO 

Federation of American Health Systems 
Medicare Restructuring: 

Slowing Growth By Providing Private Plans Choice and 
Bringing Competition to the Medicare System 

The Federation of American Health Systems supports a total restructiaring of the 
Medicare delivery system. The Federation believes a new, privatized pa)Tiient 
system must be structured in a model that provides choice of multiple private plan 
options to beneficiaries much like the existing Federal Employees Health Benefits 
Program (FEFIBP). This restructured program shall: 

• Change the government's role from that of a purchaser of services to 
that of a purchaser of coverage; 

• Offer a choice of multiple private plans, as well as traditional fee-for- 
service Medicare coverage to each senior; 

• Pay a defined contribution on behalf of all seniors to purchase health 
care; and 

• Utilize the power of private markets and competition, not government 
price regulation, to slow cost growth in the program. 

Current Policy; 

Medicare emollees now have the option of choosing managed care by enrolling in 
Medicare "risk contracts," but fewer than 9% do so— as opposed to participation in 
some form of "managed care" by almost 80% of those under 65 years old. Over 90% 
of seniors use Medicare as a publicly memaged, single payor fee-for-service insurer. 
The provider sends in the bill and it is paid at a federally set rate. This type of 
coverage has become a dinosaur among private health plans. 

Why are so few in private plans? 

• Because few seniors understand managed care and because the non-HMO 
private options are very limited. For most seniors, orUy traditional "closed 
network" FIMOs are available and none of the most popular forms of 
managed care — preferred provider organizations and point-of-service 
plans — are available. 

• In some parts of the country. Medicare managed care is profitable, in others it 
is not. The HCFA payment mechanism, the AAPCC (Average Annual Per 
Capita Cost) needs to be restructured and revised to more accurately reflect 
regional costs. 

• Efficient Medicare managed care providers can't charge seniors less — nor can 
they return the savings in lower premiums to beneficiaries. As a result, all 
risk contractors in an area are paid exactly the same amount; therefore, they 
must try to attract seniors by expanding benefits (e.g., prescription drug 
benefits) or by reducing cost sharing. 

• Market leverage is limited, because most seiuors have Medigap plairs that 
cover drugs, copays and deductibles — and it is difficult to convince them of 
the better value when they see no personal financial benefit. 
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• Seniors are understandably afraid of change and of having access to their 
physician limited. But, Medicare "risk contracts" need not be only managed 
care plans. Private carriers can also carry risk and provide traditional fee-for- 
service indemiuty coverage for a defined amount. In rural areas, most 
private plans would not include a managed care component. 

Proposed Policy: 

• Replace the existing AAPCC with an improved per individual defined 
contribution system (certificate/voucher) that will encourage the growth of 
managed care and other private delivery alternatives nationwide. 

• Adjust the payment mechanism to account for gender, age, geographic 
location, and certain high cost chronic conditions. HCFA has the capability to 
do this now - if legislatively directed to do so. 

• Allow all seniors the option to choose a private plan (as in FEHBP) that will 
meet basic federal standards. 

• Provide an "open season" once a year for seniors to switch plans - just as in 
FEHBP. 

• Pay these plans up to 100% of a new Average Annual Per Capita Cost 
(AAPCC) - subject to the rebate provision below. 

• Allow all seniors to keep their existing employer-based coverage, when they 
turn 65, if they choose and if their plan qualifies. By default, enroll seniors 
who do not choose to remain in their current plan or to join another private 
plan in the regular Medicare program. All seniors can choose to stay in the 
regular Medicare program.! 

• HCFA would certify any plan that offered at least the standard Medicare 
benefits package and that meets defined quality standards. Each plan would 
have to publish a standard rate for each region (as they do in FEHBP) 
available to all seiuors during a HCFA-administered annual open season and 
take all seniors in its defined area of operation. 

• Provider-based health plans should be assured access to this new market. 

Rebate ftovision 

• Health plans would be expected to compete for beneficiaries by offering plans 
for less than the AAPCC and by offering different benefit pacluges. Seniors 
would share in the savings below the AAPCC. Initially, the seniors would 
receive 75% of the savings in a rebate, the U.S. Treasury 25% of the savings, to 
encourage the move to more cost effective health plans. Seniors could roll 
the rebates into an MSA (tax deferred) account that would be used for health 
or long term care expenses only. 

FMLSxamjile. 

The average 67 year old in Dayton, Ohio, under the existing (and flawed) 
AAPCC methodology, would be eligible for about $5,100 per year in 1995, if 
he/she enrolls with a Medicare "risk" HMO plan. The HMO now receives 
95% of that amount to provide full Medicare benefits and any additional 


t After 2000 the traditional Medicare program may receive the same per capita payment as other private 
carriers (see Option B) 
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benefits it can. 

Assume the new AAPCC would produce the same average payment amount. 
Under this proposal, if Blue Cross of Ohio offered a POS Medicare plan for 
$4,400 (a strong likelihood), a senior would receive a $525 rebate, and the 
Treasury would also receive a $175 per member savings. In addition, future 
growth of the program is limited because the growth of the per capita 
payment (AAPCC) could be restrained to well below the 10% annual growth 
rate of the current program. 

Direct financial savings to middle income seniors are the most effective 
incentive for them to choose more cost-effective plans. 

Existing Medicare risk contracts and private sector PPO and POS plans already 
show that substantial cost savings can be achieved — but the system doesn't 
allow it. All savings must be paid back to the senior through additional 
benefits - that often don't create enough of an incentive for seniors to switch 
from the traditional program. 

OPTIONS FOR PRODUCING GUARANTEED BUDGET 

S AVINGS 

A. Voluntary Move to Private Plans with "Look Back." 

(Preferred if you need to generate up to $160 Billion for Medicare over 
seven years) 

1) Use traditional provider cuts and beneficiary cost sharing in 
existing Medicare program — Hospitals, Physicians, labs, 
beneficiary copayments deductibles or premium policy, etc. to 
generate $100 Billion in traditional baseline savings. 

2) Index the Medicare Per Person Payment to Ensure Reasonable 
Cost Growth. 

Medicare costs can be controlled and will be by the private health plans that 
are chosen by seniors. Private carriers £md managed care plans can readily 
provide quality care for less than the AAPCC. 

If seniors choose these private plans, this system will by definition generate 
significant savings. Savings will vary, depending on CBO's assumptions on 
how many beneficiaries will opt for private plans. 

If seniors move into these plans in significant numbers as more and better 
private choices are available in the market, it will produce major spending 
reductions (baseline savings) simply because the annual AAPCC growth factor 
will be less than the existing Medicare baseline (about 10%). 

Because the fee-for-service option through HCFA would remain as an option, 
the bulk of seniors could choose to remain enrolled, so CBO is not expected to 
project large savings. Therefore, to guarantee scoreable savings for the 
remaining budget targets: 

3) Create a new process or "Look back" to guarantee the savings will be 
produced, from Ae voluntary move of seniors to private plans. The 
approach would guarantee $60 Billion in over 7 years under reasonable 
mid-range assumptions. 

Each year HCFA would examine the entire projected Medicare baseline (as it 
does now with physician payments) to see if the reconciliation spending 
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targets from OBRA '95 have been met. 

If the privatization/managed care optioiw have held growth within the 
targets, then no additional cuts from the "look back"would be needed. 

But, if the spending targets were not being met, a formula (like a sequester) 
would automatically make cuts in the program to produce the targeted 
spending levels. 

The cuts should be allocated across-the-board as follows: 

• Provider payments — 50% of shortfall 

• Beneficiary contributions or payments — 50% of shortfall 


Result: 

• About 2/3 of targeted budget savings are delivered up front — 
in the traditional spending reductions. 

• About 1/3 of targeted saving are left to be generated by 
savings created by the move to private plans and managed care 
- with additional provider payment cuts and beneficiary 
adjustments built in to guarantee real savings if reforms don't 
deliver adequate savings. 

B. Move to "Pure Defined Contribution Plan" 

If Congress is to actually attempt to deliver $270 Billion in Medicare 
baseline reductions over 7 years it must take MUCH BOLDER ACTION . 

There is no way to save $270 Billion under Option A, or any other approach 
involving reform of the traditional fee-for-service Medicare program that will 
not savage health providers. These enormous cuts in reimbursement will 
close hospitals and shake the foundation of the health care delivery system. 
While we oppose these budget targets, to get to these numbers, Congrcs.s must 
be bolder : 

1. Adopt the system outlined in Option A for years 1996-2000. 
Seniors would have the option of choosing from numerous 
private health plans oi staying in the imchanged traditional 
Medicare fee-for-service plan. 

2. After the year 2000, move to a Pure Defined Contribution 
approach: 

• Seniors would still choose from multiple private plans as 
well as traditional Medicare. 

• But all plans, including HCFA's traditional Medicare, 
would receive the new AAPCC. HCFA would have to 
compete with other private plans for beneficiaries, imder 
the same per capita payment. 

• For the first 4 years (1996-2000) savings come from a mix of 
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voluntary move to private plans and savings from traditional 
fee-for-service Medicare. 

• After 2000, all savings come from paying all plans — private 
carriers and HCFA ~ the same per capita aimual pa)mient. 
Establishing a defined inflation adjustment to the per capita 
payment after year 2000, will achieve the baseline savings 
necessary to meet the Budget Targets. 

The Government Should Be Buying Health Coverage For Seniors. 
Not Paying For Health Services 

This approach privatizes and reforms the system, saves money and 
will provide seniors and communities with better health care 
services. 
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Chairman Thomas. Thank you both for your testimony. 

The gentleman from Louisiana. 

Mr. McCrery. Thank you, Mr. Chairman. 

I thank both of you for your testimony and thank you for being 
constructive in offering to help us with these very challenging deci- 
sions. 

I guess the thrust of the reasoned criticisms of the number that 
we have and any approach that might be taken to get to that num- 
ber is one thing that Mr. Scully alluded to, and that is, even if you 
go to a defined contribution, even if you go to a capitated approach, 
there is a danger that the capitated amount will not meet the re- 
quirements of a basic health care plan for seniors. I think that is 
at the crux of what we have to look at and decide, as we go through 
this. 

I guess there is no way we can know what the market will do. 
But you two are in the market, certainly your member institutions 
are in the market and are a large part of what makes the market 
work. I guess the other large part is the consumer. So we have got 
to look at it from both the standpoint of the provider community 
and the consumer and how we can get market forces at work in 
both of those large groups to come up with the savings. 

I am just wondering, from your viewpoint and being a player in 
the marketplace, even though it scares you and even though you 
have doubts, do you think it is possible? Can you envision a mar- 
ketplace that will be so dynamic, so robust, so innovative that it 
will be able to come up with a reasonable level of health care for 
seniors at the number that we are looking at for capitation in the 
year 2002? 

Mr. Davidson. I think one of the problems, Mr. McCrery, is the 
transitional question. First of all, it is very hard to forecast. I mean 
you could put six economists here and ask them that and have the 
best in the world and they could not forecast that with a certainty, 
and I think that is probably the way we feel about this. 

We think the marketplace can respond, and the question is can 
we respond and treat seniors while maintaining cost growth at the 
same level as in the private sector. In Medicare, we have got a dif- 
ferent set of demographics. That is one critical issue, with the larg- 
est growth cohort in seniors 85 years of age and older, and so there 
is a tremendous level of consumption of services which makes it 
very hard to forecast. 

But the critical part is the transition; first, how we move forward 
in the interim, when — without sufficient numbers of seniors en- 
rolled in coordinated care programs and HMOs — we are not ulti- 
mately getting the market to respond. The vast majority of places 
in rural America do not have access to these coordinated plans. 
Second, how to actually build the capability to make these plans 
available and then to get the seniors to move into something new 
when they are very pleased with what they have now. Of course, 
economic incentives could move them there quickly. 

That is part of the reason that we are suggesting that there 
should be an independent national commission. You are all up 
against an enormous time crunch in making decisions that are so 
hard to forecast. If we could take some money out on the front end 
to get you part of the way there, an independent national body 
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could begin to construct the mechanisms to get you where you need 
to be for the rest of the dollar amounts during the remainder of the 
7 years. There may be some greater rationality in trying that ap- 
proach and being a bit cautious in trying to get to that goal. 

Mr. Scully. If I could just answer that, too. I cannot tell you 
that if you took an AAPCC-like mechanism and had everyone in, 
including HCFA, in the year 2002 and you gave a capitated rate 
increase, at that point it would probably require about 5.5 percent 
a year, I think, that the market is going to fall hard and hospitals 
are going to fall by the hundreds. 

The fact is there is a consolidation going on in health care and 
you are going to have hospitals closing anyway. As I said in my tes- 
timony, I think if you squeeze too much money out of the system, 
you are going to speed some of that up even more quickly as is hap- 
pening anyway. There are not too many cities around the country 
where, hospitals are not laying people off or closing. That may be 
good. I mean the market is doing that. You can make an argument 
that is squeezing more efficiency into the system. 

My bigger concern, to be honest with you, is in the short term 
how you get there. I think we can adapt. We are not happy about 
$270 billion. But I think if you told us that in 7 years we were all 
going to be in a capitated FEHBP-like system with a certain 
amount of money in the system, we could probably get there. It is 
going to be painful and it is going to be difficult, and I am not sure 
it is going to be more difficult than you all vision. But you might 
get there. 

My concern in the short term is the way that people seem to be 
getting there — to $270 billion — is this number. I think, as you 
know, a lot of these Medicare reductions in a prior life. I helped 
create some of those. 

My concern is that when you do creative stuff like having the 
lookback, which we support and think is a good idea, that to cap- 
ture what is “privatization managed care savings,” that only gets 
you part of the way there. You are still left between now and 2002, 
even with the lookback, with probably $200 billion-plus of tradi- 
tional reductions in Medicare. 

And when you look at how to get there and you go through the 
laundry list of things — part A is obviously the center of the con- 
troversy of where you find the savings this year — when you go 
through and look at things that sound innocuous, like bad debt. 
Medicare DSH, all these things that are cosmic concepts that most 
people do not understand, fortunately for them, they all have a big 
impact on the hospitals, and taking a big hit out of traditional pro- 
vider cuts to get there is a very tough way to go for the next 6 or 
7 years. That is why we have said just go to defined contribution. 
We would rather deal with a capitated system to take money out 
of it. 

This year we are already at the hospital marketbasket, which is 
our fundamental way of getting paid, it is up today to just 1.5 per- 
cent, and that is dropping. So we are very concerned that in the 
next 7 years we are going to have negative real updates for hos- 
pital payments. 

I guess our real world concern is. Are there ways to get to $270 
billion? Yes, but they are going to be politically tough and they are 
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going to be controversial, which is why we suggested the defined 
contribution. If you do it the old way, we are going to be ham- 
mered, and there is an awful lot of money that is going to go out 
of the system and it is not going to be pretty. 

I guess our concern is. Can you get there in 2002? Yes, but there 
is an awful lot of ways to do it and some are a lot better than oth- 
ers. 

Mr. McCrery. Thank you, Mr. Chairman. We are certainly not 
suggesting to do it the old way. We are looking for suggestions as 
to how to do it a new way. Although we may not be able to go to 
a capitated basis right away, which I think I hear you saying 

Mr. Scully. After 2000 we have suggested. 

Mr. McCrery. Well, we would like to work toward that, but 
there are different ways to get there and we want to work with you 
to find the way that is most doable. 

Thank you. 

Mr. Ensign [presiding]. The gentleman from Wisconsin. 

Mr. Kleczka. Mr. Davidson, if I heard right, I believe Mr. Scully 
indicated that a $160 billion cut for Medicare would be more doable 
than the suggested figure of $270 billion. What is your view on 
what is doable and will it provide some real hardships for the hos- 
pitals around the country? 

Mr. Davidson. As we said, we supported the notion of the Gregg 
proposal in the Senate which took you to $160 billion. $60 billion 
of that in savings would be through restructuring of the program. 
That is where the major savings would be. With a lookback mecha- 
nism, that if in fact we did not achieve it, then we would make cuts 
“the old-fashioned way.” But that would be dealing with 
marketbasket, making adjustments there to reduce growth for hos- 
pitals. 

We had some recommended physician changes in there, as well, 
as well as some participation by beneficiaries in terms of own 
health coinsurance, lab coinsurance, income-relating part B pre- 
miums, but kind of a balanced package to come up with $160 bil- 
lion. 

Mr. Kleczka. I am assuming that you saw the AMA proposal 
that we talked about this morning. 

Mr. Davidson. Yes. 

Mr. Kleczka. Do you have a similar one which would take $100 
billion out of the physician reimbursement and maybe give you an 
additional 

Mr. Davidson. No, we do not. As a matter of fact, we do not. We 
call for 

Mr. Kleczka. You believe in shared sacrifice? 

Mr. Davidson. Shared sacrifice and hospitals take much bigger 
hits. 

Mr. Kleczka. Are you saying their’s is not a shared sacrifice pro- 
gram? 

Mr. Davidson. I would not comment on theirs. 

Mr. Kleczka. Then do not. Now, let us use the AMA as a model, 
and if we are looking at about a $162 billion cut over 7 years and 
you folks are programmed to take about a $100 billion cut, what 
type of a cut or reduction in reimbursement would hospitals around 
the country face with a $270 billion Medicare Program cut? 
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Mr. Davidson. Well, we had an independent study done, and it 
is in our written testimony, by Lewin-VHI on the basis of a $250 
billion reduction in growth, and if we did it “the old-fashioned 
way,” our reductions would have been about $94 billion. What that 
really means is that in the year 2000, the typical hospital would 
be paid approximately $1,300 less per case in Medicare than the 
actual cost of producing the care. 

We have one out of four hospitals in America where 75 percent 
of their patient revenues come from treating senior citizens and 
medically indigent people, as well as in carrying bad debts of 5 to 
6 percent. If that scenario played out, those institutions could not 
survive very long, and that is why we say we have got to find a 
better way to reach the number than the traditional ways with 
these kinds of reductions. These reductions turn into real cuts. 

Mr. Kleczka. But that is using the old method of hospital reim- 
bursement. By using the new method and assuming a $270 billion 
cut, what would that do to hospitals, if we go from now through 
the next 7 years to a pure market approach, what would be the ef- 
fect on hospitals doing that, using the $270 billion? 

Mr. Davidson. The number obviously would be higher. I do not 
know the number really computes to. 

Mr. Kleczka. So the $94 billion is based on a $160 billion 

Mr. Davidson. No, it was based on $250 billion, and our portion 
would have been $94 billion. So if you took the $270 billion and 
used the old-fashioned way, you could escalate the $94 billion to 
$100 billion and it still does not look any better, obviously. 

Mr. Kleczka. By using the new-fashioned way, would not the 
$94 billion, based on a $260 billion cut, be less than the $94 bil- 
lion? 

Mr. Davidson. Not enough. 

Mr. Kleczka. It is still the same number. 

Mr. Davidson. It does not matter, if we are talking about the 
$95 billion or $100 billion, it is all in the same ballpark. 

Mr. Scully. The reason we prefer capitation, and we have done 
this with the AHA, is that we have done a lot more detailed look 
at hospitals. We have done some of our own hospitals, and we have 
found that our average hospital, say, with 450 beds, which is just 
a midsize hospital, probably in the fourth years under the current 
budget stream would lose about $7 billion in revenues. Most of our 
hospitals have over 50 percent Medicare payments, so it has a big 
impact. 

The reason we prefer an FEHBP capitated approach is that we 
believe that, given a reduced amount of money 

Mr. Kleczka. Well, let us go back to that Federal program, be- 
cause everyone is touting it as the save-all for the program, how- 
ever, know full well that, in fact, you do know that the capitation 
or the contribution is based on a percentage and not a fixed-dollar 
amount. 

Now, if we could guarantee the Medicare folks that we are not 
going to have inflation over 4 percent for the next 7 years, maybe 
a fixed-dollar amount would work. But if you want to emulate the 
Federal health care program, let us also emulate one of the things 
that makes it work, and that is the fixed percentage. Mr. Scully, 
do you support that or not? 
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Mr. Scully. Well, our concern is that a fixed percentage may be 
too low, if you take too much out of the system. But I also think 
as a scoring 

Mr. Kleczka. It will be too low? 

Mr. Scully. I think the fixed dollar is going to be ultimately too 
low. 

Mr. Kleczka. Is there any evidence in your associations that we 
could be running a 15-percent increase in health care costs this 
year? I am told by some folks in Milwaukee that this year we are 
running 15 percent health care increases, health are inflation. 

Mr. Davidson. In terms of the insurance premium rate in- 
creases? 

Mr. Kleczka. Right, which would occur next year, naturally. 

Mr. Scully. I tmnk most of our hospitals are seen fairly flat, a 
2- or 3-percent increase this year. 

Mr. Davidson. We do not hear any numbers like that. 

Mr. Kleczka. Well, I hope they are wrong. 

Mr. Ensign. The gentleman’s time is expired. We are going to 
have to go vote, so I want to make sure we give everybody a 
chance. 

The gentleman from Nebraska. 

Mr. Christensen. Thank you, Mr. Chairman. 

I want to thank the witnesses for the testimony today and for 
their time and your help, especially Mr. Scully. I know you said 
you are willing to work with us and you are wiling to help us get 
to where we need to get. As you well know, the Medicare trustees 
have already laid out the problem in terms of it is in serious need 
of repair. 

When we began looking at how we could improve the system 
back in April, Mr. Davidson’s organization took out ads against a 
number of Congressmen, as well as a number of people who were 
involved in this whole situation. I do not know if you remember, 
but these were the words just 2 months ago, “drastic Medicare re- 
ductions, hurt senior citizens, irresponsible, it is going to hurt peo- 
ple that need bum units, trauma care, intensive care,” and it just 
goes on and on and on, fear mongering and scare tactics. 

I realize that your agenda at that time was to try to scare 
enough people to get involved in the grassroots effort to try to bring 
that number down. Unfortunately, I think that it caused a lot of 
dissension in the ranks, and I do not think it helped the whole dis- 
cussion at all. 

Are you willing now, Mr. Davidson, to help us with this problem? 
We want your help. We want to work with you. We would like to 
have you give us some ideas. I know you have some. I read your 
whole testimony. One of the ideas that you have suggested is an 
independent citizens’ commission on Medicare. 

I think each one of us here, if not most of the most new fresh- 
men, have independent commissions already. We set them up back 
in our districts. On my commission of 22 private citizens in Omaha 
are 2 heads of hospitals who are in your organization. I am seeking 
their input. I am listening to them. One individual heads up 
Clarkson Hospital and the other heads up St. Joe’s. I think a lot 
of us have done it. I know Mr. Ensign has, as well, and I think Mr. 
McCrery also had a focus group just this past week in Louisiana. 
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So I think we have already done the independent citizens’ commis- 
sion that you are talking about. 

You also talked about an idea that we need to have a bipartisan 
type of commission with the life expectancy beyond the current cri- 
sis. I think we have that in the new Congress. I am 32, Mr. Ensign 
is 38, Mr. McCrery is 30 — [Laughter.] 

You know, we have quite a broad perspective even from the 
standpoint of the Democrat side. Mr. Kennedy is 27 or 28. I think, 
as elected officials of the American people, we kind of represent a 
whole spectrum in terms of age, as well. So I am not sure that the 
independent commission idea is the way to go, because I see a lot 
of commissions and a lot of studies waste a lot of time and delay 
and delay and delay. Frankly, we have got to come up with some 
new solutions. 

I know that my time is running short and I know Mr. Ensign 
wants to inquire. I just implore you to help us, to work with us and 
to not take part in some of the activities that happened a few 
months ago. I appreciate your help on this issue. 

Mr. Davidson. We look forward to working with you, sir. 

Mr. Christensen. Thank you. 

Mr. Ensign. Before we take a break to go vote, let me just ask 
a couple of questions. By the way, for the record, I am 37. [Laugh- 
ter.] 

Mr. Davidson, you talked about simplification of the whole ad- 
ministration between HCFA and what they require out of hos- 
pitals, doctors, the whole thing. I have had a lot of townhall meet- 
ings and my Medicare task force on this whole discussion. I would 
just like to hear some suggestions actually from either one of you 
on general concepts on simplification. 

Mr. Davidson. We have a whole plan, Mr. Chairman, that out- 
lines a series of recommendations which we think you would be 
very responsive to. 

Mr. Ensign. The other thing that I hear in the townhall meet- 
ings with this simplification process is for seniors to be able to un- 
derstand the bills that they get. A lot of times, they would like to 
check on something that was done to them, they do not think some- 
thing was done that maybe was done, and they have trouble even 
understanding the bills they get either from the hospitals, insur- 
ance companies, or whoever it is. So do your reforms address that 
as well? 

Mr. Davidson. That is one of our most serious problems. If we 
would try to invent a confusing system, the hospital billing system 
is what we would have invented. It kind of happened that way and 
it is a product of so much diversity in the system, coupled with the 
governmental involvement, and be certain that it is very difficult 
for us to do this for a living, to understand some of these things. 
So we have got a long way to go on that front. 

It clearly could be changed dramatically, if you moved to a Fed- 
eral Employees Health Benefits Plan arrangement or some other 
kind of options in terms of the private insurance market. I think 
there are big opportunities there. 

Mr. Ensign. Do you have any numbers on the impact that could 
have on hospitals or on providers across the country? 
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Mr. Davidson. Certainly. It could save millions of dollars by 
streamlining the process, getting greater uniformity in data collec- 
tion and all of the rest. We could make up almost any number and 
probably work a way to achieve it. 

Mr. Scully. It is probably not a scorable number, unfortunately. 
But I think one of the things that is important, we also have a 
package that we have worked out with the AHA, as well. Our view 
is you are moving from a system in which the government is trying 
to manage the health care benefits of 37 million seniors on a micro- 
management basis, and you have all these self-referral laws and 
lots of things that have been appropriately in many cases put in 
the last 10 years. 

But if you move to a system where the government is trying to 
pay for individual service and track it and make sure it does not 
get scammed on things to a system in which you are basically buy- 
ing coverage like a private employer would be, the way to get sav- 
ings in the system and encourage streamlining and the move to 
greater efficiency is to move to this kind of capitated payment sys- 
tem. 

One of the problems you have is a lot of the existing laws that 
are set up in Medicare are for safeguards for fee-for-service sys- 
tems. One of the things that concerns us is, as you move to a 
capitated privatized system, you are encouraging us to go and put 
together physician-hospital networks, to put together managed care 
networks. There are a lot of things in the Medicare law now that 
set up enormous barriers to that. 

If you are fundamentally rescoping the program and moving 
away from a fee-for-service system to basically a capitated inte- 
grated service network system, you have got to turn the whole sys- 
tem around, because right now the incentives are all basically to 
make sure that people do self-referrals, that people do not set up 
coordinated care networks. And as you move toward that kind of 
system, you have got to really make sure that you look at the de- 
tails in how you rescope it. That is a big concern of ours. 

Mr. Ensign. One of the reasons that I raise the question is try- 
ing to convince people that this is one of the cost-saving areas. 
When you say that you are going to be saving money and providing 
better care, this is one of the ways I think is obvious, that this 
costs everybody. This is inefficiency and this costs the taxpayers. 
This costs the providers, as well. Everybody loses. This is the lose- 
lose-lose situation, instead of a win-win-win situation. So I would 
appreciate your getting me that part. 

Mr. Scully, just one last quick question. Address Federal price 
controls, as you mention that in your testimony. That is something 
the seniors bring out an awful lot to me in townhall meetings. I 
know how I address that, but explain to the panel here why you 
think that Federal price controls would not work. 

Mr. Scully. We have had this discussion for many years with 
people on the other side of the panel. Medicare is a single-payer, 
rate-set fee-for-service price system, that is what it is. .^d while 
it provides great service to the seniors, we think it is a model of 
inefficiency. It just creates a lot of perverse incentives. 

If you are a hospital, and the reason we are so aggressively for 
reform is we are not exactly great lovers of managed care insur- 
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ance companies, but at least they provide rational market incen- 
tives. And if you are sitting there as a hospital administrator and 
you get 50 or 60 percent of your money from Medicare and Medic- 
aid and 40 or 50 percent from private sector plans, the incentives 
are totally different. Because of the way Medicare works and you 
have got 15 different pots of reimbursement, you end up doing a 
lot of crazy things. 

One example would be let us say you have a 64-year-old who 
breaks their hip and a 66-year-old that breaks their hip. The 64- 
year-old, if they are in a private health plan, he may not like Pru- 
dential or CIGNA or whoever it is, but you sit down and you work 
out what is the most rational way in different settings of care — in- 
patient, outpatient, skilled nursing facility, home health, what- 
ever — ^to find the cheapest, most efficient way to get them healthy. 

In Medicare, you get all these crazy incentives for pots. We get 
paid under DRG’s 3-day rule. You follow where the money goes in 
Medicare and the hospital side, and we do a lot of nutty things, 
and we know and we have just gotten to the point of frustration. 
We have basically decided that we would rather deal — as much as 
we do not love insurance companies — we would rather deal with 
somebody who has rational economic incentives than deal with a 
very fragmented crazy reimbursement fee-for-service system with 
price setting. 

Again, you asked if we could meet the capitated rates in 2002. 
We are not happy about that being put in the system, but our view 
is that the more efficient and more cost-effective providers will win, 
and we are willing to go out and compete to do that. Right now, 
eveirybody gets paid the same amount, whether you are efficient or 
inefficient. They basically have one Federal set of prices and that 
is it. So two hospitals in the same town get paid the same thing, 
regardless of how good they are. 

Mr. Ensign. I want to thank you both. We have about 3 minutes 
left before we have a vote. I want to than you very much for your 
testimony. I would just make this prediction on the record that 7 
years from now hospitals will still be open. 

Thank you. 

[Recess.] 

Chairman Thomas [presiding]. The Subcommittee will reconvene. 

Reading from my left to my right, Mr. Bringewatt, Mr. Jasper, 
Mr. Strand, and Mr. Burman. I want to thank you all for coming. 
Your written testimony will be made a part of the record, without 
objection, and we look forward to hearing from you in the oral por- 
tion in any way you may see fit to inform the Subcommittee. 

As we move forward, Mr. Bringewatt, you might well start, and 
then we will move to Mr. Jasper, Mr. Strand, and Mr. Burman. 

Thank you. 

STATEMENT OF RICHARD J. BRINGEWATT, PRESIDENT AND 

CHIEF EXECUTIVE OFFICER, NATIONAL CHRONIC CARE 

CONSORTIUM, BLOOMINGTON, MINNESOTA 

Mr. Bringewatt. Mr. Chairman and Members of the Subcommit- 
tee, I appreciate the opportunity to testify on behalf of the National 
Chronic Care Consortium, and to offer recommendations on re- 
structuring the Medicare Program. 
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The National Chronic Care Consortium is a national organization 
representing 24 of the Nation’s leading health networks. Our mis- 
sion is to establish new methods of integrating care for people with 
serious and disabling chronic conditions, such as heart disease, Alz- 
heimer’s, and strokes. 

The major premise of my testimony is that meaningful control 
over health care spending only can be achieved by fundamentally 
restructuring provider operations. We must shift our current legis- 
lative orientation from one which micromanages care settings and 
staff, piece by piece, to one which provides incentives for groups of 
providers who serve a common high-risk population, in order to 
work together in doing whatever is most cost effective across set- 
tings and over time. Establishing separate copays and deductibles, 
reducing payment rates or increasing care restrictions by hospital, 
nursing home, or home care providers may produce short-term cost 
savings for the affected program, but may not produce long-term 
cost savings, since these practices ignore the cuts in one part of the 
system and how they affect the total care costs. 

Long-term cost savings will require several actions. First, we 
must shift our focus from an acute care orientation to a chronic 
care orientation. Chronic disease represents the highest cost, fast- 
est growing segment in health care accounting for 80 percent of all 
deaths and 90 percent of all morbidity. Since the lion’s share of 
health care resources are consumed by chronic diseases and dis- 
abilities, it does not make sense to maintain a system designed to 
respond primarily to acute care conditions. 

Second, Congress must eliminate Medicare policies that reinforce 
high-cost care. Most Medicare policy is organized around health 
care settings, such as hospitals, nursing homes, and home health 
providers. These policies foster duplication of activity across set- 
tings, prevent providers from collaborating on care for the same pa- 
tient, and prevent us from understanding the cost of treating the 
most costly problem in health care today. 

For example, over the course of a single episode of care, a hip 
fracture patient needing surgery and postrehabilitation may re- 
quire as many as 8 different assessments and 8 different care plans 
developed by multiple-care managers, each with their own ap- 
proach to care. 

Why can we not have a single assessment for an episode of care? 
Because Medicare requires separate workups for each care setting 
and specialists working in each setting. Why can we not have a sin- 
gle-care plan or patient record which follows the patient across set- 
tings? Because Medicare requires each place and profession to col- 
lect different data using different measures and documentation in 
different ways. Why can’t I tell you what it would cost on average 
to treat a patient with a hip fracture, Alzheimer’s disease, arthritis, 
or other major chronic diseases or disabilities throughout their evo- 
lution of such conditions? Because Medicare policies do not enable 
us to aggregate utilization, cost, and quality data in a way that 
produces cost information that crosses time, place, and profession. 

What we can say is that where organizations have integrated 
health services under pool fixed-dollar financing, there have been 
demonstrated cost savings. For example, staff model HMOs versus 
other HMOs, and several demonstrations including PACE and 
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Evercare have demonstrated cost savings of between 10 and 30 per- 
cent. 

Third, Medicare and Medicaid policies are intricately related and 
must be standardized. Both Medicare and Medicaid finance care for 
people with chronic conditions. Virtually all health care providers 
must respond to Medicare and Medicaid policies. Where these poli- 
cies are inconsistent with one another, the providers must establish 
duplicate records and procedures. This has serious cost implica- 
tions for both programs. Moreover, different care approaches under 
each program also has significant cost implications. 

For example, failure to finance and manage medical care for peo- 
ple in nursing homes has a direct cost implication for controlling 
hospital expenditures under Medicare. Failure to manage chronic 
diseases and disabilities by physicians and hospitals has direct im- 
plications for controlling long-term care costs and associated Medic- 
aid expenditures. 

What is the answer? Congress must establish a new consolidated 
provider category for Medicare and Medicaid. Providers functioning 
under this category would specialize in care of people with chronic 
conditions; provide whatever combination of care is most cost effec- 
tive; use integrated methods of administration, financing, and de- 
livery; function under a single set of rules and regulations; and re- 
ceive fixed-dollar or capitated payments at or below prevailing 
rates. 

Mr. Chairman, a transportation engineer can make a train run 
faster by designing a new wheel, but the company paying the 
freight may find greater savings with a different mode of transpor- 
tation. It is time for Medicare to stop reengineering payment rates 
for hospitals, nursing homes, and clinics and reassess its future 
cargo. The future cargo for Medicare and Medicaid is chronic care. 
Congress may find that a whole new approach to care is more cost 
effective than our current fragmented system. 

I would be happy to answer any questions, and I look forward 
to opportunities of working with you and seeking ways to contain 
cost through better care. 

Thank you. 

[The prepared statement follows:] 
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I, INTRODUCTION 

Mr. Chainnan and Monbers of the Subcominittee chi Health, I’m Richard Bringewatt, President and 
CEO of the National Chronic Care Coosortuim ^CCC). NCCC is a national organizatioD 
itpresenting 24 of the natioo’s leading care oetwoilcs with services provided in 16 states and 
every region of the country. The mission of NCCC is to fundamentally transform the way health care 
services are administered, financed and delivered. Our monben are working toward the achievement 
of t Mf goals through Che eatabUshment of delivery models that integrate the full range of services 
required by the chronically*i]l from primary and acute care through long-term care. 

NCCC ai^reciates the opportunity to offer our recommoKiations on restructuring the Medicare 
program. Clearly, Medh^ cost containment is central to achieving Congress* balanced budgM 
objective. We strongly support Congressional efforts to restructure Medicare through the application 
of integrated delivery system and managed care princ^les for tevetal reasons. First, Medicare is one 
of the fastest growing entUlemeot programs in the Federal budget. Congress cannot meet its balanced 
budget objectives without reducing the growth rate of Medicare expenditures in future years. 

Second, since our current health care system was formed several decades ago, the nature of illness in 
our country has thtftarf from a prqKmdenoce of acute care illnesses to a ptepcmderance of chronic 
co nd iti o ns Chronic disease like hart disease, Alzheimer’s and strokes now accounts for 80% of all 
deaths and 90% of morbidity and the rate of increase in chronic disease continues to surpass the growth 
of acute care illnesses. If we are to effectively contain health care costs we must shift our health care 
structures ffom an acute care orientation which responds to crisis events and focuses on isolated 
segments of the health care system such as hospitals and nursing homes to a disability prevention 
orientation which employs a multidisc^Unaiy, systems approach to care. We need to change our 
approach from organizing fmancing and care around providers to organizing financing and care around 
the problems of people that cross provider settings and extend over a long period of time. 

Ihird, we must streamline our regulatory systems to allow providers, purchasm and payors to malre 
health care treatment decisions based on the most cost-effective approach to caring for specific chronic 
illnesses, regardless of what combination of care achieves those inuhs. The private sector already has 
received this wake up call and has begun to modify administrative and delivery systems to 
accommodate tlus new pantUgm in health care. Most of our nation’s major b^th care systems and 
many free-standing providers have begun to affiliate with other providers in establishing integrated 
delivery systems. Incteaangly, the focus is not just on consolufation of assets and strengtbenii^ of 
market position, but extends to fundamentally cluinging tbe nature of bow we do business. Sufficient 
evidoice from private sector initiatives and public demonstrations exits regarding the cost-savings 
potratial of integrated care to warrant streamlining relations to eiqiedite the mov^ent ffom 
segregated care to integiited care. 

Public programs such as Medicare and Medicaid, however, remain entiencbed in old rules which lock 
providers and payors into a system which fostms duplication and fragmentation across tbe qiectrum of 
beahb care services and actually encourages providers to maximiie billing opportunities for their 
individual segments of care instead of working collectively with other providm to meet common 
clinical, cost and quality goals. Until we simplify and .ttandardize rules and regulations goventing the 
administration, fiiumctng and delivery of Medicare and Medicaid services, we will be heh>less evoi to 
document and understand, much less contain, health care system costs. Further, we must recognize tbe 
interdq)aKleooe betwe^ tbe Medicare and Medktid programs to prevent cost-shiftii^ between these 
two programs, improve continuity of care for tbe dually digible a^ contain the growth of the two 
largest health care entitlemeot programs. Most providers and an increasingly greater number of care 
redpimits are affected by both programs with inconsistreicies between these programs adding to tbe cost 
and confusion of serving pecq)le with chronic additions. 

Mr. Chairman, the NCCC has developed a legislative proposal for restnicturing tbe Medicare and 
Medicaid programs which we believe can effectively addr^ these problons. Our pn^sal focuses on 
both programs based on the interdependence between tbe two. The Chronic Care Act of 1995 would 
establish a single, consolidated provider category called a chronic care network (CCN) for delivering 
Medicare and Medicaid services tt> the chronically-ill. All Medicare and Medicaid services provided by 
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a CCN would be subject to a single set of administrative requiiemeats, payment policies* icpofting 
requirements and methods for evaluating pefformance. To receive certUiattion as a CCN* provider 
networia would be required to demonstrate their ability to int^rate the foD range of primary* acute 
and long-term care services as well as the administrative and clinical systems necessary to support 
these services. The focus of this Act is on containing cosa through better care. 

CCNs services would be paid for under a pootod financing mechanism to reduce duplication of services 
and increase provider flexibility in resource allocation* fixed dollar or capitated financing to limit 
aggregate costs* and shaied-iisk methods to cre^ incentives for coUaborttion toward common clinical 
outcomes and cost targets. Initially, the Secretary would cinahlish payment rates for diffinait 
categories of chronic such as Bod-Stage fomal Disease and acute episodes of chronic conditioiis 
like stroke and hip fractures. These rates would be set at or below 95% of the average community 
costs in caring for a defined population under the fee-for-servke lecnv. While NCCC is very much 
aware of the disadvantages of uring the fee-for-service sector as the basis for establishing payment 
rates, there simply is no viable alternative at this time for establishing fixed payment levels for chronic 
conditioiis. To date* no public or private prc^rams have systematically collect^ data on individual 
chronic condhiofis across time, plai% and profession. In fhct* one oi the goals of the Chronic Care Act 
is to establish an int^nted informatioo system which will enable us to accurately documoit the cost of 
chronic care over dme within defined populations. 

We also understand the concerns raised by HCFA and Congress regarding Medicare HMO risk 
contracts which have had quesdonable success in producing savings due to the bias of Medicare HMOs 
toward the well-elderiy, the cost-shifting that can result between Medicare HMOs and fee-for-service 
programs and payment link to the fee-for-service sector. Each of these factors has contributed* in 
some cases, to "overpayment" of providers, even under the 9S% rule. We believe CCNs would be 
isolated from these effects, however, since these networks would only serve those persons already 
diagnosed with a chronic condition aiuf payments would be by the Secretary on the basis 

kmwo costs directly associated with ^lecific care needs. 

In the interim, our Act includes several strat^es that we believe will effectively contain costs. Cost- 
savings will be produced by improved care and outcomes; elimination of duplicatioD and fngmeatatioo 
among services; streamlining of regulations and standardization of ovcrsiglit criteria and functions; 
qreoding caps and related incoitives for further cost reductions. In cases where providers can ddiver 
services for less than the negotiated rate, they will be pennjoed to keep half of these savings. The 
other half will be returned to the Federal government for deficit reduction and rrinvestment in 
restructuring of the health care system. 

Mr, Chairman* we cannot promise that the Chronic Care Act alone will produce major short-term coat 
savings for achieving the Congressional targets of $270 billion dollars in Medicare avings and $182 
billion in Medicaid savings needed to achieve a balanced budget by 2002. Long-term cost avings 
requires a primary focus on producing better car through reengmeeiing of our entire approach to bow 
we administer, finance and delivo* care to people with chronic conditinis. It will require a ftesed-in 
approach to allow sufficieot time for remodeling our health care infrastructure. Fuitto, the type of 
balth care initiatives being conskfered by the Federal government wiU require an initial ioverimeot in 
lestructuriog the administration, firumcing and delivery of Medicare and Medicaid services. NCCC is 
convinced, however, that if an qipiopriate m>^stment in Medicare restructuring is undcAakeo today, 
some short-term savings can be attained. More impoitantiy, aig nifirant long-term savings can be 
achieved with better care results. Ignoring the of system tnnsfonnation through ample but 
major reductions in allocations ouy fail to ach^e both quality and cost-containmoit objectives. 

n. 57XA7SG/C ASSUhiPnONS tlEGARDING HEALTH CARE SYSTBliiS 
TRANSFORMATIOS 

Effective reform of Medicare, Medicaid and other beahb care programs will require a fundameiital 
transformation of the way care is administered, delivered and financed. Solutions must focus cm 
underlying causes of health care inflation such as the fragmentatim and diqilication characteriziiig our 
administrative, financing and delivery systems in serving people with chio^ coiKlitions. Solutions 
must include strong incentives for consumers, providers, payors and regulators to approach the 
care system in a cost-conscious maimer. 

Advances in medical care and technology are moving our society from a piedominance of short-tenn* 
cure-oriented conditions to a predominaiice of conditions that require ongoing, mniririimftntifwiai , high- 
cost care. Hoqritals, nursing homes, physicians and community-based long-term care piovidezs are 
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huranning hirMmig iniBidepeiideat in serving a commai chraokaJly-tiniMired pofailation. Cumulative 
costs and quality of life for persons with smious and petsutem chronic cooditioos are both signilicantly 
dqiendent iqxm the fiiU anay of primary, acute, transitiotial and kmg-tenn care providers woildng 
together to prevent, delay or minimize disability progressiao and its associated coats. 

To date, the health care system has not adequately responded to these changing demands. We continue 
to use heroic means to ward off death, while we largely ignore the beaiedils of ditability prevention and 
primary care. We oontimie to finaaoe and manage care through isolated care s^ments which increases 
adminitttative costs without improving the coordinatkiD of care. While migor attention has been given 
to controlling short-term costs and manimiTing profit margins within existiBg provider structures, little 
attention has been given to the aocomnlatian of coats across time and setting. To effectively address 
the needs of the chronkally-ill and reduce overall sysrems coats, we must modi^ our qipro^ to the 
delivery, adminiattatioo and finaiicing of long-term care bated on the strategic assumptions outlined 
below. 

A. STRATEGIC ASSUUFI70N; Our qppronch to tavUe delhwry miut rhififrom an 

atnU eon arimtatian to a dtronU tan orionlation. 

Chronic disease re p resents the Ughest-coat, festest-growing s^ment of the heahfa care system. To 
contain health care coats, we must recognize the need to shift our fundamental orientation to health 
care delivety from an acute care model to a chronic care model. The acute care model is designed to 
reqxmd to crisis events and episodes of illnoM rather than the p reve nti on of disability pttrgreasion. An 
acute care qrproach focuses on isolated care platming and referral rather than managemeitt of patiem 
care across the rnttldple disciplines providing primary, aeate and lottg-term care services. 
Admirriatrative, financing and delivery rules are based on the phase of lllneM being treated (aerrte vs 
rrhahrlilatirm vs long-term care), the treatment setting (brnpital vs nursing home vs home care), and 
the health care professional deUveriog services (doctor vs nurse vs rehabilitation therapist). 

Effective integration of chronic care services requites a ‘trinocular* view of health care debvety where 
the perspectives of acute, iong-term care and managed care providers are taken into account. Acme 
care pnriessiatta view chrortic care in terms of illness and citre. They are very *high-tech' in service 
orientation and organire cate in shott-lerm, episodic approaches. Limg^etm care professiottala view 
chrortic care problems in terms of function arid are 'hi^taoeb* in service orientation. They organize 
care over an extended period of time. Managed care professionals think irf chronic care problems in 
terms of optimizing holth ontoomes and reducing costs. They approach health care solutions in terms 
of primary, secondary and tertiaty prevention. Effective cost-conaimnem will require the 
incorporatiem of all three perspectives into an integrated system of care. 

The cntient system most be restru cture d to allow providers the flexibility and financial inceittives to 
more effectively reqmnd to the needs of the chronically-ill; manage care across time, place and 
profession; turd to use whatever combioatioe of care is most cost-effective. Pttrviders must have the 
ability to make patient care decisions based on cliaical judgeoreats abom the most effective ttcatmertts 
and settings, not based on which programs and services are reimbursed by a particular payor. 

INTEKVESnOS: Syrtan ttUgra&m. 

We mirst move from a micro approach to ttiataging isolated heahb care episodes to a macro or systems 
spproach to managing partlcitiar patient oonditiotu. Syamm mtegratioo strategies must mmrMr finm a 
vision and defittito of a new service delivety reality. This new viskm must be grounded in the 
fbUowing in tegr a ted health network oonoepts: 


a full corrtinuum of care, irrtegrated across disepline »*vt setting; 
a multidimesiaiorral care planrdng and implementation; 
a erttpbasia on preverttiog, ddaying or minhniTing the progr e s sion of disability; 
a capitated, shrired-tisk financing across providers; 

a longhudinal focus, not qrisodic focus, with emphasis on cumulative cost and results. 

B. STRATEGIC ASSUMPTION: We must ifendnnfce our appnoA to the adruMsttation 
and manatemant ofheatUi am eeniett. 

Health care administrative policies and procedures are based on the aotte care model with its e|»sodic 
orientation. Sqrarate policy rurthotities exist for major tgm m ts of chrortic care financing and separate 
administrative authorities exist for each Federal program. Kegitlatiotts goverttittg eligibility criteria. 
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covenge rules, payment policies ami evaluatioQ methods differ across program categories such as 
Medicare and Medicaid. Requiiemeots regarding padrat assessments, care plaiming, data coUecdoo 
and record keeping are separately defined by clinics, bo^itals, mirstng homes and community-based 
service settings resulting in high costs and care ftigmeatation. Separate program administration locks 
in a major duplication of effort at the local level and malmi it virtually inqwssible b> measure, let alone 
manage, the unintended cost escalation. 

For example, Medicare provides primary and acute care-related services to the elderly and disabled 
regardless of income. It is federally directed, administered through fiscal intermediaries, and 
reindMises acute cate on a prospective basis atKl tldllfid care on a cost basis. Medicaid provides acute 
and long-term care covenge to the low-income, is federally defined, and administered by the state. 
Benefits vary from state to state as do income and asset eli^ility criteria and reimbursement formulas. 
Differences in program authority and administrative requiienieats for the dually eligible who require 
acute and long-term care services create tremendous fragmeotatuMi in service delivery and oeedl^y 
increases systmn costs. 

An example of the fragmented delivery cmUed by different program directions is most evidmit in a 
dually eligible patimit. Since Medicaid is orientod toward kmg-term care, payment for acute and 
primary care services is limited. For example, in many cases, a physician can only be paid for visiting 
a nursing bcme patient every 30 days unless a new problem arises. Selected acute care services which, 
theoretically, could be provided in a ouiaing borne at home are not provided in these lower-cost 
settings due lo leimbunemeot and clinical restrictions. Tbwe f ore, patients mtperieocing recurring 
medical problems frequently must be bo^ntalized to receive paymmt for medical care since they 
become eligible for Medicare acute care benefits once tnnsfinred to the hospital. However, the 
incentive under Medicare’s PPS sysem is to diaduuge patients to lower care settings as quickly as 
possible to fnarimw. DRG payments. Frequently patimfs move back to a nursing home setting at a 
higher care level, often resulting in cost-shifting, cumulative cost increases and dissatisfied consumers. 

Conflicting incentives in the Medicare and Medicaid payment systems leads to a continuous cycle of 
transfers among health care settings to meet patients* medical and long-term care needs. In additkm, 
sJKt each system hu separate clinical requiitmeou, coats are multiplied needlessly by duplication. For 
example, an elderiy patient receiving services under Medicare, Medicaid, Social Scrv^ Blodt Grant 
and Older American Act programs, could have four differem case managers and four differeni atre 
plans — none of which routinely are coordinared with one another. Such conflicts must be eliminated 
if health care cost inflation is to be brought under control. 

ISTERVESTiON: ContitUnS FiMU PoUey. 

To date, policymaken have focused on almost exchmvdy on financing reform as the solution to 
containing health cue ootfs. Even if we move to a health care system winch opentet within a global 
budget and fully capitates all primary, acute and long-tum care services, however, we won’t be able to 
maximire cost-savings opportunities. Health care cost containment also is dependent on a restructuriog 
of health care adminisditive and delivery systems. Percies governing acute and long-term care 
programs must be made more consistent through strategies such as itandardired goals, objectives, 
service definitions, standards and reporting requirements for programs serving the chromcally-ill. 

The admioistiatum of health care financiiig must be tiarKiardireri across jnoviders and payors. 
Administration should be shifted from cost acroniiting systems focused on dif feren t payors and 
provides to a system which int^ntes ftnanctog adrainikration for the network of providers providiiig 
services to common patients. All network providas should be required to ctrflect a standard set of 
core data on client cbaiacteristici, health status, service use, costs and quality outcomes. While 
differem providers and payon require inftmnatioD that is unique to their own setting, it is critical that 
integrated delivery systems defice information the same between providen where infbrmatioo is 
common to all. For exanqile, assessmmit protocols for measuriog functicmal and cognitive status 
should be the same whether collected by a nurse or social worker in a nursiog borne or home care 
setting. 

Administrative policies also should be modified to allow provider n etw orks to use a single budget 
cycle; compatible bookkeeping, accountii^ and rqxnting structures; and compatible claims processing 
and other fiscal management methods across settings. In addition, financial management systems must 
b^in linking cost data with outcomes data across providers and payors for purposes of asswting the 
cost-effectiveness of various treatmmit protocols a^ estahlishing oumeune measures for evaluating 
per fo r mance. 
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C. STKATBGIC ASSUMPHON; Wt muit mtnt Jnm aftt-JiMerrItt tfOem to 

rbk-bastd, flxed-doOarflmndag which poob financing acna pragma and health 
can tdtbtgs. 

Out cuimt heahh care financing system is replete with disincentives to cost-effective service delivery. 
Whether a public or private agency, payors are wiidag increasingly stringeot contract or grant 
specifications for service delivery and monitoring care for ^edfic services on a case-by-case basis. 
Control is organized around issues of service amount, fiequency, and duration for 4 )ecific care 
segments, rather than based on outcomes. It is difficult to program integratioQ to occur in the absence 
of outcomes-based management and global budget targets that allow to provider flexibility and 
innovation. 

Most cost-containment strategies, including those involving capitated, managed care financing, focus on 
short-term cost savings within existiiig provider structures with sqmrate contracts and xisk- 
arrangements. There is little or no incmitive for providers to collabonm in cost-savings across the 
continuum of care. Bven managed care organizations engage in a certain amount of cost-stufting 
within the system. For example, many HMOs limit their financial risk by passing it on to the 
providen with whom they contract on a fee-for-servto basit. The result is risk managmnmit on an 
q>isodic basis by n^odadng foe lowest-priced comract to each provider or service. The resuh is a 
high cost administrative structure and ineffective delivery model for chronic care. Cumulative costs 
increase awi quality diminishes. 

INTERVENTION; Rtplaet hfUromanagment of Btharior with Outeoau Orientadon 

Policies governing provider practices must be less prescriptive of process and procedures used by 
individual providers and sugf, and more jbeused on outcomes of can and the cumulative gfitas on the 
client. Stnictures for fmance and administnlka miut shift from coatainiiig costa within narrow health 
segments to giving providers inoendva to ooilectively contain costs, pie ve nt disahility pngreasion and 
emphasize customer satis&ction across tinie, place and profession. Provider-baaed systems should be 
established where provider networks are paid under shared-tiak ariangeinents for achieving cumulative 
cost and outcome targets. 

m. RESTRUCTURING BEALTB CARE THROUGB INTEGRATED DEUVERT 
STSTEIdS 

A. Private Sector Entry into Integrated Delivery Systems and Managed Can 

NCCC believa that one of the moat impoitant outcoma of the health care reform debate of 1993-1994 
wu to increase awareoeas among consofflen, providers and policymakers about the cat-aavinga 
potential of integrated deKveiy systems. While the private health care indoatry had been moving 
toward integiated deliveiy systems and managed care approaches prior to 1993, the pioqiect of hcaltb 
care reform legialation mandating health care delivery around 'accountable heahh pl^' and riak-baaed 
financing diamatically escalated the movemoit towaid tbe int^iatian of primary raul acute care 
services. NCCC is convinced that, with or without legislative mandates, tbe private sector win 
continue the movonem toward health systems integration. But it needs the siqipoit of Federal 
leariership to maxiiniM its 

Today, many of our leading health care providers are meiging foeir reaoufoea under new cue 
alliances covering foe ^wctium of primuy, acute and long-turn care services. Inmgiation effoils have 
focused on the meigu of hoqntals, pfayricians and managed cue plans opente. To fiiUy realizB foe 
pocuitial of int^iated delivuy systems to improve care and reduce costa, kmg-tenn cue providers 
must become an integral part of foe system. Bffoits of the private sector need foe of fbdenl 

policy that is nqiportive oi these emerging treads. 

Be buegrai^ Dcihnry SyUems or <oi Akemattve Savingt Darin 

NCCC believes that the integnied delivety system model r e presen ts a for more lUkmale approach to 
cost-containmeot than simply ntchetiiig down providu payments. &qKrimenti with price controls 
beginning in foe Nixon Admimstiatjon have shown thu this ^iproncfa siniply does not work. Sesults 
are short-term at best tmee price oontrols address tbe product of meffideot iwWi care delivery, not 
the underiying causes. 

The cost-savings potential of htf^rited delivuy systems and managed cue plans bat evidenced 
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subjumtialfy lower lailbation raui in aeu midi u hoapital trtmiiiinns uti lengllu of ttay. In 
additioa, boUi cue •yMemi, providen end hum e n tarn became mudi more lophiitticited ud 
'boOom-line* oiieoied. Muy private syMenu ptactice aggieaaive care management, c api t at ed 
fiiiancing and infonnation management and are incieaaingly cbancterized by an outcome orieatatian. 

Aa we move to new rimctniea of opeiatian under a aingle paymem aritb which to manage a patieat’i 
total health care needa, there ia a atrong incentive to avoid high-coot, event-baaed care and aignifkanUy 
reduce the cumulative coot of primary, acute and long-term care. 

Deapite thia ptogicaa, however, NCCC believes that it ia impoitam to note a miasing link in the 
prolifesatian of integrated delivery ayatema. While the medical sector ia moving fnrimtd quickly to 
establish coit-aavings joint ventuiea, the long-term care industry hu not been integral to the movement. 
Congress could play an impottanl role in expanding oppottunities for LTC provider participation by 
eliminating cnnent barriers to using managed care princ^lea in the deliveay of LTC services and 
bridging the gaps among primary, acute and kmg-term care. 

The integration of primary, acute and loog-tetm care services ia critical to m«TimiTing cost-savings and 
efficiencies across the health care system. Iteliog financing that rewards outcomes over piocess can 
free the long-letm care induatry ftoin eaccessive use of institutional services. Long-term care services 
and settings such as home care, aduh day cate and skilled musing care offer lower-cost ahematives to 
traditiaiial acute cate. Chtonically-ill patients who l ep i e s e nt the higheat-cost and ftsteat-growing health 
care segment must have acceas to the full range of beahfa care services with assurance irf care 
continuity from primary through long-tetm care and commitment to minimiTing disability progression if 
the system is to achieve optimal savings. 

C. buegmud ZteSaeiy SysSaasa vi Uonaged Can flant 

NCCC believes that it is irttportant to distinguish between managed care anangerttents and fully 
integrated health care deliv^ syslemt. While managed case conlaint an important ingredient that can 
facilitate iruegtation, the crmcepts of managed care and irttegiatioo ate not necessarily the same. 
Managed cate typically refers to an arrangentetat in which an HMD or other cattity is given a prepaid, 
capitated paytrtent for each enroUee in exchange for providing a defined set of services. Such tiA 
contracts provide BMOs the irtcentive to effectively manage the cost and quality of care for all 
emoUees. Managed cate techniques can include pre-authorization for the use of servicea, the 
assignment of a primary care physician to coordinate cate, specialized case management for high risk 
cases, an emphasis on prevention, and the use of a more flexible benefit package than it normally 
penuitted in fee-for-aervice arrangementt. These techniques, however, do not automatically translate 
into an integrated health system. 

Fully integrated service networks manage cate across all settings in tbe service of a common cate plan 
which seeks to optimize patient outcomes thrmigh cidiective action. Administtative, financial and 
information systems must be integrated to siqtpott a common approach to case. For integration to 
occur under managed cate plana, all providas serving the same patients must share in the financial 
risks and rewards associated with providing cate, with all providers working ttrwatd common cost and 
quality goals across the network. In contrast, under maoa^ cate plans, all too often individttal 
providers work imder separate, often non-risk contracts, and work within their own settings to 
maximize billing opportutrities. Irtoentives among ptrrviders within a given network must be aligned 
for a networir to be itrtegtated. 

Providers alone, however, casmot be blamed for their foilute to enqdoy an integrated systems approach 
to health care delivety. Cutrem laws and regulation often prevent them from doittg so. Congtw 
could play an iraponant role in eliminating a micro-management approach to hmlth care delivety attd 
promotittg a systertrs approach by streamlisrittg existurg r^uiations and itaitdattlizutg tegulatints 
governing the administration, fituncing and delivery of healtb cate services. NCCC believes that tbe 
establishmem of a consolidated provider cat^ory, such as the Chronic Cate Network model described 
below, offers a viable strategy for moving towanl an irttegtated delivety system approach. 

D. CoaSavingi Ptaential of huegntei DOhrery Sjeum and Managed Can 

No one knows tbe acntal costs of carirtg for any chronic condition because we don’t collect information 
about the cost of care for complex chronic con^tiorts across tinte, place, profession and funding 
source. For example, we know that there is a direct relationship between stokes and hip fractures and 
the use of lottg-term cate services. We know that hypertension, di«lwe« and osteoponrsis ate all 
precursors to chtortic conditiorts. We know that the chronically-ill use a sigrrificant attrouttt of dtrtgs 
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and medical equipment. But we cannot document the actual costa of these conditions across settings 
and over time. Only by coordinating infonnation over time regarding cost, quality and outcomes for 
the same patients and populations across the continuum of cate will it be possible to accurately assess 
the true cost savings potential of integiated delivety models. 

The collective e sp e t ioice of NCCC members, however, suggests that integrated delivety system and 
managed cate approaches have the potential to effectively address three primary and conqiatible goals 
of a health systems tranafotmation. These goals include reducing aggregate hodth care costs, 
decreasing health care inflation rates and impioving quality of care. Many of the NCCC members 
have been providing Medicate and Medicaid managed care aesvices since the early to mid-80s under 
integrated/managed care modds nich as the Social HMO and PACE demonstrations and the hospice 
program. Other ptovideta have had the opportunity to observe the cost savings potential of maiuiged 
cate through programs such as the Bod-Stage Kenal Disease and Bvercare Programs. Below ate 
hi g hli ghts of both the limitations and cost-savings potential of some of these programs. 

Snetal HMO: The Social BMO (SHMO) model offers Medicare beneficiariet an (sdianced package of 
Medicare acute cate services and limited coverage of long-term care services. Services are financed on 
a capitated basis using Medicare, Medicaid and private premiums. SHMO is primarily an insurance 
model that manages risk across a represen t ati ve population of well and disabled eUeriy. SHMOs have 
been effective in reducing acute care costs throu^ fewer hoqritalizations and shorter lengths of stay. 
Since SHMOs bear limited risk for kmg-tetm care services, however, they do not have the incentive to 
manage risk across the full ariay of chronic care services once an individual becomes mining home 
eligible. Instesd, these organizations have placed greater emphasis on issues related to the ptogrestioo 
of disability during the earlier phases of a chronic condition, such as rehabilitation. While the SHMO 
represents an important financing demonstration on integrated care, and an important foundation for 
further reform, ^ evaluation of this demonstralion to date indimtes relatively little impact on the 
integration of acute and long-term care under tiiis model. 

EACEt The Program of An-lnduaive Care for the Elderty (PACE) provides the full range of primary, 
acute and kng-tetm care services required by tiie nursing home certifiable population through an adult 
day care model which diacoutages uudnitionali/ation. Services are financed through Medicare, 
Medicaid and private teaoutces and about SOX of PACE lesidems are dually eligible for Medicare and 
Medicaid. Providers receive a capitated payment from Medicare and/or Medicaid to provide the full 
range of services. PACE rqpreaenta a liA management model focusing on the opposite end of the care 
spectrum from SHMOs. Since PACE emolls only the ftail, nursing home ceitifiable population, the 
program has a more fiilly integrated orientation toward pntiem care than the SHMO model. PACE 
programs have been forced to focus more extensively on restructuring of service delivery since they are 
financially at risk for any aervioes needed that exceed the comUned fflontiily tapilation ptymem for a 
very high cost sovice group. UnUke the SHMOs, however, PACE programs have not focused on 
primary prevention strategies sinoe emollees ate severely disabled when they enter the program. 
Ahhougfa no formal evaluation of PACE programs have been conducted to date, the PACE Program 
in di c ates that sites have been effective in providing services at an avenge savings of ISX below what 
h would have cost to cate for the same population in a nursing home leltlng. 

Bmi ru— — iVamin rFARm- About sox of ESKD program costs are financed 
through the Medicare program. Annual costs for 1995 are ptoiected at $10 billion for dialysis patients 
alone, or about $4S,000 per patient for the estimated Z00,000 benefidaries. Medicare costs for 
dialysis patients can be decreased at much at 20X from tire fee-fbreovice system when patients ate 
cared for arithin an integrated financing and detivery system such u propose d in the Chninic Care Act. 
Projected savings of $2 billion would come fiom reduction in per ptirni cost inoeasea, reductions in 
boqritalizations achieved tiitough early tefetnl, aggressive care managemem and adhererme to ptuctice 
guidelines, and a reduction in outpatient ancill^ coats. 

Roqiice care is a special way of caring for terminally ill pwierei and it available under Part 
A of Medicare. Services primarily are ddivcred in a patient’s home, inrhiding reaaonaUe and 
necessary medical and support setvices fiimithed by an mterdisciplinaty team. Four wdi<— tvmHnrrxi 
to date have projected cost savings for the hospice program when con^ared to the Medicare fee-for- 
aervice system. These savings tanged from 3X to 32X, depending on length of stay among other 
fiuxon. 

Bvaoare it a managed care program for nursing home residents which coordinatm all acutr 
care services for residents. The cost savings results of this program have been impressive. Tocai costs 
have been reduced by 30X competed to fee for service anangements. Savings have been achieved by 
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reducing hoqiital admissions by approximately one-third, decrensing avmage lengths of stay in a 
bo^hal by almost 50% and increasing picveiidve, drilled and subacute care services for mixsing bmne 
residents. 

Public sector approaches to health care cost containment have focused di^ropoitionatly on 
TBStnicturing the way care is financed without simuhaneousty addressing the stnictuial problmns in 
health care delivery and administration. Further, demonstrations such as the Social HMO and PACE 
have focused on a segmoit of the total problmn. Such limitations prevat us from being able to 
accurately access the cumulative cost-savings possible through continuous intoventions at various 
stages of chronic disease. A second drawback to the demonstration model is that demonstrations are 
implemented in a artificial environment, fieezing io place ceitain research designs and prohibiting 
modifications as learning occurs. Frequmitly, they operate under waivers that uncouple operations 
from the realities of mainstream providers. The changing dynamics in health care require a 
reengineering afi^roach to change implemented in mainstream environments through a phased-in 
approach under fledble but carefully monitored arrangements rather than a research and demonstration 
strategy. The Chronic Care Act rqtresents such as opportunity. 

IV. COST CONTAINMENT THROUGH SYSTEMS TRANSFORMATION 

NCCC has devel<^>ed a legislative proposal which would lestructure the financing, delivery and 
administration of Medicare and M^caid benefits, streamline duplicative and conflicting r^uladons, 
and increase provider flexibUity in the way care is ddivesed. central vehicle for achieving these 
goals would be the establishment of chronic care networks, a consolidated provider category under the 
Medicare and Medkaid programs. 

Chronic Care Networks (CCNs) Tcpnseat alliances among the major providers of chronic care 
services, including primary and acute care, tnnshio&a] care, and reai^tial and community-based 
long-term care providers who function under integrated administrative, financing and delivery 
anangemoits. CCNs would have the discretion te serve a predefined program serving the cfaronically- 
ill or a set of program categories. For example, some may choose to specialize in ESRD or acute 
episodes of chronic illness such as strokes and fa4> fractures. Others may treat many types of chronic 
conditions such as all primary, acute and long-term care problems for persons dually eligible for 
Medicare and Medicaid or all persons certified as nursing home eligible. All Medicare and Medicaid 
services provided by a designated CCN would be subject to a single set of regulatory requimnents, 
performance standards, paynumt methods and administrative procedures for monitoring and reporting. 
CCNs would be certified by a rurional iioi 9 >iofit oiganizarioa with qtecial drills in assessing network 
integration oqiabilities in serving the chrcmically-ill. 

To become certified as a CCN, provider networks wmld need to meet the following requirements: 

* Integrated Continuum of preventive, primary, acute, tnnsitioiial and long-tenn care 
services with providen foUowing a common set of care protocols and quality measures; 

* Int^rated Care Management coordiitfted by an interdiscipliiiary team of health care 
professionals with the authority to manage utUizatimi, cost and care across the spectrum 
of CCN services; 

* Provider Network Contracting under pooled financing to reduce duplication of services 
and increase provider flexibility, fixed-^Uar or capitated payments to limit aggr^ate 
costs and shared risk financing to create mceotives for collaboration toward emnmoo 
clinical, quality and cost targets; 

* Integrated Information Systems that allow provides to track utilization, cost, quali^ 
aixl outcomes data across time, place and profession; 

* Integrated Quality Aawrance Systems for monitoring system performance and for 
changiiig practice patterns in re^wnse to network pmfoimaoce trends. 

* Disability inwcntlon guideUncs mnKiiWing of gtanAmdiyeri managing cue 

across time aixl setting to pievmit, delay or mmimire the effects of disabUity 
pfogresnon. 

CCNs also would be required to employ setf-be^ informatioo, assistance and qtfrtied tedinology and 
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chronic care ejqKitise. Consumers receiving services from CCNs would have the right to participate 
in care decisions and choose providers outside of the CCN by payii^ addhiCHial charges for out-of-plan 
utilization. 

Services would be financed through the Medicare and Medicaid programs based on the payment 
method established for each chronic illness eatery eligible for reimbuTsanait such as ESRD, 
bodice, etc. Different rate structures and payment methods would be established for each program 
category and for conditions within eadi program o^gory. Some programs would offer a capitated 
payment while others would offer a fixed dollar or per case paymmt based on mcpected service 
utilization or duntioo of qnsode. The Secretary of HHS would have the authority to establish a single 
payment for all Medicare and Medicaid benefits provided by a CCN for a defined service group or 
population with all payment equal to or less than 95 % of the fee-for-seivice costs in a defined 
community. CCNs initially would receive payments through a Medicare HMO, Competitive Medical 
Plan or odier method until the entities establish the risk-financing capabilities to administer paymoits. 

At that time, HCFA or stale administering agencies could make diieA payment to the CCN. 

The Chronic Care Act would produce savings in several ways: (1) improved care and outcomes; (2) by 
ftiiminaring duplication aikd ftagmotatioo among services; (3) by streamlining regulatory requirements; 
(4) through spending caps; and (5) through Che development of ttchiM^gical stnt^es which could 
reduce labor, tranqxntation and otho* costs. In addition, no CCN would be paid at a rate that exceeds 
95% of costs under a fee-for-seivice arrangement in a given community. The costs will never be more 
and there will be inceacivea for further cost reductions. Any savings ova* traditional costs would be 
divided equally between the provider network and the Federal govenmeot. Federal savings would be 
divided equally between deficit reductkMi and reinvestment in restructuring the health care system. In 
cases where Medicare and Medicaid funds are pooled, HCFA would detmmine how to allocate these 
savings between the Medicare and Medicaid programs. 

To assure quality under CCNs, the Secretary would desigrwte a nadonal certification and review 
organizatioa to develop and implenuait a continuous quality assurance program for persons with serious 
chronic conditions wiA the support of emerging information systems technology. Certification methods 
would be estahlishfid in accordance wrd) CCN criaeria identified in this Act. The Secretary alao would 
establish a quality assurance program for persons with serious chronic conditions to idratify: 

9 risk factors and interventions associared with progression of chronic conditions; 

• interrelationships among medical, fiinctiOTal, cognitive, social and environmental 
omditioiis; 

• the clittkal and ftnancial efficacy of different treatmmit protocols for qiecific chronic 
conditions; 

• indicators of client satistokm; 

• a core data set (e.g., utilizatkxi, costs, quality, outcomes, etc.) and methods for moving 
towards outocmie-baaed accountability; 

• other iicton affecting clinical outcomes and costs. 

Hie Act also calls for the establishment of a public-private partnership amemg Federal and Mate 
governments, foundations, corporations and providers to help finance health systems reengineering. 
Initiatives would be developed in the following areas: 

• conmlldated public admlaistratloa: streamline and integrate public administration for 
financing, m<Miitoriag and evaluating chrmiic care services 

• new payuNot meChodolociM: provide financial incentives for imegiating care across 
provideis and settings to improve quality and reduce costs 

• integrated care management: ftstahlish protocols for manag in g the multidimensional 
dim^ions of care across ^lisodes of iilness as well as duration of condition 

a integrated infonnation systems: as int^nted information management 

enabling all purchasers, payon and providers serving a single client to track service 
utilization, costs and outcomes ova- life of disabled individuals 


health profcaslons education: establish inrerdisc^linaiy education and training 
programs focused on chronic illness 
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• applied rwfirrh; identify new technologies and deUveiy methods that inciease quality 
and client satisfaction and reduce aggregate health care costs 

Technical assistance would be required to inplemeot the new health care infrastructure. The resource 
centers on chronic care int^iation would be est^lished to assist purchasers, providers and payors in 
the following areas: 

• assist the Secretary and states in identifying and eliminating Federal and state regulatory 
barriers; 

• assist organizations in implonentation of chronic care netwoiks; 

• cstihlish health care educatkm programs, winrfwg primary care in geriatrics; 

• develop new technologies for serving chronically impaired; 

• conduct basic research on pieventing the tixree UgfaM cost chronic conditions. 

V. CONCLUSION 

In closing, 1 would like to underscore the need to aher several strategic assumptions r^arding the 
restnicturing of our health care ddiv^ system. First, we must shift our focus ftom an acute care 
orientation which micro-manages individu^ co mpone n ts of the health caie syttem to a chronic care 
orientation which manages the needs of ^Kciftc pc^wlatioos across time, place and profession. Second, 
we must streamline legislative and regulatory requiremems governing health care administratioo, 
financing and service delivery and adopt policies and procedures. Such actions will give 

providers the flexibility to make treatment decisions based on patient care needs and the most cost- 
effective combination of services and allow payors to collect uniform information on cost, quality and 
outcomes for specific health care conditions. Integrated infbnnation systems will be critical to the 
developmoit of standard outcome measures and payment methods which reward quality care. 

Third, we must establish new payment systems characterized by pooled, fixed-dollar, shared risk 
ftnancing which aligns provide incentives to work colhdioratively toward common clinical outcome 
and cost targets. Fourth, we must recognize the interdependence between Medicare and Medicaid and 
the need for more consisteat policies to oimre contimrity of care, prevent cost-shifting and reduce 
overall system costs. Hftii, successful cost containment stiat^ies must not be limited to financing 
reform alone, but must onbiace a fundamental restructuring of our administrative and detiveiy 
systems. 

The Chronic Care Act is intended to achieve each of these goals through the establishment of a 
consolidated provider category which would be subject to a single set of payment policies, reporting 
requirements and evahiatioo procedures. Chronic care networks would function as fully integrated 
delivery system for Medietpe, Medicaid and dually eligible benefknariea. We axe not suggesting that 
the Chnmic Care Act is a panacea. It is not a "ft^-blown* proposal which addresses all of the 
problOTis in our health care deliveiy system from insurance to fraud and abuse 
reforms. And as currently designed, the approach is limited to the Medicare and Medicaid 
populations. However, the Act is consistent with the goals of the 104tb Congress in the areas of deficit 
re^ctiem, regulatory reform and Medicare and Medicaid restructuring. It r ep rese nts one approach for 
applying princqries of integrated delivery and managed care to the Medicare program. Fuitbamore, 
we believe that our qiproacb can easily be translated m private sector programs and that private 
insurers and onployers will use this model in the future. 

On behalf of the National Cbrcmic Care Consortium, I tppnoBtc the opportunity to wdgh in at tins 
critical junction when the Ways A Means Health Subemnmittee is coniidoing aheinative for 
restructuring the Medicare program. The NCCC stands ready to asiiat you in any way we can as you 
move forward with the developmoit of a l^islative tnoposal. 
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Chairman Thomas. Thank you very much, Mr. Bringewatt. 

Mr. Jasper. 

STATEMENT OF W. MARK JASPER, CHAIRMAN, AMERICAN 

ASSOCIATION OF PREFERRED PROVIDER ORGANIZATIONS 

Mr. Jasper. I would like to thank you for inviting AAPO, the 
American Association of Preferred Provider Organizations, to par- 
ticipate in this important hearing. The AAPO is the national trade 
association for preferred provider organizations or PPOs for short. 

Since the eighties, PPOs have been available to the under-65 
population. PPOs were a marketplace response to the health plan 
sponsors who are seeking to reduce the rate of medical cost infla- 
tion without reducing benefits, and while retaining free choice of 
physicians. 

In the private sector now, there are 79 million people in PPO 
plans, 802 PPO plans. That compares with 55 million in 564 HMO 
plans. Clearly, there has been a rapid growth of PPOs, and this re- 
flects their acceptance by patients, by providers, as well as the pur- 
chasers of health care. 

Indeed, a recent major employer health benefits study reported 
that PPO plan typed had the lowest medical cost increase in 1994 
over 1993, the lowest including HMOs. So PPOs had the lowest in- 
crease in that study nationwide. 

As we look at Medicare today, we see that there are less than 
10 percent of the beneficiaries in HMO plans, and the remaining 
90 percent does not have access to a PPO type plan, which is so 
prevalent in the private sector. We believe the absence of PPOs as 
a choice and option for Medicare in part explains why the Medicare 
cost increases have exceeded the private sector’s cost increases in 
recent years. 

It is our strong recommendation that Congress legislatively en- 
able PPOs to become direct contractors with HCFA, so that PPOs 
may be offered as a choice to beneficiaries to achieve the dual goals 
of slowing the rate of cost increase and maintaining beneficiary sat- 
isfaction. 

If you are not familiar with PPOs, they are corporate entities 
that contract with networks of health care providers and in turn 
contract with the purchasers or plan sponsors of health benefits 
who then offer those networks as an option. PPO entities have a 
variety of ownership forms, but it is important to note that most 
PPO entities are not insurance companies. Some are owned by in- 
surance companies. 

PPOs use cost control methods that are not now employed by 
HCFA. By agreement with contracting physicians, PPOs manage 
the necessity, appropriateness, and level of health care services. 
This utilization management results in tangible savings and cost 
efficiencies in the health care system. PPOs also utilize different 
rate methods with providers than HCFA does. 

For part A hospital services, PPOs pay typically on a daily basis 
rather than a per admission basis. As length of stays are shorten- 
ing, this can often result in less cost than the current Medicare 
method. For part B diagnostic services, PPOs often pay a fixed rate 
well below the discounted rate that Medicare currently pays for 
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such diagnostic services in part B. PPOs are available now as a 
means to introduce to Medicare beneficiaries managed care. 

AAPPO has the following recommendations for the congressional 
legislation that we believe would build upon successful innovations 
in the marketplace. First, enable direct contracts between HCFA 
and PPOs. This is similar to what is currently done between PPOs 
and self-funded employer health plans. Second, modify current Fed- 
eral law and regulations to permit PPOs to assume full or partial 
risk arrangements. Third, require accountability of all managed 
care plan types to protect the interests of beneficiaries. 

The AAPPO’s board and staff stand ready to assist with the im- 
plementation of these recommendations. With your permission, Mr. 
Chairman, we would like to submit the official PPO definition of 
our organization to be appended to our testimony for the record. 

Thank you. 

Chairman Thomas. Without objection. 

[The prepared statement and attachment follow:] 



145 


STATEMENT on 
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before the 
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of the 

COMMITTEE ON WAYS AND MEANS 
by 

W. Mark Jasper 
for the 

AMERICAN ASSOCIATION OF PREFERRED PROVIDER ORGANIZATIONS 
July 19. 1995 


Good morning, Mr. Chairman and members of the Subcommittee. I am Mark Jasper. 
Chairman of the American Association of Preferred Provider Organizations (AAPPO). I am 
also CEO of PROHEALTH, Inc., a PPO management firm in San Marino, California. On 
behalf of AAPPO, I am very pleased to take part in this important hearing, and to share with 
you our ideas for strengthening and improving the Medicare program. 

AAPPO is the national trade association representing a large segment of the PPO industry and 
its partners in managed care, such as employers, insurers, and providers. Since its founding 
in 1983, the rapid growth of the association's membership has paralleled the dramatic 
expansion of network-based managed care. The more than 1 ,000 members include 
comprehensive medical/surgical networks, as well as specialty networks offering benefits for 
mental health, dental and opthalmic services, workers* compensation, and the like. Through 
its members, AAPPO represents a significant portion of both the delivery systems and 
recipients of health care in the United States. Data just in from AAPPO’s about-to-be 
published 1995 Directory of Operational PPOs documents 802 active PPO networks in the 
United States, extending coverage to approximately 79 million eligible employees. 

AAPPO believes strongly that Medicare needs to come into step with the private sector in 
delivering and paying for health care services. The public program's need to contain cost 
while maintaining accessibility and quality is the very same need that motivated the employers 
who are the primary private-sector purchasers to develop new health care strategies. Among 
the successes has been developing a means of managing fee-for-service medicine: the PPO. 

The private health care market today is immensely competitive. It is no coincidence that 
runaway cost trends — the annual double-digit increases that marked the last decade — have 
moderated. This is the way the marketplace is supposed to work. Robust competition 
encourages product improvement and brings down costs, benefiting investors and consumers 
alike. In this case, both the federal government and Medicare beneficiaries have much to 
gain. 

We agree with many members of Congress that Medicare beneficiaries should have the same 
choices available to their privately-insured fellow citizens. The success that PPOs have 
achieved in delivering choice and quality while substantially reducing costs offers a model 
that Congress can turn to in meeting the twin challenges of reducing the growth in Medicare 
expenditure while expanding choice to older Americans. 

The PPO: Another Managed Care Option 

A PPO is an entity through which employer health benefits plans and health insurance carriers 
(collectively, payers) contract to purchase health care services for covered beneficiaries from a 
selected group of "preferred" pardcipating providers, including hospitals, physicians, and 
diagnostic facilities. Benefit plans offer a PPO network to eligible participants as an effective 
means of furnishing access to an array of qualified providers. The PPO is a separate, 
identifiable legal entity that can have various types of owners, including entrepreneurs, 
insurers, and providers. PPOs contract directly with their payer customers — as we would 
envision them contracting directly with HCFA in the Medicare context. 

A PPO’s preferred providers generally arc selectwl on the basis of their cost efficiency, 
community reputation, and scope of services. Payers offer financial incentives to the covered 
beneficiaries to encourage them to obtain needed health care services from the preferred 
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providers. In return, the participating providers agree to conform to certain utilization 
1 ^ management and quality management requirements established by the PPO and to accept 
.contractually set reimbursement levels for their services. 

Unlike HMOs, PPOs do not require their members to use only PPO providers. Individuals 
with PPO coverage are permitted to use non-PPO providers if they are willing to pay higher 
levels of coinsurance or deductibles. As a result, the PPO offers more consumer choice of 
provider. 

In 1994, PPOs were offered by 40 percent of employers with 10 or more employees, 
according to a survey of employer-sponsored health plans by the firm Foster Higgins. The 
average per-employee cost for PPO coverage for large employers actually dropped from 1993 
to 19^, and four-fifths of plan sponsors characterized their PPO as effective in controlling 
costs. 

Benefits of a Medicare PPO Option ^ 

Since the early 1 980s. the federal government has sought ways to reduce spending for 
Medicare-covered health services. Notwithstanding efforts focused on price-setting, costs 
have continued to rise because of utiltzation increases. It has become abundantly clear that 
cost containment cannot be achieved merely by cutting back on payment rates without 
addressing utilization as well. For more than 90% of current beneficiaries. Medicare is 
merely an unmanaged fee-for-service entitlement program. By contrast, the private sector has 
controlled its fee-for-service expenditure through reliance on PPOs to manage both rates and 
utilization. 

Even where the govenunent has attempted to address utilization through a capitated payment, 
it has met with limited success in controlling Medicare expenditures. The Department of 
Health and Human Services moved into managed care in the 1980s, contracting on a risk 
basis vdth HMDs for the provision of comprehensive health services to Medicare 
beneficiaries. However, enrollment in HMOs by Medicare beneficiaries has been quite 
limited over the years, and HMOs have not achieved significant penetration of the Medicare 
market. 

The private insurance market in the early 1980s also had just two options — indemnity plans 
based on fee-for-service and the HMO with its lock-in requirement of enrollment. The 
market demanded more, and PPOs were the response. As described above, payers with a 
PPO option use financial incentives to encourage the consumer’s use of the managed care 
features of the PPO. I have found in my own PPO management experience - and my 
AAPPO colleagues will bear me out - that 60-70% of health care services obtained by PPO- 
eligible persons are provided by network providers. Because of the flexibility inherent in a 
PPO, these arrangements are popular with consumers and providers alike. 

PPOs are successful in reducing unnecessary utilization while allowing consumers to choose 
their own health care providers from a select panel of quality, low-cost providers. By adding 
a PPO option to Medicare, increased savings and controlled utilization can be achieved while 
offering an attractive managed care alternative to beneficiaries. Indeed, those who have been 
reluctant to venture into managed care because of the "lock-in" nature of provider panels 
should find PPOs particularly appealing. 

PPOs have contractual agreements that physicians, hospitals, and other providers accept 
voluntarily, pledging to help develop and to participate in utilization review and quality 
assurance programs. A collaborative, non-adversarial relationship is fostered between the PPO 
and its physicians, based on a mutual commitment to cost-effective, high-quality health care 
and reinforced by the dramatic success their partnerships have enjoyed. 

As PPOs have proliferated across the nation, they have developed tremendous aggregate 
capacity for the enrollment of new beneficiaries. More so than other managed care models, 
PPOs tend to be characterized by a broad array of providers, both physicians and hospitals. 



147 


PPOs offer Medicare savings in several areas: 

• Utilization review: Prospective and concurrent reviews reduce unnecessary 
admissions and surgeries. 

• Part A: PPOs may negotiate hospital rates at levels lower than DRG 
payments. DRGs were based on length-of-stay assumptions that have been 
reduced in practice. Medicare has not participated in the savings generated by 
this reduction. Most PPOs pay a per diem rate and manage length>of>stay with 
their physicians. A cost-per-admission based on a PPO per diem may easily be 
less than the corresponding DRG level. 

• Part B: PPOs make extensive use -of freestanding facilities with lower 
overhead costs than hospitals for outpatient diagnostic and treatment services. 
Payment typically is at negotiated fixed rates, less than the cost-based discount 
rates currently payable under Medicare. 

PPOs and Risk 

Most PPOs are not licensed as insurers and do not bear insurance risk. They typically are 
compensated on the basis of a per-member-per-month administrative fee. Capitated 
arrangements, characteristic of HMOs, are not common among PPOs. While some PPOs are 
exploring the process of becoming legally qualified as risk-bearing entities, and some indeed 
have done so, others are not prepared to recast themselves, in e^ect, as insurance carriers or 
HMOs. 

AAPPO proposes that both standard and risk-bearing PPOs be recognized by Medicare. In 
the standard arrangement, a PPO would qualify as an eligible Medicare contractor through 
meeting federal standards related to the functions it performs (e.g., provider credentialing and 
contracting, utilization and quality management, review and complaint procedures). A 
qualified PPO would receive a per-bencficiary-per-month fee in return for making available its 
network, its negotiated rates, and its utilization and quality management services. HCFA 
would thus stand in the same relation to the PPO as self-insured employers do now. Such 
employers enjoy a cost/benefit trade-off in the neighborhood of 10 to one, savings achieved 
through PPO management compared to the monthly administrative fee paid. 

In a variation on the standard arrangement, the PPO’s administrative fees could be augmented 
or reduced based upon its success or failure to meet performance targets negotiated between 
the PPO and HCFA. 

Finally, as noted, some PPOs are interested in pursuing risk contracts with HCFA. AAPPO' s 
proposed risk option would establish by law a means whereby PPOs could become federally 
qualified, irrespective of their status under state licensure, by demonstrating compliance with 
federal standards similar to those now established for HMOs. 

Conclusion 

AAPPO has been pleased to receive favorable comments from members of this Subcommittee 
about adding a PPO option to Medicare. PPOs have been a boon to the private sector, and 
will prove a boon to Medicare as well. AAPPO understands that PPO participation would be 
in the context of a menu of choices for Medicare beneficiaries — a prospect that we applaud, 
having every confidence that PPOs can hold their own in healthy competition. We ask you, 
though, to keep in mind the importance of real as opposed to apparent variety. There always 
exists a temptation to minimize complication by putting everyone through the same regulatory 
sheer. PPOs want to compete as PPOs, not as some quasi-HMO hybrid cut to fit the 
confines of the existing risk-contracting statute. 

I thank you for this opportunity to represent AAPPO before you today, and look forward to 
working with you as the budget reconciliation bill takes shape. AAPPO will be happy at any 
time to discuss our option proposal with you in greater detail. 
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THE PPO: PREFERRED MANAGED CARE 

The Preferred Provider Organization (PPO) is the fastest-growing form of managed care 
organization, offering more choice than any other managed care model. A PPO promotes 
appropriate high-quality health care services and controls the growth of health care costs.- 
Benefit plans offer a PPO network to eligible participants as an effective means of providing 
access to an array of qualified providers. The PPO integrates the financing and delivery of 
health care and adds value to all key parties through services such as: 

To patients: carefully selected credentialed providers, lower out-of-pocket 

costs, grievance procedures 

To payers: cost control, quality review, broad geographic service areas 

To providers: source of new patients 

In order to fulfill these commitments, a PPO has the following functional characteristics: 

A PPO tracks the numbers and geographic locations of its patients and providers in order to 
monitor adequate patient access to a full range of contracted and fully credentialed 
providers as required by the product (e.g., general medical/surgical, specialty services, 
workers’ compensation, etc.) being offered. A stable network is maintained through 
management of provider turnover and a formal program to discourage inappropriate out-of- 
network referrals. The PPO encourages its eligible patient population, through education and 
benefit plan design (i.e., cost-sharing incentives), to use network providers, and fecilitates the 
provider’s ability to identify eligible patients. 

A PPO has a formal written program for credentialing and recredentialing providers that 
includes specific criteria, an application process, primary source verification of key 
credentials, and a decision process with physician input. The program applies, with 
appropriate tailoring, to all provider types represented in the network. Recredentialing 
includes evaluation of quality and utilization data, patient satisfaction measures, and 
grievances. 

Reasonable payment methodologies allow a PPO to achieve measurable savings for its 
patients and its payer partners. A PPO offers competitive and equitable compensation to 
provider members, controls payment-level adjustments by contract and formal monitoring, and 
uses the reimbursement mechanism to create incentives for efficient provider practices. 


Where permitted by law, PPOs may assume financial risk and enter into risk-sharing 
arrangements with providers. 

Formal programs for utilization management and quality assessment are essential to an 
effective PPO. Both programs share the aim of optimal utilization of health care services to 
avoid both over- and under-utilization. A utilization management program manages care 
prospectively, concurrently, and retrospectively. The needs of individual patients are 
addressed on a a case-by-case basis. The quality assessment program examines opportunities 
for improvement in all care settings and by all provider types. It uses mechanisms such as 
practice guidelines, preventive health measures, outcomes studies, access measurement, and 
patient satisfaction assessment. Under both the utilization and quality programs, providers 
have access to performance-specific feedback and a formal written app^s process. 

A PPO is financially viable. This entails diversified revenue sources, such as payer fees for 
network access, utilization review/quality assessment, and other services (e.g.,bill audits, 
retrospective review). Such fees are paid on an administrative-fee and/or percentage-of- 
savings basis. A PPO also may receive revenues from services to providers. Risk 
arrangements with payers involve a variety of payment methodologies. A PPO observes 
standard business and financial practices, e.g., budgeting, accounting, auditing, and insurance. 

A PPO establishes contractual relationships with the payers and providers of health care 
and the appropriate intermediaries, binding these parties to the respective duties and 
responsibilities necessary to satisfy the PPO purpose, role, and functions described in this 
definition. 


The legal definition of PPOs varies based on stale law. Most PPOs are not licensed as 
insurers. 


ppodeC706 
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Chairman Thomas. Thank you very much, Mr. Jasper, for your 
testimony. 

Mr. Jasper. Thank you. 

Chairman Thomas. Mr. Strand. 

STATEMENT OF DAVID STRAND, PRESIDENT, HEALTH PLANS 

GROUP, ALLINA HEALTH SYSTEM, MINNEAPOLIS, MIN- 
NESOTA; ON BEHALF OF MEDICARE FAIRNESS COALITION 

Mr. Strand. Thank you, Mr. Chairman and Members of the Sub- 
committee. 

My name is David Strand, and I am president of the Health 
Plans Group of Allina Health System, which is a Minneapolis 
based integrated system of hospitals, clinics, nursing homes, and 
managed care plans. We own and operate an HMD called Medica, 
which is a nonprofit health maintenance organization serving over 
700,000 members in Minnesota and western Wisconsin. We also 
serve approximately 80,000 Medicare beneficiaries through a vari- 
ety of arrangements with the Federal Government. We have been 
contracting with HCFA for this purpose for the last 15 years. 

We are here today to talk to you about some of the experiences 
we have had as an organization, as well as other similar HMDs 
who make up the organization we call the Medicare Fairness Coali- 
tion. This coalition is a multi-State group of managed care organi- 
zations who support reform of the Medicare Program, supporting 
the need to control spending in Medicare and to increase the 
choices of Medicare beneficiaries. We include health plans offering 
services in Washington, Minnesota, Oregon, and Idaho. While we 
are a new organization that is fairly newly formed, we serve at 
present approximately 250,000 Medicare beneficiaries. 

The message I would like to leave with you today is very simple 
and straightforward. The success of any of the reform proposals 
you are considering depends in part upon addressing dramatic re- 
gional variation in Medicare capitated payments that presently 
exist across the country today. Regional variations that cannot be 
explained by differences in costs that penalize rural areas and es- 
pecially rural States, that penalize efficient markets, and that cre- 
ates significant inequities for the elderly based solely on the acci- 
dent of where they happen to retire. The geographic disparity that 
exists today is very significant. 

In 1995, the Medicare payment rates to HMOs varied geographi- 
cally from a low of $176 per month in the lowest county to a high 
of $647 per month in the highest county, a difference of 367 per- 
cent. Included with my written testimony and on the charts that 
I have here today are some illustrations of these regional dispari- 
ties that you will see are rather significant and which I would be 
pleased to answer questions about on a specific basis during the 
question and answer session. 

When you go about designing ways to control spending growth, 
across-the-board cuts will intensify the disparity that exists today 
and will increase the unfairness. So we believe that any market- 
based solution that you address should fix this underlying problem 
with regional disparity in order for the reform to be successful. 

It would be natural for you to ask whether or not this variation 
can be explained on the basis of cost-of-living differences. The an- 
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swer to that question is no, that is not an explanation. In order to 
determine what a real difference in cost from region to region and 
what differences can only be explained by utilization of services, we 
have analyzed DRG rates as a basis for comparison. 

HCFA allows the DRG rate to vary from region to region based 
on a hospital price index that computes legitimate differences in 
measurable labor and price inputs. Currently, the variation based 
on cost of living is plus or minus 7 percent. HMO reimbursement, 
on the other hand, as I mentioned before, varies by over 350 per- 
cent, far in excess of the 14-percent difference in variation in the 
DRG range. Clearly, regional variations in cost account for the siz- 
able variation in reimbursement under HCFA’s current methodol- 
ogy. 

Now, this is not just a problem for health maintenance organiza- 
tions receiving reimbursement from the Federal Government. Rath- 
er, it is a significant problem for the elderly who happen to live in 
counties served by these health maintenance organizations. The ge- 
ographic disparity has the greatest negative impact on Medicare 
beneficiaries who live in these t 3 q»es of counties. 

If I could leave a specific example with you, let us take the case 
of two Medicare beneficiaries, one who chooses a managed care 
plan in Seattle and one who chooses a managed care plan in Los 
Angeles, Ms. X, who lives in Seattle, and Ms. Y living in Los Ange- 
les. Remember that both have paid the same amount into the Med- 
icare system over the course of their working lives, 2.9 percent of 
payroll. 

Despite the similarity in their contributions, they will receive 
vastly different benefits in their HMO options due to the accident 
of where they happen to retire. Ms. Y’s HMO in Los Angeles Coun- 
ty is paid a rate of $558 per member per month. Ms. X’s HMO in 
Kings County receives $377 per month. 

The inequitable payment rate means that a Seattle senior may 
pay between $600 and $1,800 more per year to choose managed 
care, while the Los Angeles senior will receive all the Medicare 
benefits plus supplemental benefits that the HMO can afford to 
provide, without any additional contribution of premium. In other 
words, in areas with high payments from Medicare, beneficiaries 
get more and pay less out of pocket than those in lower payment 
areas. 

The health plans like ours who have done business in efficient 
markets have struggled with this problem for years. We have had 
to reduce our benefits, raise our premiums, while trying to provide 
high-quality care to the elderly. In short, the present system penal- 
izes rural areas, it penalizes efficient markets, but, most impor- 
tantly, it penalizes the Medicare beneficiaries. 

We urge Congress to address this problem as part of your efforts 
to reform the Medicare system as part of your effort to preserve 
choice within a managed care system. 

Thank you, Mr. Chairman. 

[The prepared statement and attachment follow:] 
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SAVING MEDICARE AND BUDGET RECXiNaUATlON ISSUES 

"FAIRNESS IS ESSENTIAL TO MEDICARE REFORM" 

Statement of David Strand, President 
Health Plans Group, Alliiu Health System 
Minneapolis, Miimesota 

on behalf of the Medicare Fairness Coalition 

Before 

The Committee on Ways and Means 
Subcommittee on Health 
U.S. House of Representatives 
Washington, D.C 

July 19, 1995 


Mr. Chairman and members of the Subcommittee on Health, my name is David 
Strand. 1 am President of the Health Plans Group of AUina Health System. Allina is 
composed of hospitals, nursing homes, ciinics and managed care he^th plans. 
Allina's HMO, which is called Medica, is a non-profit health plan in Miimesota. 
Medica currently serves over 700,000 HMO members, including 80,000 Medicare 
beneficiaries enrolled in TEFRA risk, cost or HCPP arrangements. Medica has been 
contracting with HCFA to serve Me^care benefidaries for nearly 15 years. 

I appredate the opportimity to appear before you today to share with you some of 
the experiences of my company and other HMDs who make up the organization we 
call the Medicare Fairness Coition. 


Who Are We? 

The Medicare Fairness Coalition is a multi-state group of managed care 
organizations who support modernization of the Me^care program. We recognize 
the need to control spending in Medicare and to increase the choices of Medicare 
benefidaries. 

We indude health plans offering services in Washington, Miimesota, Oregon, and 
Idaho. We are a fledgling organization, but we have attracted the interest of 
hospitals systems, rural health organizations, state hospital organizations, and other 
health plans across the country who share our concerns. At present, our health 
plans serve approximately a quarter of a million Medicare etu\>llees. 


Why We Have Formed The Medicare Fairness Coalition 
Our message to members of Congress can be simply stated; 

By now you have heard many different proposals for fixing the Medicare system, for 
saving the Trust Fund and offering more choices for ben^daries. We are here to 
suggest based on real experience all over this country that the success of any of these 
reform proposals depends upon addressing the dramatic regiond variation in 
Medicare capitated payments. 
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We cannot control growth in the Medicare program and offer beneficiaries greater 
choices among competing health plans without addressing the wide geographic 
inequities in Medicare HMO payments. 

The good news is that if we do work toward eliminating unfair disparities, we can 
achieve the savings yoals in the Budget Agreement and open up markets all over 
the nation to a wider variety of health plans. The result will be greater equity for all 
Medicare beneficiaries regardless of where dtey live. 

Our goal today is to explain the catises of geographic disparity in Medicare payment 
and the consequences of that inequity for beneficiaries. In brief, every American 
pays 2.9% in payroll taxes to be assured access to hospital care when they retire. 

Mwy bettefidaries also choose to pay a premiiun in addition to receive physidan 
services. 

But, in 1995, the Medicare payment rates to HMOs varied geographically from a low 
of $176.00 per month in the lowest county to a high of $647 per month in the 
highest— a difference of 367%I 

In nearly half of all counties in America, health pUms rarely offer a comprehensive 
benefit package because the payment rate is too low to break even. 

The result- some beneficiaries in high payment areas get more benefits, more 
choices, and pay less out-of-pocket than similarly situated dderly who happen to 
live in low payment areas. When Cmigress designs ways to control spending 
growth, across-the-board cuts will intensify the disparity and the unfairness will 
increase. This will deter a variety of health plans from offering choices to 
benefidaries and will effectively dose many markets to managed care c^ons. 

Background of Medicare Managed Care 

In 1%5, Congress guaranteed health insurance coverage for retirees and the disabled. 
Medicare was modeled on the prevailing fee-for-service insurance programs, 
reflecting the way health care was delivered at the time. Medicare paid hospriials 
and providers for each service-hospitals under Part A and physidans under Fart B. 

In the mid-1970s, HMOs began to thrive in some conununities as an alternative to 
fee-for-service. HMOs offer a comprehensive set of benefits through an organized 
itetwork for providers for a single prepaid premium. In 1982, Congress gave seniors 
the opportunity to choose eidter traditional fee-for-service Medicare or a new HMO 
package. Under the HMO option, called TEFRA risk contracts. Medicare HMO 
meml^ could receive comprehensive integrated health oovenge with little 
paperwork, more benefits, no deductible and low copayments. 

A payment formula was developed that was tied to the fee-for-service spending. 
Starting with historical fee-for-service costs, HCFA calculates an average rate 
aimually called the USPCC (United States Per Capita Cost), and then calculates 
separate rates for each county in the nation. 

Through a series of subsequent steps, HCFA derives what is known as the AAPCC 
(Average Adjusted Per Capita Cost). The AAPCC reflects various demographic 
adjusters, and indudes Part A which reflects hospital spending and Part B for 
physidan and outpatient services in die fee-foreervice side. Part A and Part B 
dinars are combined aiui health plans are paid 95% of feat rate. 
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Congress Did Not Intend To Create Wide Regional Variation 
— Efficient and Inefficient Maiketa 

What no one anticipated was the dramatic dtange in how medicine was practiced in 
a growing number of markets. Recently, HMO growth has flourished in the private 
sector. There was a 10-12% growth in 1994, with a total of more than 50 million 
members nationwide. 

An important effect of HMO growth in some markets has been a slowing of medical 
cost increases in these markets. To compete, fee-for-service plans try to emulate the 
efficiencies iii the managed care sector, and wasteful practice patterns and 
unnecessary capacity decline. This reduces overall medical costs which are reflected 
in the AAPCCs. 

Let me give you an example from our state. HMDs, PFOs and integrated care 
systems have quantifiably reduced costs for both die public and private sectors. 
According to national surveys, costs for Minnesota employers are 15-20% below the 
national average and their employees enjoy more compr^ensive coverage. 
(Milliman and Robertson, 1993). Based <m the 1995 rates published by HCFA, 
Medicare's per-benefidary costs are 25% less in the Twin Qties than die national 
average for urban areas. We are proud to say dut the quality of our care and the 
satisfaction of our members is extremely hi^. 

As markets become more efficient, growth in the AAFCC has declined in some 
areas. In other coimties, because of overcapacity, patient demand, and lack of 
concern about costs in fee-for-service, volume of care has increased per capita, with 
AAPCCs climbing each year often in the double digits. 


—The Special Case in Rural Areas 

Another aspect of the variation is played out in rural areas. Because of low numbers 
of physicians, less Medigap coverage, and fewer high specialty facilities, per capita 
spending in rural areas lags behind most urban areas. While the per capita 
spending in high volume markets grew, rural areas have been left way behind. 

Medicare HMOs must guarantee easy access to a wide range of comprehensive 
services. At the payment rates now available, it is economically impossible to offer 
choices to beneficiaries in many rural areas. In the 1980s, many Minnesota HMOs 
enthusiastically offered HMO choices in rural Minnesota. However, the low 
payment rate soon discouraged them all and now there is no Medicare managed 
care available in rural Miimesota. 


State hy State Comparisons 


The Fairness Coalition has developed charts to illustrate graphically the unfair 
nature of the current payment methodology. A selection of maps showing state 
variation in rates is atta^ed. The Fairness Coalition will be pleased to provide 
additional maps to the committee on request. 

Note that rural states suffer the lowest AAFCC payment rates, essentially foreclosing 
any alternatives to fee-for-service in those areas. States like Nebraska, teuth 
Dakota, North Dakota, New Mexico and Maine illustrate this point. All counties in 
these states receive less than the average AAFCC, and for many counties the 
payment is well below 30% of the average. Our research indicates that Nebraska 
appears to have the largest percentage of counties falling in the lowest range. 
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Efficient markets that have reduced overutilization, dosed empty hosptal beds, and 
aim for the highest quality at the lowest price are also penalized. Efficient urban 
areas, such as Seattle, Portland, Rochester N.Y., Minneapolis, Honolulu are all well 
below the national average. As fee-for-service utilization decreases, the AAFCCs 
fall, and plans struggle to continue to offer the extra benefits that are offered in the 
high payment areas. 


Here are some examples of urban area variations in AAFCC: 
Hennepin County (KCnneapolis) $362 (per benefidary per month) 


Kings County (Seattle) $377 

Monroe County (Rochester NY) $399 
Los Angeles County (L.A.) $558 

Dade County (Miami) $615 

Philadelphia County (Phil) $625 

Kings County (NYC) $646 


Cost ofLtoing Differences Do Not Justify The Existing Variations 

This variation cannot be explained on the basis of cost of living differences. In order 
to determine what ate teal differences in costs ft'om region to region, and what 
differences can only be explained by utUizadon of services, our actuary looked to the 
DRG (diagnostic related groups) program as a model. Me^care pays hospitals on the 
basis of DRGs for bundles of services performed. HCFA allows foe DRG rate to vary 
from region to region, based on a hospital price index that computes legitimate 
differences in measurable labor and price inputs. Currently, the variation based on 
cost of living is plus or minus 7%. 

The AAPCC far exceeds foe 14% DRG range by orders of magnitude! We believe 
that moving toward a similar variation for capitated payments is a laudable goal 


AAPCCs are Irrational and Unpredictable 

According to ProPAC, between 1994 and 1995 in foe top 50 counties in terms of risk 
contract eiuollment, foe increase in foe AAPCC ranged from 2.1 percent to 9.5 
percent. For the most part, growth rates are higher in foe inefficient markets and 
lower in highly competitive ones. 

Left unaddressed, foe variation will get worse. Using documented growth trends, 
the variations will increase over foe next 7 years. Graph I illustrates how the 
disparity will expand if growth continues as predicted on such a widely variable 
base. 

The inequity is exacerbated by irrational variations across neighboring counties. For 
example, Mr. Thomas represents District 21 in California which includes parts of 
both Kem County and Tulare County. The 1995 AAPCC for Kem County was $438, 
well above foe average, and Tulare payment was $334, a full $104 difrerenoe per 
enrollee per month. Do beneficiaries in Tulare deserve less than fodr neighbors to 
foe south? 

Similar irrationalities exist in northern Louisiana, which Mr. McCrery represents. 
Ouachita county receives $418 per member per month while neighboriitg Union 
receives only $318. Are medical costs that much different across rural county lines? 
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Unstable rates are a particular problem in rural areas. Because of small Medicare 
populations in some rural counties/ variations in use of services can occur from 
year to year quite randomly. ThuS/ it is not uncommon to see major fluctuations on 
rates of increase from year to year. 

Variation occurs in urban areas as well. Hie 1995 monthly capitated rate in the 
Washington D.C. area varied from $361 in Fairfax Coimty to $543 in Prince George's 
County. It is difficult for health plans to care for individuals in a region when the 
government payment varies so much. It costs the same to deliver the cate in a 
Washington hospital whether or not the patient resides in Fairfax County or Prince 
George's County. 

The instability and unpredictability are additional factors that discourage health 
plans from entering and staying in markets subject to diese swings. 


Beneficiaries Pay the Highest Price 

The geographic disparity has the greatest negative impact on the Medicare 
benefidarieS/ although this problem is not widely known or understood. 

Let's take the case of two Medicare benefidaries who choose a rtumaged care plan in 
their respective communities. Ms. X lives in Seattle. Ms. Y lives in Los Angdes. 

Recall that both have paid in the same amount In Medicare taxes (2.9% of payroll) 
throughout their working lives. Despite die similarity In their contributions/ they 
will receive vastly different benefits in fiieir HMO options due to the "acddent" of 
where they live. 

Ms. Ys HMO in Los Angeles County is paid an AAPCC of $558 per member per 
month. Ms. X's HMO in Kings County receives $377 per month. Since rebates are 
not allowed/ the Los Angeles health plan can load on additional benefits/ such as 
prescription drugS/ eye passes and dental coverage. It may charge no member 
premium/ can r^uce copays and deductibles and still make a nice profit. 

The Seattle HMO cannot afford to add additional benefits and must charge a 
monthly member premium to cover costs. Those premiums vary from $50 to $150 
dollars pier month. 

The inequitable payment rate means that a Seattle senior may piay between $6(X) and 
$1/800 more pier year to choose managed care, while the Los Angeles senior receives 
all the Medicare benefits plus lots of extras free of charge. In othtf wordS/ in areas 
with hi^ piayments from Medicare/ beneficiaries get more and pay less out of piocket 
thim tiiose in low payment areas. 

Health plans who have done business in efficient markets have struggled with tiiis 
piroblem for years. We have had to reduce our benefits and raise our piremiums 
while trying to complete. Recent GAO testimony before the Commerce Committee/ 
Subcommittee cm Health and the Environment/ repiorted that the number of risk 
contracts with zero premium is increasing. Zero piremium plans are only growing 
in the high pay markets. It is not the case in efficient markets. There are NO zero 
piremium o^ons in the Portland market, for example. Plans simply can't afford to 
offer them and survive. 

Chart 1 shows the impact of the differences in two additional markets— Minneapiolis 
and Miami. 
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Managed Cart Grourth is Discouraged, Particularly in Rural Areas 

Managed care has the potential to save dollars for beneficiaries and for the federal 
budget. However, the current inequitable payment means that growth in Medicare 
managed care is taking place primly in &e high payment areas. 

The counties In the top 10% of payment rates have approximately 30 percent of the 
Medicate populatioa These ateas account for 50% of all the Medicate managed care. 
By contrast, the counties in the bottom 50% of AAPCCs, also have 30 percent of 
Medicate enioUees, but only 15% of the Medicate managed care. 

Let me again use our experience in Minnesota to illustrate this point. In the mid- 
1980s, more than 50% of Medicare eligibles in the Twin Cities of Minneapolis-St. 
Paul enrolled in the new risk contracts-a full two-thirds of whom had not 
previously been enrolled in HMOs. Now, a little over 10 years later, only 9% of 
Minnesota's Medicare benefldaries are in risk contracts and this percent has not 
increased since 1990. This is in a market in which managed care for the employed 
population has been booming. 

Why? The AAFCC increases have been minimal and in several years we 
experienced actual cuts in payment. Flans have had to reduce the extra benefits that 
attracted many to the programs in die first place, and also increase premiums, co- 
pays etc. Although we are anxious to serve diis portion of the population, it is 
becoming economically more challenging every year. 

The three remaining risk contractors in Minnesota (all of whom are members of 
this coalition), offer plans only in the Twin Cities metro area. Beneficiaries in rural 
areas have virtually no managed care options. This is true for all of the coalition 
member states and many states across the country. 


Across-^-Board Growth Limits in AAPCC s Will Make this Problem Worse 

It has been suggested that, in order to make savings targets. Congress should allow 
Medicare to grow at an average rate of 5% per year until 2002. This would permit 
the average annual per capita expenditure to increase fiom $4800 to $6300 (the 
number in the original House proposal) or $6700 (the number in the Budget 
Agreement). 

Clearly, it is necessary to control the growth in expenditures in the program. 
However, if the rate oi growth in the federal payment is imposed across the board 
the inequities will increase, inefficient markets will continue to be rewarded, and 
ievftx and fewer areas will offer the choices that are anticipated in a reformed 
program. 

Some health plans already receive sums in excess of what would be the average in 
2002. Plans in Dade County, for example, already receive $7380 p>er year in 1995! 
Plans in Oregon receive $4476 in 1995. Allowing similar growth with this disparity 
as a base is patently unfair to the seniors in those markets and to the health plans 
seeking to provide quality care to them. 

The attached graphs illustrate how mudt growth would be permissible based on 
assumptions underlying the Congressiond reform goals. Whether tiie goal is an 
average of $6300 or $6500, or $6700, it is dear that holding the line on the 10 percent 
of the counties in the top AAPCCs to smaller growth rates will allow rural areas and 
effident niarkets, which account for tiie vast majority of counties in the nation, to 
reach some level of equity by 2002. 
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A transition to equity is often referred to as "normalization’' of rates. 

Normalization was achieved in the DRG transition and is also part of the RBRVs 
(resource based relative value scale) for physician fees. The government will have 
to determine what level of contribution it will make to benefldaries, whether it be 
in the form of a voucher, defined contribution, or other arrangement. We believe 
that fairness requires that the federal payment be equitably distributed, taking into 
account on the legitimate and measurable variation in input prices from market 
area to market area. 

The Opportunity 

Congress has an opportunity to modernize the Medicare program. It can accomplish 
its budgetary goals In die process of offering more choices in a competitive 
environment. 

Provider groups have insisted that simplistic cuts to provider payments will not be 
adequate to solve the long-term challenge and could cripple the health care 
infrastructure, particularly in rural areas. We hope we have convinced you that 
across-the-board cuts in fee-for-service payments to providers or capitation 
payments to risk contracting health plans would ignore the wide variation that 
presently exists in Medicare spending and would penalize efficient markets and 
many rural communities. 

There are a growing number of thoughtful proposals on the table that will introduce 
competitive market forces to modernize the program by changing both provider and 
consumer behavior to reward wiser choices. We applaud the work of the Physician 
Payment Review Commission, the Prospective Payment Review Commission, the 
Group Health Association of America, the American Hospital Association and 
others who have called for solutions rooted in the marketplace to improve the 
Medicare program In the long run. 

We are pleased to provide the committee with copies of our Fairness Coalition 
Concept Paper whi(^ describes in greater detail our principles for Medicare reform. 
(Appendix 1). 

Today, however, our contribution is to illustrate the magiutude and the negative 
impact of the geographic disparity in payment on the present Medicare system. We 
hope you can see that failure to address the disparity problem will prevent the 
Congress from achieving its very laudable goals - savings to the federal budget to 
preserve the program and expansion of choices for Medicare beiteficiaries in all 
communities across the nation. 
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Graph 1 : If Nothing Is Dons, The Disparity Between 
TheTop Teh Percent Of AAPCC Counties And The 
Bottom Half Of AAPCC Counties Will Increase 



Graph 2; Ellmlnata The Disparity Bstwasn Tha Top And Bottom 
Half Of AAPCC Coundaa To A US Avaraga of $6300 In 2002 And 
Sava $270 Billion 



Graphs ; Ellmlnata Tha Disparity Batwean Tha Top And Bottom 
Half Of AAPCC Countlas To A US Avaraga Of $6700 in 2002 
And Sava $270 Billion* 
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Chairman Thomas. Thank you, Mr. Strand. 

Before we get to questions, could you just give us an idea of the 
key in terms of those colors, so if there is a question we can 

Mr. Strand. Mr. Chairman, I am sorry that the key is not on 
there. It is in the maps that we hopefully provided to the Sub- 
committee Members. The key is provided, but basically the colors 
that are purple and shades of blue would be colors that are at or 
below the national average reimbursement. Those that are shaded 
red and green and yellow are above the national average. 

Chairman Thomas [continuing]. For example, if you look at deep 
blue through light blue to green, to orange, to red, in terms of the 
price structure? 

Mr. Strand. That is correct. A good example of that, Mr. Chair- 
man, would be a couple of counties in your district, Tulare and 
Kem, which as I understand it are similar counties from a perspec- 
tive of cost, but yet the reimbursement for those two counties is 
nearly in excess of $100 per month, a good example of a regional 
variation that makes very little sense, that penalizes the senior 
who happens to retire in one of those two counties. 

Chairman Thomas. You did a good job on the charts. You hit two 
out of the three Members who are currently in 

Mr. Strand. We tried to guess. 

Chairman Thomas. Jerry wonders what Wisconsin looks like. 

Mr. Kleczka. They got me before the hearing. 

Chairman Thomas. I want to thank the panel very much. 

The gentleman from Nebraska. 

Mr. Christensen. Mr. Jasper, you commented that you would 
like to see the PPO system have a direct relationship with HCFA 
and work directly with them. In my reading and my understanding 
of this whole dilemma, HCFA is the problem. 

I do not know that you would want to have a direct relationship 
with HCFA. I think we ought to look to more of an idea that would 
al,low you to have a direct relationship with the patient. In your 
comments of the direct relationship with HCFA, what do you see 
as the scenario, or what would even be a better scenario, if we were 
to streamline HCFA? 

Mr. Jasper. Our objective is to afford the beneficiaries with a 
PPO option, and these would be plans that would be qualified ac- 
cording to standards and criteria that need to be developed. In fact, 
we have submitted some outlines to HCFA. We see this as an en- 
rollment option where it is the beneficiary who is directly enrolling 
into those qualified plans. I guess it was our assumption that, in 
order to be offered for enrollment, that a PPO would need a con- 
tract with HCFA as it now does for the HMO options. 

Mr. Christensen. Mr. Strand, on your chart over there, I rep- 
resent the little white part on the east side of that little spot of 
Omaha. The rest of it is covered by two other individuals. The 
white spot means that we are at 10 percent or at the average, is 
that correct? 

Mr. Strand. 10 percent or less below the national average. 

Mr. Christensen. It looks like we are OK, but the rest of the 
State is not quite up to par. But I will say that Nebraska, from 
what you said earlier, is not quite the cost it is of California, and 
relatively we are doing pretty good as a State, quite well. 



161 


You have in your own managed care you said about 80,000 senior 
citizens involved in your HMO? 

Mr. Strand. That is correct. 

Mr. Christensen. How is that working? What has been your ex- 
perience? We had a lot of testimony about 1 month ago from some 
Arizona HMOs that have been addressing this issue and have sen- 
iors. How have you seen your satisfaction with the seniors, and tell 
us about your own program? 

Mr. Strand. Thank you for asking. Our program has been we 
think very successful. The satisfaction surveys that we received — 
we are always receiving ratings on service and quality that are in 
excess of 95 percent — seniors are either satisfied or very satisfied 
with the plan. In fact, in two of our products last year, the seniors 
on a random basis done by the Gallup Poll came in with a 100- 
percent rating, satisfied or very satisfied with both the quality and 
the type of service they were receiving. 

The thing that is concerning the seniors that are enrolled in our 
plan today is cost, because as in the State of Minnesota, like Ne- 
braska, which receives far less than the national average in most 
of our counties, we were having to pass along to the seniors a fairly 
significant premium to help supplement the reimbursement we get 
from the Federal Government. That means that each year the sen- 
iors are having to pay more out of pocket in our State in order to 
receive the same type of benefits that than have in the past. 

Now, in Minnesota, as I heard the testimony this morning, some 
of the questions about the rate of increases that we have around 
the country, we are holding the line on costs today. We are expect- 
ing premium increases this year and next year to be under the rate 
of inflation. I have renewed 25 percent of my business for January 
1 at less than 2 percent premium increase in 1995, and that in- 
cludes a 1-percent increase in premium taxes that the State has 
levied on it. 

In short, they are very satisfied with the quality, the service, the 
access they receive through our plan, but they are very concerned 
about increasing costs. 

Mr. Christensen. Thank you for your testimony, all three of 
you. 

Thank you, Mr. Chairman. 

Chairman Thomas. I thank you. 

The gentleman from Wisconsin. 

Mr. Kleczka. Thank you, Mr. Chairman. 

Mr. Jasper, I have handed to you a chart which shows growth 
of private insurance and Medicare. 

Mr. Jasper. Yes, sir. 

Mr. Kleczka. Your statement was that private insurance over 
the years has done much better than Medicare. This chart that I 
have given you seems to contradict that. Do you want to respond? 

Mr. Jasper. Certainly. This chart ends in 1993. The statistic I 
quoted is a statistic of the change from 1993 to 1994. Interestingly, 
1993 is where the lines converge in that the Medicare and private 
rates of growth are almost identical at that point. So it is indeed 
a fairly 

Mr. Kleczka. Give me the percentages for 1994. 

Mr. Jasper. Do I have them? 
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Mr. Kleczka. Yes. 

Mr. Jasper. I have the ones that are cited in the study that I 
made reference to and I have my own experience. They are typi- 
cally in the 5-percent level. 

Mr. Kleczka. So Medicare is 5 percent higher for the 1 year 
than the private insurance? But for the last 10 years, that has not 
been the case? 

Mr. Japser. No, I am comparing the 5 percent that I think is the 
approximate PPO level with what is shown here for Medicare at 
approximately 8 percent in 1993, so I believe the private sector is 
lower. 

Mr. Kleczka. Would not PPOs be part of the private calculation 
there? 

Mr. Jasper. I do not know what is in the calculation here. In the 
study that I was referring to for 1994 was a nationwide stratified 
sampling of organizations including PPOs. 

Mr. I^eczka. I will check my figures, if you go back and check 
yours, but I think if you look from 1990 to 1993 to 1983 and 1993, 
which you have indicated is not accurate, if in fact a change in 
1994 — I do not have that figure, so I would have to concede that. 

Mr. Strand, looking at Wisconsin, which is not on the chart, I am 
still trying to figure out what you are trying to tell us here. Are 
you saying that the providers are getting less reimbursement from 
the program, thus the Medicare consumer is getting less health 
care or not quality health care? What are we trying to say here? 

Mr. Strand. What is happening is a result of the disparities in 
payment, two things. One is that because the payment levels are 
so low, there is a limitation on the number of new entrants in the 
market. HMOs who are willing to go into a market where reim- 
bursement will be less than their costs that they 

Mr. Kleczka. Well, what is the effect on the health consumer? 

Mr. Strand. On the consumer, what happens is that — let us just 
use the comparison again. Somebody who lives in one of the rural 
counties in Wisconsin versus someone who lives in Dade County, 
Florida, in Dade County, Florida, that senior would receive a bene- 
fit package from the HMO that had basic benefit coverage plus a 
variety of supplemental coverage, and because the reimbursement 
is so high, likely there would be no premium to the senior and their 
copayments and deductibles would be completely covered. 

Mr. Kleczka. Are you talking of a supplemental plan or 

Mr. Strand. In an HMO risk contract, what happens is the 
HMO agrees to provide all services that Medicare otherwise pro- 
vides plus some additional services for the same dollar amount less 
5 percent the Federal Government would otherwise pay for those 
services. So we are talking about those services plus supplemental 
services and in the premium level. 

That same senior who might live in the rural Wisconsin county 
would likely not receive those supplemental benefits, would likely 
not have full coverage for copayments and deductibles, and would 
likely pay a premium to supplement the contribution from the Fed- 
eral Government to the HMO. 

What I am saying is the result of these inequities in payment, 
someone who happens to live in rural Wisconsin is likely going to 
pay far more than the senior who happens to live in Dade County, 
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Florida, or other counties that have that type of reimbursement. It 
attacks the equity question, Representative. Everyone has paid into 
the system the same amount, they pay the same amount of con- 
tribution for part B services, and it is a question of what they are 
receiving back. 

Mr. I^ECZKA. What would happen to this fairness scheme here 
under a per capita fixed voucher-type system? 

Mr.STRAND. We might want to look at the second chart. On the 
left-hand side here, the red line will show where the top 10 percent 
of the 

Mr. Kleczka. I cannot see that. 

Mr. Strand. I am sorry, I think it is in the packet. It is in the 
written testimony. I can explain this. On the left-hand side is the 
current payment level, the top 10 percent AAPCC counties. The 
bottom line is the bottom 50 percent of the counties, and you can 
see the difference between the two. 

If you capitate now going forward a fix your contribution level 
without addressing this disparity, what this chart tried to show is 
that the disparity will grow, and by the time you get out several 
years, by the year 2002, that disparity will have grown signifi- 
cantly. So the counties that are presently under the national aver- 
age will fall further and further behind those counties that today 
are significantly above the national average. In a sense, the in- 
equity to seniors will grow. 

Mr. Kleczka. Which would equate to more out-of-pocket and 
less 

Mr. Strand. More costs that a senior will pay, a Medicare bene- 
ficiary will pay as a result of just where they live and nothing else 
considered. 

Mr. Kleczka. Thank you. 

Chairman Thomas. Or less of a pro^am. One of the things that 
we have to — it is a minor consideration, but frankly people who 
tend to live in rural areas or other areas of the country on a re- 
gional basis in part define adequate or appropriate health care dif- 
ferently oftentimes than people in other regions of the country or 
in urban areas. So I can understand a degree of differences re- 
flected in the cost, not just because there are low-cost areas from 
a labor market point of view, but also from what is considered an 
appropriate package for marketing. 

What concerns me and I think reinforces your point, Mr. Strand, 
is when you take — and I just went through here quickly to try to 
find those portions of States that had the maximum number of 
color differential up against each other. Because whenever you cre- 
ate an artificial pricing mechanism like the AAPCC, and they use 
some kind of existing geographical or political lines, you wind up 
getting gross distortions where you will have the high-price red 
area next to the low blue or purple area — Louisiana, Texas, and 
California — in some areas that I am familiar with. And the formula 
completely fails to understand that these are rapidly growing sub- 
urban areas that carry virtually all of the labor costs from that 
urban area and the expectations for health care from that urban 
area, but fall bureaucratically into an area that is financed at $100 
to $200 to even $300 to $400 less, really underscoring the inequity 
of kind of an arbitrary pricing formula as we have discussed. 
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We fought it when we did the DRGs and the various factors that 
were built into it. I have no desire to go down this road again in 
terms of trying to get HCFA to more adequately reflect reality. And 
you have some suggestions as to how we might be able to do it. To 
me, the best way would be to try to get the private sector pricing 
structure as a comparison for HCFA and basically create a linkage 
on a choice structure between the two to get some degree of reality 
into the system. 

But I do appreciate the material that you have given that graphi- 
cally illustrates the problem. 

Mr. Bringewatt, you talked about the whole question of chronic 
care being something that we have not focused on from the struc- 
ture, and you are right. As needs evolve, you would hope that sup- 
port bureaucracies and industry evolves, obviously the private sec- 
tor has to respond relatively quickly. The bureaucracy does not. 

From your assessments of the change, I want to understand ex- 
actly where you are coming from. Are you saying that the structure 
should recognize or the bureaucracy — let me use that term — the 
bureaucracy should recognize that there is a need, in fact there is 
an occurring structural integration in the delivery of services along 
chronic illness lines, or that the bureaucracy ought to be more of 
an open system that allows innovative billing techniques to allow 
restructuring or grouping that may come together in one instance, 
but does not have to be integrated from the structural point of view 
to be able to get the financing from HCFA? Am I making sense to 
you? 

Are you talking about a combination of those or structural inte- 
gration that would be recognized and paid for by virtue of this new 
way of treating, delivering, and understanding chronic illness, or a 
flexible system open to the sense that you can mix and match and 
combine relatively freely for funding purposes of new and novel 
ways? 

Mr. Bringewatt. Integrated care is critical to providing quality, 
cost-effective care, but the structure of integration may vary from 
one community to another — in fact, from one person to another. A 
gentleman by the name of Jeff Goldsmith has coined the term “vir- 
tual integration.” What we are proposing here is an organizational 
strategy that enables providers to function as an integrated system 
in addressing problems that require multiple providers to work to- 
gether. Currently, we tend to finance, regulate, and oversee care 
around microunits — different pieces of care that are needed by a 
given individual over time. This locks in place fragmentation, hdgh 
costs, and poor outcomes. 

Take for example someone who has a hip fracture or a stroke. 
When a person enters a hospital, there is a separate set of rules 
and regulations that relate to his or her hospital stay, a separate 
one for his or her subsequent nursing home stay. Procedures are 
duplicated, the case is disrupted, and costs are excessive. If the 
Federal Government recognizes the full episode of care that a per- 
son may need that cuts across those settings, takes a look at a total 
dollar amount in relation to that care episode and finances, regu- 
lates, and oversees the care as a total care episode, it enables pro- 
viders who may serve that single person to work together in a col- 
laborative arrangement and do whatever is most cost effective. 
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given that episode of care. How care is integrated may vary from 
one person to another but each person served would have his or 
her unique problem more effectively addressed. And, the cost of the 
infrastructure would be less, because each provider would not be 
required to duplicate procedures imposed by Medicare law and re- 
lated regulations, and would not have the incentive simply to opti- 
mize its own reimbursement without regard for the cumulative cost 
effects. 

What we are suggesting is this: The more problems of chronic 
care become significant on the Medicare side, the more critical it 
is to free up the financing and the oversight policies to match that 
broader problem, rather than lock in place existing health care 
structures when we know that the problems being addressed re- 
quire a new and different approach to care. 

Chairman Thomas. But I am also not interested in locking into 
place a new integrated structure that at that time and that mo- 
ment reflects the current thinking. The gentleman from Nebraska 
and I are not naive. We know there has to be some bureaucratic 
structure, but the last thing we want to do is to have government 
pick new winners just like the old structure has perpetuated cer- 
tain folk who are winning by maximizing on a cost-plus basis. 

Our job is basically I think in part to turn HCFA inside out, so 
that you have a freer structure to allow for innovation, but funding 
in a way that maximizes the saving and hopefully then technology 
is focused toward saving money, because perhaps of a fixed price 
available to deal with it, rather than an open-ended cost-plus struc- 
ture. 

There is great tendency, though, to lock in structure to reflect 
current practices and in essence to pick winners. Anything that you 
can do to help us with an understanding of how we might be inno- 
vative in recognizing more of a fluid payment structure under a 
dollar amount, it seems to me that one of the first steps would be 
to cap the dollar amount and then let folks figure out how they re- 
late under that, because no one wants to, one, leave money on the 
table, or, two, leave it in someone else’s pocket. Is that not a way 
in which we might be able to maximize those relationships to maxi- 
mize the services given for a fixed amount of money? 

Mr. Bringewatt. Yes. Just to be clear, we don’t want to 
predefine a new structure of operation or to predefine a new set of 
winners and losers. Our proposal would consolidate and simplify 
the financing and regulations of care for chronic diseases and dis- 
abilities and provide incentives for providers to become more inno- 
vative in establishing new and varied systems of integrated care. 
The nature of the structure can and will vary from one setting to 
another. Our National Chronic Care Consortium is made up of a 
very diverse group of health care organizations, with diversity par- 
ticularly in how they manage care. It includes a staff model HMO, 
Group Health Cooperative of Puget Sound, it includes vertically in- 
tegrated health systems like Johns Hopkins and Henry Ford, it in- 
cludes provider networks where providers are legally independent 
of one another, but agree to work together. 

Our assumption here is that Medicare should organize its ap- 
proach to financing and regulating care around problems of chronic 
disease and disability rather than around predefined provider 
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structures. One problem category might be an acute episode of a 
chronic condition like hip fracture and stroke. The problem cat- 
egory might be viewed as an extended DRG. Other problem cat- 
egories for funding might include problems like ESRG or AIDS. 
Where we have an ability to identify a chronic care problem with 
known costs that cut across settings, it is possible then to establish 
a rate of financing or a fixed ceiling for addressing that particular 
problem. Then if we offer financing to primary care providers under 
a fixed-dollar amount, dollars can flow to whatever combination of 
care is most cost effective, so that you do not lock yourself into a 
specific structure and can in fact free up the system to function in 
new and more cost-effective ways. 

I know the Subcommittee is considering the concept of bundling 
as one alternative for Medicare restructuring. This involves estab- 
lishing a fixed-dollar amount starting at the point of hospitaliza- 
tion and ending approximately 90 days after hospitalization. Our 
members would be most comfortable if the concept of bundling al- 
lowed dollars to flow, regardless of where the care setting may be. 
Bundling should not have a bias toward any particular setting such 
as a hospital. One provider setting should not be in control of an- 
other. 

For example, if you could take care of the person through a com- 
bination of home and nursing home settings without hospitaliza- 
tion, that should be allowed with preference for whatever is most 
cost effective. So we wholeheartedly concur with your flexibility in- 
terests and agree that the starting point is both the problem and 
the cost relating to serving that problem, rather than viewing the 
starting point as a place or a profession and regulating the cost of 
providing care in that place. 

Chairman Thomas. I appreciate that, because frankly it makes 
no sense at all to me, because each of you have indicated that your 
problem in part could be solved by a waystation in terms of change 
relative to a minor judgment recognition by HCFA of PPOs for con- 
tracting a little better formula for distribution of money and the 
rest. 

The gentleman from Nevada’s comments were especially insight- 
ful earlier in that we could solve all of your problems and more by 
being a little bit bolder conceptually in terms of moving beyond 
simply incremental adjustment and reconceptualizing the relation- 
ship. Some of my colleagues who are not here perhaps are not as 
appreciative, given the confines in which they now have to argue 
the debate. They are not able to voice perhaps some attitudes that 
would show more agreement than disagreement by being relatively 
bold at this time and fixing problems on an open-ended basis by 
getting away from a bureaucracy picking winners and therefore 
creating losers and allowing this relatively now S3mergistic and 
novel mixing to continue to go on, but to maximize taxpayer dollars 
in terms of health benefits. 
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We look forward to continuing to work with you so that we fully 
understand the problems we need to deal with, so that when we 
provide a solution to our current problem in Medicare, that it in- 
deed preserves and strengthens Medicare, but that we do not fall 
into any traps that we are not aware of by locking in winners and 
losers. 

We appreciate your testimony very much. 

At this point of our hearing, without objection, the statement of 
Jeff Burman, president. Council for Affordable Health Insurance, 
will be made a part of the record. 

[Mr. Burman’s prepared statement appears on page 389.] 

Chairman Thomas. The Subcommittee is adjourned. The Chair is 
reminded that instead of adjourning, we will recess because this 
hearing will be in at least three parts. 

[Whereupon, at 2:50 p.m., the hearing was adjourned, to recon- 
vene on Thursday, July 20, 1995, at 10 a.m.] 




SAVING MEDICARE AND BUDGET 
RECONCILIATION ISSUES 
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House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:10 a.m., in 
room 1100, Longworth House Office Building, Hon. Bill Thomas 
(Chairman of the Subcommittee) presiding. 

Mrs. Johnson [presiding]. Good morning. The hearing will come 
to order. 

We have a number of our colleagues prepared to testify, and I 
would like to start right in with them. But I will yield to Mr. Stark 
if he would like to make any opening comment. 

Mr. Stark. Madam Chairman, yesterday the Chair and the dis- 
tinguished gentleman from Louisiana, who is before us this morn- 
ing, both told us that the Republicans were not planning to cut 
Medicare in the “old-fashioned way.” But somehow you Republicans 
have been unwilling to tell us how you intend to cut the $270 bil- 
lion needed to finance the tax giveaways for the wealthy. 

Now, given this uncertainty, I know that the representatives of 
the seniors — the doctors, the hospitals, and other providers in the 
audience — were relieved to hear that none of the old-fashioned cuts 
would be proposed. So I would assume that these same people are 
comforted by the gentleman from Louisiana and the Chair’s asser- 
tion that none of the following old-fashioned cuts would be included 
in the Chair’s mark, because they were all included in previous 
bills. Of course, some were in last year’s health bill, which the Re- 
publicans, every one of them, vehemently attacked and opposed. 
But I am sure, therefore, you will not include them in tMs rec- 
onciliation given their old and tired nature. Those would include 
increases in the part B premium, increases in the part B deduct- 
ible, or changes in other copa 3 mients such as home health, reduc- 
tions in the hospital update, reductions in the indirect medical edu- 
cation adjustment, reductions in capital payments to hospitals, and 
reductions in the default volume performance standard for physi- 
cians. 

Given the assertion and the statements by my good friend from 
Louisiana yesterday and the Chair of the Subcommittee, I know ev- 
eryone here would be relieved if the Chairman or the gentleman 
from Louisiana would again assure all of us that none of these 
types of old-fashioned cuts will be included in the Republican bill. 

( 169 ) 
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I want to know if Newt would allow any of you even to suggest 
such assurance, Madam Chairman. 

Thank you. 

Mrs. Johnson. Thank you, and I welcome the Members to this 
hearing. The challenge before us is great. Our job is to preserve 
Medicare as a strong health care system for seniors, providing the 
spectrum of services it has traditionally provided, but also to create 
the opportunity to strengthen Medicare so that seniors can have 
some of the benefits that the old system has not provided because 
it is an outmoded design and it enabled them to enjoy the quality 
and breadth of health services in the future that are so critical to 
security in your retirement years. 

It is my pleasure to recognize Mr. Cardin of the Subcommittee. 
Then we will go in the order on the hearing agenda: Mr. McCrery 
next, Mr. McDermott, Mr. Stenholm, Mr. Gunderson, Mr. Roberts, 
and Mr. Poshard. 

Mr. Cardin. 

STATEMENT OF HON. BEN CARDIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MARYLAND 

Mr. Cardin. Thank you. Madam Chairman. May I ask that my 
full statement be made part of the record. 

Mrs. Johnson. Without objection. 

Mr. Cardin. It is certainly a pleasure to testify before the Sub- 
committee. 

I took this time in order to deal with one issue that will be talked 
about in Medicare reform, and that is how we treat our academic 
health centers. I will be filing legislation in this area and have 
worked with many Members of this Subcommittee since I have 
been on the Ways and Means Committee in order to deal with the 
appropriate funding of our academic health care centers. 

I think it is an extremely important part of excellence in U.S. 
health. We are the leader in the world in medical education. We 
train the best in the world here in the United States. We have fa- 
cilities, our academic centers, that lead in pioneering procedures 
and serve hard-to-serve areas around our Nation. 

The academic health centers rely in great part on Medicare reim- 
bursement, on direct and indirect medical education expenditures. 
It amounts to about $5.5 billion a year. We have the anomaly that 
Medicare overpays for the cost of medical education, and all other 
payers underpay for their responsibilities in medical education. All 
benefit from having well-trained professionals, yet Medicare pays 
more than its share, and the other payers pay less. 

In Medicare reform, we may very well be looking at reducing the 
Federal Government’s responsibility or the Federal Government’s 
cost in medical education that has been recommended by ProPAC. 
The Shays document included significant cuts in medical education, 
$27 billion over 7 years. I think that would be disastrous if we do 
those types of cuts without offsetting recommendations that bring 
additional financial support to our academic centers. 

The problem is compounded by managed care. Managed care 
looks for the least costly procedures in order to treat its patients. 
Academic centers, therefore, are finding it more and more difficult 



171 


to include in their rates cost of teaching if they wish to be competi- 
tive. 

Last year, we were able to reach an agreement during the health 
care debate, and I really want to compliment both Mr. Stark, Mr. 
Thomas, and Mrs. Johnson on the works that we were doing last 
year on the academic centers. We reached an agreement that all 
should help pay for the cost of teaching. We developed an all-payer 
finance system by imposing a 0.5-percent premiums tax on all 
health care plans, including managed care and the self-insured. We 
may very well wish this year to look for alternative revenue 
sources other than premium taxes, but I would hope that we would 
look for an independent funding source in which all health care 
plans fairly contribute toward the cost of academic health. 

We also dealt with the work force issue to provide for the appro- 
priate number of health care professionals being trained in all 
fields, but primarily primary health care. So I invite the Sub- 
committee to join me in this effort to look for ways of adequately 
financing our academic centers to maintain excellence in training, 
to have a proper work force, particularly having adequate numbers 
trained in primary health care, to look for the viability of our aca- 
demic centers, and to allow them to compete fairly in the current 
health care marketplace. 

Thank you. Madam Chairman. 

[The prepared statement follows;] 
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Thank you for the opportunity to testify here today. I'd 
like to take a few moments today to discuss an issue of critical 
importance as we debate the future of the Medicare program: that 
issue is graduate medical education. 

As we know, Medicare pays a large share of the cost of 
educating graduate medical students in our country. This year 
Medicare will spend approximately $5.5 billion dollars in direct 
and indirect medical education expenditures. These expenditures 
have ensured the U.S. position as the world leader in medical 
education and allow us to provide the highest quality health care 
to our citizens. These expenditures also ensure that our 
academic health centers are able to remain afloat — to provide 
pioneering health care and in many cases to serve inner city 
populations with no where else to turn for their health care 
needs. These expenditures are vital to the viability of our 
nation's academic health centers especially at a time where 
managed care continues to consume more and more of the market. 
Generally speaking, managed care companies cut costs by looking 
for the lowest cost hospitals and other providers. An academic 
health center cannot compete if it is forced to cover part of its 
teaching costs through the rates that it charges for its 
services. Without a separate funding source for its full 
academic costs, an academic health center runs the risk of being 
non-competitive for managed care contracts through no fault of 
its own, potentially losing another major source of revenue. 

There is much debate over whether Medicare should be paying 
the high costs it is paying for GHE today. I don't dispute those 
arguments. The Prospective Payment Assessment Commission 
(ProPAC) has recommended that Medicare is significantly 
overpaying in the area of IME, However, while recommending that 
Medicare lower those payments, ProPAC recognizes the reliance of 
academic health centers on these funds. If an immediate 
reduction were to occur without offsetting recommendations, the 
affect would be devastating to many of these hospitals. 

Today, we are here to discuss potential reforms for 
Medicare. We are confronted with a $270 billion cut put in place 
by the Republican Budget Resolution. GME is a likely target for 
some of those savings. In fact, in the Shays document which 
details a range of possibilities to achieve those savings, GME 
takes a huge hit. That proposal would save $27.2 from direct and 
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indirect nedical education costa over the next seven years and 
would further devastate acadeaic health centers by eliminating 
disproportionate share payments. 

My contention is that it makes no sense to devastate oxir 
graduate medical system in our country and endanger the continued 
existence of our academic health centers in the name of "Medicare 
reform." That is why I support restructuring the way we pay for 
graduate medical education in our country. Rather than having 
Medicare bear the brunt of the costs for graduate medical 
education, those costs should be spread across the population, 
we should create an "all-payer" system for financing GHE so that 
all who benefit from graduate medical education are helping to 
pay the costs. 

Last year during the health care reform debate, we were able 
to reach agreement on this issue. Under that plan, a new fund 
would have been created to supplement payments made by Medicare. 
That fund would have been financed through a premium assessment 
on insurers, managed care plans, and self-insured plans who would 
have been required to contribute .5% of premiums toward the costs 
of graduate medical education in our country. These are the very 
institutions which benefit from our country's superb medical 
education system -- they are hiring the health care providers we 
educate. But today, they are not contributing to the costs of 
that education. In return for spreading the cost of medical 
education across all payers and creating a stable funding source, 
we were also able to reach agreement on workforce issues: 
ensuring that we are training the appropriate health care 
providers to meet our health care needs. That meant moving 
toward a system that trains a preponderance of primary care 
rather than specialty care providers. 

We should not squander that agreement from last year. 

Moving to an all-payer system for graduate medical education can 
simultaneously save money in Medicare while raising additional 
funds from new sources. 

I am preparing legislation that would create an all-payer 
system for GME modeled after last year's agreement. In addition, 
Z welcome the opportunity to work with my Ways and Means 
colleagues on both sides of the aisle to help fashion a graduate 
medical education proposal this year. Our goal should be to 
maintain the excellent training system that we have in this 
country, to guarantee Its adequate funding, to ensure the 
appropriate training of primary care professionals, and at the 
same time allow academic health centers to compete fairly in 
today's health care marketplace. 
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Mrs. Johnson. I thank you, Mr. Cardin, and look forward to 
working with you on probably one of the most important aspects 
of assuring the quality of American health care in the future. 

Mr. McCrery. 

STATEMENT OF HON. JIM McCRERY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF LOUISIANA 

Mr. McCrery. Thank you. Madam Chair, and I congratulate the 
gentleman from Maryland on his remarks and look forward to 
working with him on that issue. 

Madam Chair, in 1967, the combined cost for Medicare parts A 
and B was $4.7 billion. By 1995 we expect the cost of the program 
to be about $178 billion. According to the CBO, the program is pro- 
jected to have annual growth rates above 10 percent for the next 
5 years if nothing is done. 

In 1995 Medicare will cover approximately 37.5 million people. 
While the program recipients certainly have a stake in this pro- 
gram, so does everyone else — taxpayers, families that must pay for 
the program in part now and in the future. 

Medicare is governed by a board of trustees. Four of the six 
trustees are members of the Clinton administration. In April of this 
year, the Medicare trustees issued a report. 

In their report, the trustees stated that, 

Under present law there is no authority to pay hospital insurance (HI) benefits 
if the assets of the HI Trust Fund are depleted. The fact that exhaustion would 
occur under a broad range of future economic conditions, and is expected to occur 
in the relatively near future, indicates the urgency of addressing the HI Trust 
Fund’s financial imbalance. 

And, 

. . . the present financing schedule for the HI Program is sufficient to ensure the 
payment of benefits only over the next 7 years. As a result, the HI Trust Fund does 
not meet the trustees’ short-range test of financial adequacy. 

And on page 14 of this summary, the two trustees who are not 
members of the Clinton administration, the so-called public trust- 
ees, summarized their findings as follows: “We strongly recommend 
that the crisis presented by the financial condition of the Medicare 
Trust Funds” — that is A and B — ^“be urgently addressed on a com- 
prehensive basis, including a review of the program’s financing 
methods, benefit provisions, and delivery mechanisms.” 

Madam Chair, faced with this crisis, we have determined that we 
are going to abide by six principles as we go through our efforts 
to do what the trustees have asked the Congress to do. 

Number one, we must act immediately to preserve Medicare for 
current retirees and to protect the system for the next generation 
of beneficiaries. 

Number two, Medicare spending must increase, but it must in- 
crease at a slower rate than currently projected by CBO. 

Number three, senior citizens deserve the same choices available 
to other Americans in the health care marketplace. 

Number four, government must not interfere in the relationship 
between patients and their doctors. 

Number five, senior citizens should be rewarded for helping root 
out waste, fraud, and abuse. 
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Number six, strengthening Medicare is too important to be left 
to “politics as usual.” 

Republicans are looking for ways to preserve what is right about 
the current Medicare system but fix what is wrong. We are solicit- 
ing broad participation from constituents and a variety of experts 
and organizations to determine how to achieve changes needed to 
protect Medicare from impending bankruptcy. While we are still in 
the crafting stage, I believe that when we present our product in 
September most people, including seniors, will be pleased at the op- 
tions they will have. 

While restoring the Medicare Program to solvency. Republicans 
have committed to the following: 

Medicare spending will increase from about $178 billion this year 
to about $274 billion in the year 2002; 

This represents an increase in spending per senior citizen of 
nearly $2,000, from about $4,800 per beneficiary this year to more 
than $6,700 per beneficiary by 2002; 

Medicare spending will grow at an annual rate of about 6.4 per- 
cent. This is two times the rate of inflation and exceeds private 
health care spending. 

I want to state very clearly today that it is too early to say what 
the specifics of the Medicare reform plan will look like. However, 
in structuring changes to the Medicare system, we are looking at 
opening up Medicare to offer seniors the same rights as others to 
choose the health plan that is best for them. Medicare does not 
offer today the degree of choice that seniors deserve. More choice 
for those who want it is a central goal of our efforts. 

We are looking at proposals which would include the following 
four basic choices for seniors: 

Number one, staying where you are within the current Medicare 
system; 

Number two, choosing coordinated care, HMOs, PPOs, and the 
like; 

Number three, continued care; that would be continuing the 
health care insurance that you have with your employer, your 
union, or your association; 

Number four, medical savings accounts for those who would like 
to have incentives to use their own cash prudently for health care. 

These options would open the way for the health care industry 
to create new choices for beneficiaries and empower the bene- 
ficiaries themselves to select health care that is tailored to their 
precise needs. 

In conclusion. Madam Chair, the trustees’ report is clear that 
Medicare is going broke. Republicans believe that it would be irre- 
sponsible to know that Medicare is going bankrupt and then do 
nothing about it. We are determined to act now to save this pro- 
gram. 
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Private sector growth in health care costs is significantly less 
than Medicare Program growth in costs. This is because employers 
and providers have introduced innovative and cost-effective 
changes to the private health care system. In our efforts to pre- 
serve and stren^hen the Medicare system, we want to make Medi- 
care more like the private sector, while at the same time give sen- 
iors the right to choose what type of health care system best fits 
their needs. 

Anytime we talk about major changes to a program like Medi- 
care, it is certainly risky politically. But we recognize from the 
trustees’ report that this has got to be done. If we do nothing, the 
eventual day of reckoning will be even more catastrophic for sen- 
iors. 

I thank the Subcommittee. 

[The prepared statement follows:] 
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Testimony of the Honorable Jim McCrery 
Before the Subcommittee on Health 
House Hays and Means Committee 
July 20, 1995 


Medicare was enacted as Title XVIII of the Social Security 
Act in 1965 and was Intended to pay for medical care for the aged 
and disabled. Today's Medicare program also covers those with 
end- stage renal disease who require kidney dialysis. The 
Medicare program consists of two parts- -hospital insuramce (Part 
A) and supplementary medical insurance (Part B) . Part A was 
designed to be self-supporting, fln<uiced by a payroll tax shared 
equally by employers and employees. Part B was designed to be a 
voluntary program to help seniors pay for doctor visits and 
outpatient hospital services. The costs were to be equally 
divided between participating seniors 2 tnd the federal government . 
Today, only 30% of the cost of the program is supported by 
premium payments. The remaining 70% is paid from general tax 
revenues . 

In 1967, the combined cost for Medicare Parts A and B was 
$4.7 billion. By 1995, program costs have soared to $178 
billion. According to the Congressional Budget Office ((30) , 
the program la projected to have annual growth rates above 10% 
over the next five years. 

In 1995, Medicare will cover approximately 37.5 million 
persons. While the program recipients certainly have a stalce in 
this program, so does everyone else- -including taxpayers and 
families whose children must finance this program in the future. 


Medicare Trust Fund Report: 

Medicare is governed by a Board of Trustees. Four of the 
six Trustees are members of the Clinton Administration. In ;^ril 
of this year, the Medicare Trustees reported that Medicare is 
projected to be insolvent by the year 2002. They stated: 

"Under present law there is no authority to pay hospital 
insurance (HI) benefits if the assets of the HI trust fund are 
depleted. The fact that exhaustion would occur under a broad 
range of future economic conditions, and is expected to occur in 
the relatively near future, indicates the urgency of addressing 
the HI trust fund's financial imbalance." 

And, "...the present financing schedule for the HI program 
is sufficient to ensure the payment of benefits only over the 
next 7 years. As a result, the HI trust fund does not meet the 
Trustees' short-range test of financial adequacy." 

In plain English, this means that unless we strengthen the 
financial integrity of the Medicare system now, within seven 
years there will be no money in the trust fund to pay for the 
hospital and medical costs of Medicare beneficiaries. 
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MEDICARE (HI) TRUST FUND EMPTY IN 2002 



statement of Principles: 

Faced with this crisis. House Republicans have determined 
six basic principles that will guide our efforts to preserve and 
protect Medicare. 

1.1 We must act immediately to preserve Medicare for current 
retirees and to nrotecr the avureni for the next generation of 

beneficiaries . The President's Trustees have reported the 
Medicare Part A Trust Fund will be bankrupt in 7 years. Medicare 
must be preserved, and prompt, decisive action is imperative. 

2.) Medicare spending must increase, but it must increase at 
a slower rate than currently projected. The budget agreement 
that was just passed calls for spending to increase from $4,800 
per beneficiary this year to $6,700 per beneficiary in 7 years-- 
an increase of nearly 40%. 

3.1 Senior citizens deserve the same choices available to 
other Americans . Medicare beneficiaries are given only one 
option when they enroll in the program- -a bureaucratic, outdated, 
one-size-f its-all program that has not really changed since 
Congress passed it 30 years ago. Our seniors should have the 
same opportunities as other Americans in selecting health care 
options that best meet their needs. 

4.1 Government must not interfere in the relationship 
between patients and th eir doctors . Burdensome Medicare 
regulations on patients and providers must be eased. Medicare 
beneficiaries must be able to continue their existing coverage-- 
including their choice of doctors and hospitals. 

5.1 Senior citizens should be rewa rded for helping root out 
waste, fraud and abuse . We must fight waste, fraud and abuse in 
Washington's management of Medicare and we must reward seniors 
when they expose these shoddy practices. 

6.1 Strengthening Medicare is too important to be left to 
“DoliticB-as-usual . " Republicans stand ready to work with the 
President and House Democrats to strengthen the Medicare system. 
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Battar cholcas for banaflciarlas: 

Republicans are looking for ways to preserve what is right 
about the current Medicare system but fix what is wrong. We are 
soliciting broad participation from constituents and a variety of 
experts and organizations to determine how to achieve changes 
needed to protect Medicare from impending bankruptcy. While we 
are still in the crafting stage, I believe chat when we present 
our product in September, most people- -including seniore--will be 
a bit surprised and pleased at the options ttiisy will have. 

While restoring the Medicare program to solvency. 

Republicans have committed Co the following: 

• Medicare spending will increase from $178 billion this year 
to $274 billion by 2002; 

• As mentioned above, this represents an increase in spending 
per senior citizen of nearly $2,000--from $4,800 per 
beneficiary this year to more than $6,700 per beneficiary by 
2002; and 

• Medicare spending will grow at an annual rate of 6.4%--this 
is two times the rate of inflation and exceeds private 
health care spending. 

I want to state very clearly that it is too early to say 
what the specifics of the Medicare reform plan will look like; 
however, in structuring changes to the Medicare system, we are 
looking at opening up Medicare Co offer seniors the same rights 
as others to choose the health plan that is best for them. 
Medicare does not offer the degree of choice seniors deserve; 
more choice for those who want it is a central goal of our 
efforts . 

We are looking at proposals which would include the 
following four basic choices for seniors; 

1 . Staying where you are within the traditional Medicare 
system; or, 

Choosing from three umbrella options, which include opting for: 

2. Coordinated care (like a Health Maintenance Organization 
or a Preferred Provider Organization) ; 

3. Continued care (from a former employer or a union plan) ; 
or 

4. Medical Savings Accounts- -with incentives to use cash 
accounts prudently. 

These options would open the way for the health care 
industry to create new choices for beneficiaries and empower the 
beneficiaries themselves to select health care that is tailored 
to their precise needs. 
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ConclusloA: 

The Trustees report is clear that Medicare is going broke. 
Republicans believe that it would be irresponsible to know that 
Medicare is going bankrupt and do nothing about it; we are 
determined to act now to save this program. 

Private sector growth in health care costs is significantly 
less than Medicare program growth in costs. This is because 
employers have introduced innovative and cost'^ effective changes 
to the private health care sector. In our efforts to preserve 
and strengthen the Medicare system, we want to make Medicare more 
like the private sector, while at the same time give seniors the 
right to choose what type of health care system best fits their 
needs . 

Anytime we talk about major changes to a program like 
Medicare it is risky politically. But we recognize, from the 
Trustees report, that this has to be done. If we do nothing, the 
eventual day of reckoning will be even more catastrophic for 
seniors . 
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Mrs. Johnson. Thank you, Mr. McCrery, for your excellent pres- 
entation of the necessity for change, the principles that should 
guide change, and the opportunities that this period of change of- 
fers us. 

Mr. McDermott. 

STATEMENT OF HON. JIM McDERMOTT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WASHINGTON 

Mr. McDermott. Thank you. Madam Chair. I appreciate the op- 
portunity to testify here today. I know that Waco, Whitewater, and 
the Packwood hearings have drawn away a lot of the attention, but 
this is probably one of the major issues of this Congress. 

Mr. McCrery rightly has pointed out the trustees’ report. It is 
clear that those same reports have been filed every year since 
1965. You could probably lift the language. This problem has been 
adjusted in every Congress, so the question is: How do we do it? 

The ability to testify today is all the more important since this 
hearing over the next 2 days may be the only opportunity the 
American people have to hear about the Majority’s proposed cuts 
in the Medicare Program. 

The irony is that there is no plan for them to see or debate in 
these hearings. The American people will probably not get a chance 
to even see the plan until just a few days before it gets jammed 
through the floor of the House of Representatives. They probably 
will not know that they have lost their most basic health care pro- 
tection until after it has passed out of the House. 

The real question is: Under the Republican plan, how much more 
are beneficiaries going to have to pay out of their own pockets to 
maintain the same level of access and quality of care they now get 
through Medicare? 

The premise of much of the thinking here is that seniors do not 
pay enough to pay attention, and the fact is that they pay, on aver- 
age, 18 percent of their income out of pocket for medical expenses. 
I do not know what level the Republicans think they ought to pay 
out of their pocket, but I think that is enough to keep the attention 
of seniors. 

Now, you know Republicans love to talk about how Medicare will 
increase every year under their proposal. What the Republicans are 
not telling the American people is that under their plan. Medicare 
spending will not increase nearly as much as private health insur- 
ance costs. What that means is that the difference between what 
Medicare pays for and what health care will cost is going to be paid 
for by the beneficiary. 

I brought a chart which shows the fibres from the CBO and the 
Senate Budget Committee. The blue is what Medicare will pay; 
green is the same equivalent cost in the private sector. You can see 
in 1995 they are the same, so people will not feel anything the first 
year. But by the yeair 2002, there will be a marked difference be- 
tween the blue — that is, what a voucher from the Congress will be 
worth to a senior— and the green, which is what it will cost in the 
private sector. 

The difference between the blue and the green line will come out 
of the pockets either of the seniors or of their families. 
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It is clear that the Majority is not going to tell the American peo- 
ple what they have in mind, so I am going to make a few pre- 
dictions. Before this debate is over, I predict that we will see the 
American Medical Association, the American Hospital Association, 
and the health insurance industry stand up with the Republicans 
and announce that they can support the proposal as drafted. 

That means just one thing: That the lion’s share of the cuts are 
going to be on the backs of beneficiaries and their families and that 
the hospitals and physicians have gotten off relatively lightly. Of 
course, the health insurance industry will only support it if they 
get huge profits out of the proposal, which will come, again, at the 
expense of the beneficiaries. 

There are some basic facts about this that cannot be overlooked. 
The cuts will all come out of beneficiaries and their families be- 
cause putting seniors in managed care — that is, HMOs — alone will 
not save Medicare money. 

You cannot point to a single study — including our own CBO — 
which shows that putting seniors in HMOs will achieve anywhere 
near the savings that have been targeted by the Majority. In fact, 
all the studies by anyone outside the insurance industry indicate 
that any savings to be achieved in Medicare HMOs, to the extent 
they exist at all, are trivial. 

I predict that the only way you are going to get savings in to give 
seniors a voucher — which you will claim will be voluntary — that 
will be ratcheted down over time. The Medicare family will have 
to pay the difference. The children of the Medicare beneficiary will 
pick up the difference between the cost of insurance and the value 
of the voucher. That difference will get bigger and bigger each year. 

If you look on the next chart, you can see the difference in dol- 
lars between what the voucher actually is worth in blue, and the 
actual cost of insurance; and in red you can see the difference. By 
the year 2002, a family will have to pay $1,138 out of their pocket 
to buy the same insurance, and these are not figures I cooked up. 
They are out of the Senate Budget Committee’s recommendations. 

In the end, Americans will go from a system of guaranteed cov- 
erage for seniors to coverage for only those who can afford it. 

I would remind you that 80 percent of senior citizens have in- 
comes under $25,000 a year. The income of the average Medicare 
beneficiary is $17,000, and 11 million of those people are single 
women — mostly widows — who have incomes under $8,000 a year. 

Now, the question I started this hearing with was: How much 
are seniors and their families going to have to pay under this pro- 
posal? The question I would end my testimony with is this: What 
will happen to the health care of seniors who are not able to pay 
the astronomical costs of health care on their own? Madam Chair- 
man, the people who cannot afford to pay their health care costs 
on their own without adequate insurance. 

Many seniors will not be able to come up with that additional 
money for insurance out of their own pocket. They are going to 
have to ask their kids for it. If their kids do not have it, the seniors 
will have an inadequate policy, and we are going to return to pre- 
1965. 

[The prepared statement follows:] 
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Thank you« Mr. Chairman. I appreciate the opportunity to 
testify here today. The ability to testify today is all the more 
ii^portant since this hearing over the next three days may be the 
only opportunity the American people have to hear about the 
Majority's proposed cuts in the Medicare program. 

The irony is that there is no plan for them to see or debate 
in these hearings . Ihe American people probably von ' t get a 
chance to even see the plan until just a few days before it gets 
janmed through the floor of the House. They probably won't' 
really know that they have lost their most basic protection to 
health care until after it has passed out of this House. 

The real question is: under the Republican plan, how much 
more are beneficiaries going to have to pay out of their own 
pockets to maintain the same level of access and quality of care 
they now get through Medicare? 

You know, Republicans love to talk about how Medicare will 
increase every year under their proposal. Mhat the Republican 
Majority is not telling the American people is that under the 
Republican budget, Medicare will not increase nearly as much as 
private health care costs and health insurance costs will rise. 
What that means is that the difference between what Medicare pays 
for and what health care will cost is going to be paid for by the 
beneficiary. 

It is clear the Majority is not going to tell the American 
people what they have in mind so I am going to make a few 
predictions. Before this debate is over, I predict that we will 
see the American Medical Association and the American Hospital 
Association and the health insurance industry stand up with the 
Republicans and announce that they can support the proposal as 
drafted. 

This will mean just one thing that the lion's share of 
the cuts are going to be on the backs of beneficiaries and their 
families and that the hospitals and physicians have gotten off 
relatively lightly. Of course, the health insurance industry 
will only support it if they get huge profits out of the 
proposal, which again will all cc»ne at the e:q>en8e of 
beneficiaries . 







There are some basic facts here chat cannot be overlooked. 
The cuts will all come out of beneficiaries and their families 
because putting seniors In managed care (HMOs) alone WILL NOT 
SAVE MEDICARE MONEY. 

You cannot point to a single study -- Including your own CEO 
- - which shows that putting seniors In HMOs will achieve anywhere 
NEAR the savings you have targeted. In fact, all Che studies by 
anyone outside the Insurance Industry Indicate that any savings 
to be achieved In Medicare HMOs Co Che extent they exist at 
all -- are trivial. 

I predict Chat the only way you are going to get savings is 
to give seniors a voucher - - which you will claim to be voluntary 
-- the value of which will be ratcheted down over time. The 
Medicare feunlly will have to pay the difference between the cost 
of insurance and the value of Che voucher. THAT DIFFERENCE WILL 
GET BIGGER AND BIGGER EACH YEAR. In Che end, Americans will go 
from a system of guaranteed coverage for seniors under Medicare 
to coverage only for those who can afford It. 

I would remind you Chat 80% of senior citizens have Incomes 
under $25,000 per year. The Inccxne of the average Medicare 
beneficiary Is $17,000, emd 11 million Medicare beneficiaries are 
single women -• mostly widows -- who have Incomes under $8,000 
per year. 

The question I started this hearing with was, ’How much are 
seniors and their families going to have to pay under your 
proposal?’ The question 1 end my testimony with is ’What will 
happen to the health care of seniors who will not be aUsle to pay 
Che astronomical costs of health care on their own?* And Mr. 
Chairman, Che people who cannot afford to pay their health care 
costs on their own without adequate Insurance Is just about all 
of us. 
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Mrs. Johnson. Thank you, Mr. McDermott. Certainly the chal- 
lenge we face is to preserve and protect Medicare, and there will 
be a lot of analysis of all the ideas that come forth. We have had 
14 public hearings on the issue of saving Medicare. What we will 
be interested in during the weeks ahead, this Subcommittee, the 
Full Committee, and all Members of Congress, is: What are the 
ideas that will work for seniors and for the citizens of this country? 
We certainly welcome your contribution to the solutions, as well as 
your contribution to the dialog evaluating some of the ideas that 
are afloat at this time. 

I understand that Mr. Gunderson wishes to precede or Mr. Sten- 
holm wishes for Mr. Gunderson to precede him. 

Mr. Gunderson. 

STATEMENT OF HON. STEVE GUNDERSON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF WISCONSIN 

Mr. Gunderson. Madam Chair, I have spent all my life doing 
what Pat Roberts and Charlie Stenholm told me to do, and I guess 
I am continuing that this morning. 

As the current and former co-chairs of the House Rural Health 
Care Coalition, the four of us are here to share with you the unique 
needs of rural America, the unique role Medicare plays in these 
communities, and some recommendations about how best to reform 
Medicare in ways which will not disproportionately impact the 25 
percent of our population living in rural areas. I am reminded as 
I sit here that once a week, Mr. Stark and Mrs. Johnson come up 
to me and remind me of all the dairy farmers they have in their 
districts. I want to start once a week coming up and reminding her 
that dairy farmers are rural constituents who need to be taken care 
of in this whole Medicare reform. So we are going to get even on 
this one. 

To many, rural America brings to mind hearty farmers with well- 
manicured fields and Norman Rockwell lifestyles and families. Al- 
though this can be the case, it is not necessarily the rule in the 
rural United States. 

Almost 18 percent of rural high school students are substance 
abusers, compared to 10 percent in urban areas. 

More than 26 percent of rural households are among the poorest 
fifth of the U.S. households. By contrast, only 18 percent of urban 
households. 

More than 20 percent of rural elderly have incomes below pov- 
erty compared to 12.4 percent in the urban areas. 

Given these kinds of demographics, rural areas face great chal- 
lenges in the accessibility and quality of health care services. The 
great distances, the lack of health care professionals and health 
care facilities, and the nature of the work force all contribute to the 
health conditions in rural areas. 

Rural residents are more than twice as likely to have to travel 
more than 30 minutes to reach their usual source of care. 

There are 5,424 primary care practitioners needed just to meet 
the demand in the underserved rural areas. 

Over 17 percent of rural residents have no health insurance, 
many because they are self-employed farmers who simply cannot 
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afford the high-cost premiums and deductibles associated with 
what the insurers classify as high-risk professions. 

Now, when we look at managed care in rural America, I think 
we need to understand that the movement of our health care sys- 
tem toward HMOs and other forms of managed care have gone a 
long way in keeping down costs and expanding access to the gen- 
eral population. In some areas, managed care is actually stimulat- 
ing the development of even rural integrated health care networks. 

However, if you have no hospital, if you have no providers, man- 
aged care does not do you much good. The lack of a health care in- 
frastructure in rural areas makes the viability of managed care 
questionable for many rural networks. 

Managed care for Medicare must also provide criteria and stand- 
ards for determining the appropriate financial risks that can be as- 
sumed by smaller providers and networks. Without these stand- 
ards, smaller providers face excessive risks. 

In order for managed care to be effective in rural areas, systems 
must: 

First and foremost, change the definition of literally what a hos- 
pital is in rural areas, according to the Social Security definition; 

Second, provide adequate levels of reimbursement and the flexi- 
bility in delivering those services; 

Third, ensure access for all populations, particularly as it relates 
to high-risk professions such as farming. If they are not included 
in a managed care plan, managed care is not going to give them 
any protection and coverage; 

Fourth, make providers subject to certification to ensure that 
they have the systems necessary to provide the levels and quality 
of care needed in i-ural areas; 

Fifth, require that all accredited, certified providers are included 
in such a plan. A big problem we are facing in rural America is 
that a few urban plans reach out and cover one or two facilities, 
and all of a sudden, unless you are a part of that HMO in that 
urban area, you do not have any coverage. 

I have a small rural hospital in my hometown. We are des- 
perately trying to keep it alive. I cannot tell you the number of peo- 
ple in Osseo, Wisconsin, who cannot use the local clinic and hos- 
pital because they are covered by an HMO that will not include 
that in their overall coverage and reimbursement processes. 

Now, when we look at the role of Medicare in rural health, issues 
specific to rural health cannot be considered without discussing 
Medicare. The reality is there are few facts that illustrate the im- 
portance and problems that Medicare must be considered more 
than these: 

First, rural providers can receive as much as 80 percent of their 
revenue from Medicare, while the average is between 50 and 70 
percent. Most are certainly about 70; 

Second, right now, with the current reimbursement rate, hos- 
pitals in my home State of Wisconsin receive only 88 percent of 
their costs. Nationwide, rural hospitals with fewer than 100 beds — 
which make up 36 percent of all hospitals — receive only 6 percent 
of Medicare prospective payment system type of payments. 

Medicare casts a long shadow over rural health care while rural 
health is largely ignored by Medicare. 
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As leaders of the Rural Health Care Coalition, we accept that we 
will all play a role in making Medicare solvent. While we recognize 
that some levels of cuts are inevitable, it is critical that the Ways 
and Means Committee address specific areas of Medicare reim- 
bursement that could make or break rural health care for both the 
elderly and the general populations. 

My colleagues on this panel and the Rural Health Care Coalition 
will elaborate on the reforms which will make the difference in 
rural areas. These reforms will include: Creating single Medicare 
payment areas, restructuring of the Medicare wage index, and ad- 
justing data to more accurately reflect the occupational mix of rural 
hospitals. 

Obviously, as you go through this. Madam Chair and members 
of this panel, I hope you will come to recognize that for rural Amer- 
ica there is clearly need for concern as you begin to make your de- 
terminations on Medicare. For us, what you do in Medicare will de- 
termine literally whether we have access to health care at all. 

Thank you very much. 

[The prepared statement follows:] 
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Mr. Chairman, thank you for this opportunity to speak 
before the Ways and Means Subcommittee on Health. I am not 
going to take this time to restate the numbers on Medicare 
and the importance of the decisions we will make in the 
coming months. We all know we have an obligation to 
preserve, protect and attempt to improve the care of the 31 
million seniors currently enrolled in Medicare. 

As the current and former co-chairmen of the House 
Rural Health Care Coalition, we are here to share with you 
the unique needs of rural America, the unique role Medicare 
plays in these communities, and some recommendations about 
how beat to reform Medicare in ways which will not 
disproportionately impact the 25 percent of our population 
living in rural areas. It is not enough to trim the 
increase in Medicare expenditures, we must also make the 
policy and program changes that will not only insure its 
solvency, but will also provide the best care possible for 
all populations. 

Conditions in Rural America 

To many, rural America brings to mind hearty farmers 
with well -manicured fields and Norman Rockwell lifestyles 
and families. Although this can be the case, it is not 
necessarily the rule in the rural United States. 

* Almost 18 percent of rural high school students are 
substance abusers, compared to 10 percent of urban 
areas ; 

* More than 26 percent of rural households are among the 
poorest fifth of U.S. households. By contrast, only 
about 18 percent of urban households have incomes this 
low; and 

* More than 20 percent of rural elderly have incomes 
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below poverty, whereas only about 12.4 percent of 
elderly in urban areas have incomes below poverty. 

The poverty rate, the unemployment rate, and the percentage 
of the population that is elderly are all comparable or 
greater for rural areas than for any other geographic 
group . 

Given these demographics, rural areas face great 
challenges in the accessibility and quality of health care 
services. The great distances, lack of health care 
professionals, and the nature of the workforce in also 
contribute to the health conditions in rural areas. 

* Rural residents are more than twice as likely to have 
to travel more than 30 minutes to reach their usual 
source of care; 

* There are 5,424 primary care practioners needed just 
to meet the demand in rural underserved areas ; 

* Over 17 percent of rural residents have no health 
insurance, many because they are self-employed farmers 
who face high premiums and deductibles. 

Managed Care in Rural America 

The movement of our health care system toward HMOs and 
other forms of managed care have gone a long way in keeping 
down costs and expanding access. In some areas, managed 
care is actually stimulating the development of rural 
integrated care networks. 

However, if you have no hospitals and no providers, 
managed care doesn't do you much good. The lack of 
infrastructure in rural areas make the viability of managed 
care questionable for many rural networks. 

Managed care for Medicare must also provide criteria 
and standards for determining the appropriate financial 
risk that can be assumed by smaller providers and networks. 
Without these standards, small providers face excessive 
risk. 


In order for managed care to be effective in rural 

areas, systems must: 

* provide adequate levels of reimbursement ; 

* ensure access for all populations, particularly as it 
relates to high risk professions such as farming; and 

* make providers subject to strict certification, to 
ensure that they have the systems necessary to provide 
the levels and quality of care needed in rural areas. 



190 


Managed care has potential in rural America, but it is 
clearly not a panacea. 

The Role of Medicare in Rural Health 

Issues specific to rural health cannot be considered 
without discussing Medicare, because Medicare is integral 
to the quality and accessibility of health care in non- 
metropolitan areas. 

There are a few facts that illustrate the importance 
and problems in Medicare that must be considered. First, 
rural providers can receive as much as 80 percent of their 
revenues from Medicare, with the average being between 50 
and 70 percent. Second, right now, with the current 
reimbursement rates, hospitals in my home state of 
Wisconsin only receive about 88 percent of costs. 
Nationwide, rural hospitals with fewer than 100 beds -- 
which make up 36 percent of all hospitals -- receive only 
6 percent of Medicare Prospective Payment System payments . 

These facts make clear that while an overwhelming 
share of the patients seen by rural providers are Medicare 
enrollees, rural health receives a very minor portion of 
Medicare program expenditures. Medicare casts a long 
shadow over rural health while rural health Is largely 
Ignored by Medicare. Changes must be made which address 
this disparity, especially in light of projected cuts. 

Chances to Medicare Policy 

As the leaders of the Rural Health Care Coalition, we 
accept that we will all play a role in making Medicare 
solvent . While we recognize that some levels of cuts are 
inevitable, it is critical that the Ways and Means 
committee address specific areas of Medicare reimbursement 
that could make or break rural health care, for both the 
elderly and the general population. 

My colleagues on the panel, and the rural health panel 
you will see later today, will elaborate on the reforms 
which will make the difference in rural areas. These 
reforms Include : 

* Creating Single Medicare Payment Areas 

* Restructuring of Medicare Wage Index 

* Adjusting data to more accurately reflect the 

occupational mix of rural bosltals 

Both panel will also touch on current policies which 
are essential to rural health. Including Sole Community 
Hospitals and bonus payments to rural providers. 
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Close 


For rural America, there is clearly need for concern 
as you begin to make your determinations on Medicare. 
However, there is no need for panic. Through a 
conscientious dialogue, I am confident the Ways and Means 
committee can make the difficult decisions which will 
ensure rural health care is not impacted 
disproportionately. I appreciate the opportunity to 
represent our concerns and I hope the Rural Health Care 
Coalition can continue to act as a resource as you perform 
the difficult task of reforming Medicare. 
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Mrs. Johnson. Thank you very much, Mr. Gunderson. We cer- 
tainly will depend on the guidance and input of this group of rural 
health care experts as we move forward. 

Mr. Stenholm. 

Mr. Stenholm. Mr. Poshard will be next, Madam Chair. I yield 
to Mr. Poshard to be next, and then Mr. Roberts, and then I will 
be the last. 

Mrs. Johnson. Mr. Poshard. 

STATEMENT OF HON. GLENN POSHARD, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. Poshard. Thank you. Madam Chairman, for giving us the 
opportunity to appear today before your Subcommittee. 

Let me first of all say that our Rural Health Care Coalition is 
a broad bipartisan group, and we have differing views, of course, 
among the membership as to what we should or should not do with 
respect to Medicare. We are talking here today about Medicare 
cuts. I personally feel that we do have to go through downsizing 
the program somewhat. I supported Mr. Stenholm’s budget when 
it came through the House because I thought it was a reasonable 
level of dealing with these things. But within our coalition, we all 
have different views on this. But I want to talk about the effects 
that I believe will occur in rural America if substantial cuts are 
made to the Medicare system. 

Along with many of you here today, I agree it is time to address 
the problems that have continued to plague this system that has 
been responsible for providing health care services to our Nation’s 
elderly for 30 years. I also believe that changes in the delivery of 
rural health care have to be made to become more cost effective. 
However, I believe the proposed level of cuts to Medicare will have 
the reverse effect. Perhaps these cuts will remedy a faltering Medi- 
care system, but I sincerely believe that they will also put into 
jeopardy the ability of Americans living in rural areas to have qual- 
ity and accessible health care. 

Beyond the issue of accessibility of quality health care services, 
we put into jeopardy many of our rural hospitals which often rely 
on Medicare reimbursements as their major source of income. The 
fact is without these reimbursements, many of our rural hospitals 
will close, our physicians and nurses will relocate, unemployment 
will rise, and rural economies will become further distressed. In my 
district, over 75 percent of the patient load in our rural hospitals 
is Medicare and Medicaid patients. 

I come here today because it is important for those of us in 
Washington to know the broad implications drastic cuts to the 
Medicare system will have on rural Americans. As cochairman of 
the Rural Health Care Coalition, I believe our first concern during 
this debate has to be that every American has access to quality and 
affordable health care. I am afraid with these types of cuts to the 
program, many seniors living in rural regions of this country will 
no longer be able to afford or even find health care services. 

Already our rural hospitals are fighting to survive urban com- 
petition and declining levels of patients who can afford their serv- 
ices. I believe by cutting back too drastically on Medicare reim- 
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bursement to these hospitals, we will simply be pushing away 
many of the hospitals and pushing them out of business. 

In my central and southeastern Illinois congressional district, 
which is comprised of 27 rural and economically distressed coun- 
ties, many families have to travel 50 or more miles, and in some 
cases to a neighboring county, to see a doctor. If just one of these 
hospitals closes, hundreds of people, both young and old, will not 
have available to them the services of a hospital or an emergency 
room. If these hospitals that rely so heavily on Medicare reim- 
bursement are forced to close because of cuts, not only will our sen- 
iors be without services, but so will our children, our parents, our 
neighbors. 

Today, rural America has the highest percentage of poverty, the 
highest rate of unemployment, and the highest percentage of elder- 
ly in our society. In many rural communities, hospitals drive the 
local economy. The effect of closing many rural hospitals would be 
devastating to a rural economy that is already faced with high un- 
employment and economic slowdown. Many of our small businesses 
rely on local hospitals to purchase their goods and services. With- 
out the hospital acting out the role of consumer, these businesses 
would no longer be able to stay open, further distressing the local 
rural economy. 

As a Member of the House Small Business Committee, I have on 
many occasions heard the testimony of small business owners 
whose business is tied to the success of the rural health care sys- 
tem. 

Along with small business owners and operators, many residents 
of rural communities look to their local hospitals for jobs. We often 
only remember the physicians and nurses during our debates on 
health care, forgetting about the important and large support staff 
that provides many of our people with a stable job and income. 
From the cafeteria worker to the bookkeeper, these are important 
and necessary jobs, and without them I am afraid many of our 
communities could not survive. And I believe drastic cuts to the 
Medicare Program will result in dramatic reductions in the number 
of these jobs. 

In fact, I have several small communities in my district where 
the hospital and the nursing home and the ambulance service are 
the major employers in the county. Let me emphasize, the major 
employer in the county. 

Here in Washington, we too often forget to look at the broad im- 
plications of our actions. When we think about Medicare cuts, it is 
simply not just a case of providing health care services to our sen- 
iors. It is about facing the threat of many of our rural hospitals 
closing and our physicians and nurses, who all of us so greatly rely 
upon, relocating to urban areas. It is about people losing their jobs, 
small businesses closing, and economies faltering. That is what this 
Medicare debate is all about, a fact none of us can afford to forget. 

In closing, Mr. Chairman, I urge this Subcommittee during its 
consideration of Medicare reforms and reductions to consider all of 
the effects that Medicare cuts will have on rural health care and 
rural communities. Rural America is an important part of life in 
this country, and those that live and work there deserve the same 
opportunity for affordable and accessible health care services as 
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those living in our Nation’s cities and suburbs. I believe we can 
make Medicare work better for those it serves, but we have to do 
it responsibly and not on the backs of our rural health care system 
and our rural communities. 

I thank the Chairman for allowing the Rural Health Care Coali- 
tion to be represented at these hearings focusing on Medicare. If 
I or any member of the coalition can be of further assistance in 
making your recommendations, feel free to contact us. 

Thank you. 

Mr. Christensen [presiding]. Thank you, Congressman Poshard. 

Congressman Roberts. 

STATEMENT OF HON. PAT ROBERTS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KANSAS 

Mr. Roberts. Thank you, Mr. Chairman. 

As a past cochairman of the Rural Health Care Coalition, I am 
very happy and pleased to be here with the group I would describe 
as the four horsemen of rural health care. 

Mr. Gunderson has given an overview of rural health care, and 
Glenn has just given a very good statement in regards to the im- 
pact in relation to the entire community. I am going to be riding 
shotgun with the hospitals, Mr. Chairman, and then batting clean- 
up we have Mr. Stenholm, who is the sheriff who tries to round up 
as many doctors as we can for the rural areas. 

This has not been an “Easy Rider” trip if we are the four horse- 
men of rural health care. It has been more like “Lonesome Dove,” 
and I hope we get there from here. 

We are bipartisan in our effort, and as I have indicated, it is my 
duty to talk about the future of rural hospitals under the Medicare 
Program. 

As it has been indicated, rural hospitals do provide health care 
services to a higher Medicare population and a lower level of in- 
sured patients. This unique patient base provides a very limited 
opportunity for our hospitals to shift costs on to private-pay pa- 
tients. How much? We are talking about the fact if a patient goes 
into a rural hospital they have to pay 10 to 20 percent more be- 
cause of the cost shifting and the fact the hospital does not get re- 
imbursed properly in regards to Medicare. 

In addition, the Medicare payment updates have not always been 
fairly distributed between the rural and the urban hospitals. So the 
combination of these factors, combined with $270 billion we intend 
to save in Medicare over the next 7 years means we have a very 
difficult challenge for our rural hospitals. 

I recently met with the Kansas Hospital Association, along with 
the rest of the Kansas delegation, and I would like to submit a copy 
of their report to the Subcommittee for your review. I am very im- 
pressed with their study not only because it provides the facts 
about the impacts of the Medicare reductions, but it also includes 
some very constructive and positive recommendations to Congress 
to help us fix this very difficult system. 

[The following was received:] 
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CongrnfiBf of die f^ntfeb ^tateo 

MMi<naten, 9C 20515 
July 20, 1995 


Chaiiman Bill Thonuu 

House Ways and Means Health Subcommittee 
1136 Longwoith House Office Building 
Washington, D.C. 20513 

DearBill: 

As Membeis of the Kansas Congressional delegation, we support the efforts of the Health 
Subcommittee to save and streogthea the beleaguered Medicare system. However, we feel it 
is vitally important to consider the impact that hfedkare reforms will have on every aspect of 
OUT health care system including access and delivery of health services in rural areas of the 
country. As you and the Ways and Means Health Subcommittee membm are well aware, 
the issues concerning rural hmtth care are unirpie and must be examined closely. 

During a recent meeting with the Kansas delegation, the Kansas Hospital Association 
presented the enclosed report. This report provides an excellem summation of the concerns 
that face patients, providert and arlministialois not mdy in Kansas, but across the naikm. 

We are particularly impressed by the constructive recommendations made in this report, and 
urge the Subcommittee (o take them into consideration. 

The effort to reform Medicare, led by House KepubHcans, will indeed save and streagflien 
this essential program for future generations. We qipredate your consideration of this 
Rport, and look forward to working with you in the future on this ciitical issue. 



(Kansas Hospital Association Report retained in Committee Piles] 
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In fiscal year 1993, over 60 percent of the hospitals in Kansas 
lost a total of $43 million treating Medicare patients. These hos- 

[ )itals are predicting now that under fiscal year 1996 budget guide- 
ines — we do not have the specifics yet, but under the guidelines 
they are going to lose $905.80 on each Medicare patient that must 
be admitted to the hospital. Now, these are very serious predictions 
because they represent a real threat to the delivery of health care 
services in many Kansas communities, and I would imagine in 
every rural area. If these hospitals are forced to close, everybody, 
not just the Medicare beneficiaries, will lose access to even basic 
health care services. In many rural communities, these hospitals 
have nowhere to turn. So we have a situation in rural America 
where bond issue after bond issue has been passed by the local 
community simply to keep the doors open. 

Now, I want to make it very clear that I do not believe in simply 
throwing Federal dollars at our rural hospitals, and I do not think 
we should pour money into facilities that can never really operate 
on an efficient basis. We should, however, give rural hospitals the 
proper tools to make the changes to fit into a new Medicare system. 
The challenge before us today is to achieve the significant Medicare 
savings that we have to wlule at the same time maintaining the 
very critical access to high-quality health care services in our rural 
areas. 

Now, we have heard a lot about the new managed care world, in- 
centives to establish managed care plans and encourage the Medi- 
care recipient to choose. These plans are especially important in 
the rural areas. 

Under the current structure, however, the Medicare risk contrac- 
tor simply does not have the incentive to establish managed care 
plans in our rural areas. It is simply more difficult for managed 
care plans to make money in rural areas because the smaller popu- 
lation base generally leads to lower utilization rates. The Medicare 
payment system to HMOs will have to be restructured to take into 
account geographic factors, health and age status of local popu- 
lations, and utilization of services in the local areas. We should 
then consider changes to make it easier for the Medicare bene- 
ficiaries to choose these plans. 

We also need to preserve the networking arrangements, Mr. 
Chairman, that are already in place in many of our rural areas. 
The Hays Medical Center, located in western Kansas, is an excel- 
lent example of how the Essential Access Community Hospital Pro- 
gram — that is called EACH and RPCH. If there was ever an amaz- 
ing acronym, it is the “each” and “peach” program. But these pro- 
grams can strengthen, expand, and deliver the services in our rural 
areas. The Hays Medical Center has established an interactive 
telemedicine home health care program to link our elderly patients 
and their physicians. This technology has really reduced the cost 
of the program for home health care by one-sixth. Unless we take 
steps to preserve these kinds of network arrangements, severe re- 
ductions in Medicare provider payments will limit the effectiveness 
and the efficiency of the rural health care system. 

Mr. Chairman, I support you in your efforts to preserve, protect, 
and strengthen Medicare. Your entire panel’s challenge in this re- 
gard is very difficult. Your Subcommittee faces an especially dif- 
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ficult challenge. As you continue in your efforts to restructure this 
ailing program, I encourage you to rely on the experience and the 
advice of the members of the Rural Health Care Coalition. We are 
eager to work with you and try to help you develop a new system 
that will take care of our elderly now and in the future. 

I thank you, Mr. Chairman. I thank the panel. 

Mr. Christensen. Thank you. Congressman Roberts. 

Congressman Stenholm, we would be honored to hear your testi- 
mony. 


STATEMENT OF HON. CHARLES STENHOLM, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Stenholm. Thank you, Mr. Chairman. 

As you have heard, the four of us from the Rural Health Care 
Coalition are unified in our understanding that reforms to the 
Medicare Program must occur for both budgetary and pro- 
grammatic reasons, that changes in the delivery of health care in 
rural areas are inevitable, and that a status quo attitude toward 
Medicare would be devastating to all Americans. We want to make 
it clear from the beginning that we are not here before you to 
argue against change. 

We also want to state as clearly as possible, however, that the 
rural areas which we represent, as well as those district of the 100- 
plus members of the coalition, will be impacted in a major way by 
the decisions this Subcommittee makes regarding Medicare. These 
impacts will go beyond a simple marketplace “survival of the fit- 
test” result which might be considered in many urban and subur- 
ban areas. The decisions you make will determine not only if man- 
aged care is encouraged but if any hospital care at all is available 
in some large counties; not only whether the right physicians are 
being trained but whether any physician at all will serve dispersed 
populations; not only if clinics survive but whether entire commu- 
nities survive. 

To summarize what you have already heard from my colleagues, 
we believe that there are certain rural reimbursement issues which 
are absolutely critical and should be protected, such as sole com- 
munity provider status — or some other way of indicating those es- 
sential community providers without whom care would be greatly 
diminished or eliminated — and Medicare bonus payments for physi- 
cians practicing in shortage areas. We also think there are new 
ideas, such as incentives to make managed care work in rural 
areas, or allowing hospitals to downsize while retaining eligibility 
for Medicare reimbursement, which could be extremely productive. 

But in the process of making these requests, we understand po- 
litical and fiscal realities demand that we also be willing to offer 
up areas of lower priority. We understand that not every item for 
which the coalition has advocated in the past can necessarily be 
continued. Special Medicare treatment for every existing rural re- 
ferral center and every current rural health clinic may not be pos- 
sible. Again, we know that we must focus on those providers which 
are absolutely critical to an area. We accept that disproportionate 
share should truly become what its name ostensibly implies, mean- 
ing that only hospitals which actually treat a disproportionate 
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share of low-income, uncompensated cases should receive the extra 
payment. 

Those are fair tradeoffs for this Subcommittee to make. Not 
every nonmetropolitan hospital needs to keep its doors open. Not 
every physician deserves a nigher payment for living in a nonurban 
area. But for us in the coalition, the bottom line is that we must 
protect those providers whose loss would mean a profound loss of 
health care for rural populations; that is, those who genuinely are 
essential community providers. We must ensure that a basic level 
of health care is available to rural communities, encouraging net- 
works for higher levels of care but spreading a health safety net 
for our rural residents. 

My colleague, Mr. Roberts, has mentioned how these protections 
relate to hospitals. I would like briefly to extend that discussion to 
physicians. Although this Subcommittee does not have primary ju- 
risdiction over Medicare reimbursement for physicians or medical 
education, I know that the issues become entwined, and so I would 
like to offer a few comments. 

Physician attraction and retention is a persistent and chronic 
battle for many rural areas. There are a host of reasons for this 
difficulty, including professional isolation, low and inconsistent rev- 
enues, and technological deficiencies. Obviously, the Federal Gov- 
ernment cannot counteract or compensate for all of these disincen- 
tives, but to the degree that we can assist rural areas in meeting 
their basic physician needs, we should do so. 

I fear that, just as a decade or more ago when everyone started 
talking about a “physician glut,” today there may be a false sense 
of optimism about the primary care physician supply. According to 
1994 AMA data, the percentage of physicians choosing primary 
care as a career is down from 10,6 percent in 1980 to 8.9 percent 
in 1993. Even those who choose the field of primary care continue 
to practice in traditionally well-served markets such as suburban 
communities, not in either remote rural areas or inner-city neigh- 
borhoods. Small and rural counties have had a decline in the pri- 
mary care physician-to-population ration since 1988. 

As this Subcommittee knows well, HPSA, the Health Profes- 
sional Shortage Area, designation was created to help us focus na- 
tionally on the areas of greatest need in our country. The number 
of primary care HPSAs has more than doubled from 1978 to 1994. 
Currently it is estimated that the total number of providers needed 
to eliminate primary care HPSAs is 5,341. 

Increasing the supply of health providers and attracting them to 
an underserved practice requires action at several stages of their 
professional education and professional development. Reaching out 
to rural students with a potential interest in medicine has proved 
somewhat effective. Next, Medicare reimbursement of direct medi- 
cal education costs should, in general, give preference to the pri- 
mary care specialties and should target funding to rural-oriented 
programs. 

Part of the answer to this problem is not within the boundaries 
of Medicare. For example, the coalition strongly endorses the Na- 
tional Health Service Corps, the Area Health Education Center 
program, deferral of repayment of medical loans for individuals 
who conduct their internships and residencies in rural areas. 
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But there are ideas which clearly are Medicare reimbursement 
issues. For example, previous rural health medical education dem- 
onstration programs experienced only minimal success because the 
Medicare reimbursement for moving the resident and the family to 
the rural area was inadequate. This idea of encouraging residencies 
in rural areas, especially when the experience could involve a con- 
sortia of training sites, holds great promise with simply a small in- 
fliix of Medicare dollars. 

We also strongly encourage significant Medicare bonus payments 
for physicians who agree to practice in underserved areas. You will 
hear later today about a new urban-rural Medicare differential, 
with rural practitioners once again coming out on the short side. 
If there is to be a differential, shouldn’t it be weighted in the direc- 
tion of incentivizing movement toward underserved areas, not vice 
versa? 

Clearly, this problem of training, attraction, and retention of pro- 
viders in underserved rural areas is not a uniquely Federal issue. 
I have been amazed by the creativity and investment States and 
individual communities have made in this effort. But they need our 
help as well, and I hope as this Subcommittee explores Medicare 
reforms, it will be sensitive to the tremendous return there can be 
on limited Medicare dollars sent to rural areas. 

Let me close by expressing our appreciation for your hearing not 
only this panel but also for granting time for the panel of rural ex- 
perts which you will hear later today. We in the coalition depend 
on the good advice we receive from folks like those here represent- 
ing RUPRI and NRHA. These are the people who are rolling up 
their sleeves and attempting to solve the real world challenges be- 
fore us, and I believe you will find their comments extremely help- 
ful, as we have. 

Thank you, Mr. Chairman. 

Mr. Christensen. Thank you. Congressman. 

Mr. Stark will inquire. 

Mr. Stark. Thank you, Mr. Chairman. 

I want to welcome my friends from the rural caucus and remind 
them of a couple of incidents of which this Ranking Member is very 
proud. This Subcommittee, under the Minority’s direction, equal- 
ized the rural reimbursement rate to equal the urban rate so the 
rural was brought up. We extended the sole community hospital 
program. We created and extended the Medicare-dependent small 
rural hospital program. It is a fact that when small rural hospitals 
close, generally the last patient in that hospital before they turn 
out the lights is a Medicare patient. The smaller the hospitals get, 
the higher the percentage of Medicare reimbursement, and the 
more important it becomes to those. 

We created the Essential Community Hospital, the EACH Pro- 
gram, which I am proud to say I authored, along with Mr. Gradi- 
son. We increased the number of hospitals eligible for the designa- 
tion of rural referral centers. 

I would like to think that under the new leadership, this creative 
attempt to help provide rural assistance would continue, but I re- 
mind my friends from dairy States, for instance, that cheddar 
cheese and cow chips come from the same place, and there is a bit 
of a difference between them. So as you look upon this Subcommit- 
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tee, please keep up your information. We need to have our noses 
held to the grindstone. 

Further, I would point out as to HMO enrollment that Indiana, 
Montana, Wyoming, North and South Dakota, Nebraska, Kansas, 
Oklahoma, Texas, Arkansas, Louisiana, Mississippi, Alabama, 
Georgia, South and North Carolina, Tennessee, Kentucky, Indiana, 
West Virginia, Virginia, Maine and Iowa have less than 10 percent 
of their population in HMOs, and that has not shown much growth. 
So as we talk about these marvelous new plans, recognize that 
many of these rural States — Alaska, by the way, has none; Wyo- 
ming has none. They have no HMOs. So to say let Medicare bene- 
ficiaries go into an HMO, you might as well tell them to jump off 
the edge of a cliff. 

But I do want to pledge that the Minority on the Subcommittee 
will continue to work to see that Medicare is fairly distributed to 
all citizens and recognize the limits living a great distance from 
centers of excellence puts on the medical delivery system and the 
special requirements that are needed by rural folks. 

I would like to ask Mr. McCrery a question. It was just 1 year 
and 1 month ago, about June 25, Jim, that you said this — and this 
was in regard to $168 billion in Medicare cuts, all of which were 
being reinvested in hospitals and doctors. Today we are faced with 
$270 billion in Medicare cuts, all of which go to rich taxpayers. But 
you said in our Subcommittee then that you “would love to believe 
that we could achieve the level of cuts” — that is, $168 billion — “you 
have in this bill.” I think that was directed to me. 

But history tells it that this is not possible, and I think we are just playing games 
here. We are just making the numbers match. That is all Democrats have done in 
your bill to make it revenue neutral. You have just estimated the number needed 
from Medicare to make the numbers match, and I think the public understands 
that. 

Now, what is different today except that you want to cut $270 
billion out, match the numbers to the tax cut, which is $245 billion. 
I am not sure what is different, and a follow-on question would be; 
How many years does your bill extend the Medicare solvency? Or 
if you are not sure, how many years do you think it should? That 
really is a major case, and then maybe you could tell us that. How 
many years will we have breathing room under the Republican 
plan? And what is different? 

Mr. McCrery. Well, the red light is about to come on, but thank 
you for your very good question. The answer to the first question 
is, as I said yesterday. Republicans are in control now and not 
Democrats. So I have more faith that we will come up with innova- 
tive ways to address the Medicare Program than I did when the 
Minority was in control, because the history of the Minority, frank- 
ly, was cranking down reimbursement rates, making jiggles here 
and jiggles there on a yearly basis to try to shore up the fund. 

I am confident that we are going to come up with a plan that 
makes much more fundamental changes just as recommended by 
the trustees when they say a review of the program’s financing 
methods, benefit provisions, and delivery mechanisms are all nec- 
essary in order to avert this crisis. I am confident that we are 
going to do that. 
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Last year, when I spoke of the historical basis for this Sub- 
committee’s action — of course, since 1965 it has all been controlled 
by the Democrats, and the history was that you went right after 
the providers to try to squeeze out those savings to address the 
problems. Now I am confident that we are going to do better. We 
are going to make those fundamental changes that most experts 
agree are necessary. 

Mr. Stark. How many years? 

Mr. McCrery. Well, it is hard to say, and nobody knows for sure. 
CBO, though, looking at what we proposed, can say that it will be 
solvent through 2005, which is as far out as they will go. But ask- 
ing independent sources outside of government, they think if we 
are able to do what the numbers that we have set down say we will 
do, then it should remain solvent for as far as the eye can see, at 
least until the latter stages of the baby boom development, when, 
of course, nobody knows what is going to happen. But at least as 
far as the latter stages of that baby boom development we think, 
and other outside experts agree, that the changes we intend to 
make will make it solvent for that period of time. So I would say 
they are saying maybe to 2020, 2025 it should be solvent. Then, of 
course, we have to see what the baby boom retirement does. 

Mr. Stark. Somewhere between 2005 and 2020? 

Mr. McCrery. Yes. Well, CBO will only say to 2005. They will 
not go further than that. 

Mr. Stark. I thank the gentleman. 

Mr. McCrery. Thank you. 

Mr. Stark. Except to remind him that in those budgets where 
we cut out of the providers, in every one of those 8 years, save last, 
the ranking Republican Member cosponsored. It was never passed 
£ilong partisan lines. It always had votes from both sides of the 
aisle. 

Mr. McCrery. Thank you for that notation. 

Chairman Thomas. The gentleman’s time has expired. 

Does the gentleman from Nebraska wish to inquire of the Mem- 
bers? 

Mr. Christensen. Yes, please. Thank you, Mr. Chairman. 

As a new Member on this Subcommittee, it still continues to 
amaze me when I hear a $4,800 in Medicare spending this year per 
senior citizen to $6,700, $6,800 per Medicare recipient spending in 
the year 2002 still referred to as “a cut.” And I guess only in Wash- 
ington, DC, is a $1,900 increase a “cut.” I guarantee you in Ne- 
braska, where I am from, that is an increase. 

What would be, Mr. Poshard, in your opinion, an acceptable 
growth in Medicare percentagewise? 

Mr. Poshard. Thank you for the question. Both parties, in my 
judgment, are politicizing this terminology of cuts or decrease in 
the increase. But the fact remains that the Federal Government 
pays a certain percentage of health care costs for the Medicare re- 
cipient today, and they pay a certain percentage out of pocket. That 
is roughly 75:25. 

At the end of the budget that just passed the House, that per- 
centage will increase out of pocket for the Medicare recipient by 5 
to 10 percent. So in terms of the percentage of health care costs 
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at the end of that budget, it will be greater for the individual. That 
is what Democrats mean when they say it is a cut. 

We can argue about that all day. The fact is we do need to save 
the system, and we do not disagree that the system has to be 
downsized somewhat. I supported the budget that was put forward 
by the coalition of moderate Democrats in the House on which Mr. 
Stenholm worked for a number of years. I believe the coalition 
budget will downsize Medicare by about $170 billion, if I am cor- 
rect, over the life of the budget; whereas, the budget that passed 
out of the House downsizes Medicare by about $270 billion. 

So if I had to give you a direct answer, that would be somewhere 
in the vicinity of where I would say would be a reasonable alter- 
native. 

Mr. Christensen. One of the things that we are doing in Ne- 
braska, even though I represent Omaha, Nebraska, I grew up in 
a small town of 2,000 people. My folks farm and feed cattle for a 
living. The large metropolitan area of Omaha, Nebraska, is my dis- 
trict, but a lot of the other parts are mostly rural. We are putting 
together alliances of hospitals in the greater Nebraska area, small 
towns, to hook up with some of the larger hospitals in the Lincoln 
and Omaha area. And it seems to be working pretty well. 

I think they are forming alliances for two reasons: One, out of 
threat of incoming competition from a major for-profit hospital; and 
two, to secure themselves for the future and for the oncoming Med- 
icare streamlining and downsizing. I think it is something that 
rural America must do to survive. 

Yes, the hospital in St. Paul, Nebraska, where my family lives, 
serves a need. But 30 miles away is a metropolitan area of 40,000 
people that has a number of hospitals where I think that a lot of 
the people from our area could go. Anytime you are downsizing, 
you have to make some changes, and you have to be willing to 
make those changes to make the system survive. 

I appreciate your position that the Rural Coalition has brought 
here before, and I know you are willing to work with us. And that 
is, I guess, the best thing I like about what you have offered today, 
is that you are not saying that there is not a problem out there and 
you are not willing to address it. You are willing to address it, and 
you are willing to give us your thoughts. That is the best thing that 
I have heard yet today, and I just want to thank you for your 
input. 

Thank you, Mr. McDermott and Mr. McCrery, also. 

Mr. POSHARD. Thank you. 

Chairman Thomas. Does the gentleman from Wisconsin wish to 
inquire of the Members? 

Mr. Kleczka. I think the gentleman from California has a short 
announcement. 

Mr. Stark. I just wanted to pass on to my friends in the Rural 
Coalition that the Subcommittee on Labor, HHS, just zeroed out 
the EACH Program in the Subcommittee. I hope you will get over 
before that appropriation goes to Full Committee and see if we can 
put that back in. 

Mr. Kleczka. Let me just respond very quickly to the gentleman 
from Nebraska. If, in fact, we are looking at Medicare and we are 
downsizing ever 3 d;hing — we are going to downsize what the Federal 
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Government gives to Medicare patients to pay for their health care. 
If we also downsize physician payments and hospital reimburse- 
ment and control the health care costs, then all that will equal out 
and we are not going to disadvantage those people on Medicare. 
But know full well, the only thing that is being downsized is the 
government reimbursement to purchase the health care. 

AMA had a proposal here yesterday which took all limits off 
docs; the docs could charge whatever they wanted. OK? In fact, in 
their plan, in their calculation. Medicare would pay the doctors $14 
billion more over the 7-year period. 

Well, if all the providers start getting increases and increases 
and the person who you represent getting that Medicare voucher 
has to go buy a policy out on the private market, know full well 
that every one of those increases, every nickel of the increase is 
going to come out of their pocket. Or they are going to buy the 
cheapest plan available which affords them nothing, and at that 
point they are going to go without. 

So if you are going to downsize, we have to downsize things other 
than the voucher. In fact, what is planned by the Majority party 
is that voucher will be raised by a fixed dollar and not by a per- 
centage, the same percentage increase that we as Federal employ- 
ees get in our reimbursement for our health care plan. So they use 
the Federal health care system as a model, but they do not make 
it identical in all aspects. So we are looking at a real crisis. 

I have three points I would like to quickly cover in my short 
time. To my colleague and seat mate, Mr. McDermott, you indicate 
in your statement that over the next 3 days this may be the only 
opportunity for the American people to hear about the Majorit/s 
proposed cuts in the Medicare Program. But as you can recall in 
your years on the Subcommittee, anytime we had an issue of such 
magnitude affecting 30-plus million people in the country, a cut of 
some $270 billion, this place would be flooded with cameras. And 
on the evening news, those who are affected by what we are doing 
and talking about today would hear about it. 

As you can recall from yesterday and you can see today, there 
is no press here. There is no television press. In the Washington 
Post, there was not even an article on yesterday’s hearing. 

And so what I would say to you is happening, we are having a 
Medicare news blackout, and it is not an accident that this hap- 
pened. And I can see some of my Republican colleagues smiling. I 
can just see the Speaker of the House going to the Republican con- 
sultant, getting big, big money, saying, OK, we are forced to have 
some Medicare hearings on this cut. What would you suggest we 
do? And the consultant, after he gets paid, is forthcoming with his 
recommendation, and he says, I will tell you what you do, Newt; 
you schedule Waco hearings and the Senate schedules Whitewater 
hearings, and then you guys come back and do the Medicare hear- 
ings, and it is going to be lost in the shuffle. 

I think it is clever. I applaud the Majority party for that strat- 
egy. But know full well it is not going to work because the news 
of what is happening in this room will still leak out because the 
hearing is open to the public and there are some folks who rep- 
resent seniors and others around the room who are going to go and 
get the word out. 
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So I think it is clever. I have to applaud you — not too loudly, but 
the strategy worked well. And if, in fact — ^you know, we were guar- 
anteed that once a proposal is written, that will come before this 
Subcommittee for public hearings, as was our health care bill 
which we had hearings and markup on for over a period of 3y2 
months. I would not worry about the blackout of the news that we 
are going through today. But I am told that that is not going to 
occur, and I will let my colleague from Washington respond. 

Mr. McDermott. I think one of the things that you are bringing 
up is something that troubles me. The Chairwoman has suggested 
that there have been 18 hearings on Medicare. There have been 18 
hearings on the problem, but it is on the solution that we need 18 
hearings. If we are going to try and change the program, simply 
taking it and throwing it away in a 2-day session or so in the midst 
of September during reconciliation will be a disservice to all the 
American people because nobody, not even the Members who vote 
for it, will really understand what is happening in it. And I think 
that is the real danger here, is that without a program on the table 
for us to look at for the next month, we are forced to come in here 
on September 5, have something dropped in our lap that must pass 
by October 1. That is too short a period of time to have adequate 
hearings on this issue. 

Mr. Kleczka. I have two more points. Maybe I will get some 
more time after we go through the round. The other point I think 
should be made is that the savior for the Medicare Program under 
what we think might be the plan is managed care, HMDs. In to- 
day’s national journal. Congress Daily — and let me just quote from 
it: 

Meanwhile, as Congress rushes to add more managed care to the Medicare and 
Medicaid Programs, a new survey released Wednesday shows that managed care 
consumers in the private sector are not entirely enthusiastic about their own man- 
aged care plans. The survey, conducted by Lewis Harris and associates for the Com- 
monwealth Fund, a health and social policy foundation, found that managed care 
enrollees were more likely to rate their health care plans as fair or poor than those 
in traditional fee-for-service plans. Not surprisingly, the survey also found that 
choice of health care plans and of physician is a key issue. 

I state that because I think we should look at managed care as 
one of the options, but I feel that what is going on is we are looking 
at managed care as the only option. And we will all recall when 
the President presented his health care plan sometime ago, even 
though it was changed radically by this Health Subcommittee, 
Harry and Louise ran to the air waves, and one of their main fo- 
cuses and messages to the American people was: Do you know 
what they are doing in Washington? They are going to take away 
your choice of your doctor. You cannot go to your doctor who you 
went to for the last 20, 30, whatever years. 

Mr. Christensen. Would the gentleman yield? 

Mr. Kleczka. After I finish my comment. 

Chairman Thomas. The gentleman’s time has expired. 

Mr. Kleczka. I know, but I have to finish this point if the Chair 
will permit me. 

Chairman Thomas. Certainly. 

Mr. ICleczka. And so to put all our eggs in a basket on managed 
care, know full well that there will be a reaction from the American 
public, because they still want that choice of physician, and we just 
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saw it. The roles are reversed, and we are not in the majority. But 
we saw that happen before our eyes. I think if we push ahead and 
make the mainstay of Medicare reform not mandatory, but a major 
push for managed care, that is going to blow up in our faces just 
like catastrophic care did. And I recall after we passed that, we 
thumped our chests, went home, and we stumbled over each other 
to repeal the thing, because there was an adverse reaction by the 
public. 

So I think there is some part for managed care to play here, but 
to bet the farm on it, I think we could be back, shortly after we 
do the dastardly deed, tripping over ourselves to undo it. 

Let me thank the Chairman for the extra time. 

Chairman THOMAS. I thank the gentleman. This is not directed 
specifically at him, but as you know, over the last several days the 
Chair has been extremely lenient with the red light. And to the de- 
gree people take advantage of the Chairman’s leniency, we will 
simply go back to the lights and play the game according to the 
rules very strictly. 

I would also just briefly 

Mr. Kleczka. Well, would the Chairman yield? 

Chairman Thomas. No, the Chairman will not yield. 

Mr. Kleczka. Could we have a second round, then, since not 
many Members are attending the hearing? 

Chairman Thomas. I thought you had your second round on your 
time. If you want a second round, we certainly will have a second 
round. But we will control it if Members are unable to control 
themselves. 

I will also tell the gentleman that we have had hearings on Med- 
icare in the month of January, in the month of February, in the 
month of March, in the month of April, in the month of May, in 
the month of June. We are holding hearings in the month of July. 

The gentleman from Washington just indicated these are not 
about the finished product. They are about bringing people in who 
are practitioners, who are beneficiaries, who are people who are 
concerned in academia and other areas about the fact that the 
trustees said that the Medicare Trust Fund is going bankrupt. And 
we are actually listening to these people, and we are attempting to 
move forward. We are looking at possible alternatives in trying to 
solve the problem. 

It would be a pleasure to work with the Democrats in sharing 
alternatives. I think the gentleman from Wisconsin is complaining 
that there are not a lot of media here. It is because since January 
they have heard the same old song from the Democrats, and that 
is a resounding negativism of simply attacking, of protesting, of 
complaining. And, frankly, if there was some positive work product 
generated by the Democrats, I think that would really be news. 

So if the gentleman seeks to try to attract the news media, 
maybe he ought to try a slightly different tack than the one that 
you folks have been on 

Mr. Kleczka. Will the Chairman yield? 

Chairman Thomas [continuing]. For the last 6 months. 

Mr. Kleczka. Will the Chairman yield? 

Chairman 'Thomas. The Chair is not going to 
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Mr. Kleczka. Are we going to have markup on an alternative 
when the Republicans produce one? 

Chairman Thomas. You know we are going to, and I have as- 
sured Members of this Subcommittee over and over again that 
when the finished product is done, you will receive it way ahead 
of the usual 48 hours that, when we were the Minority, was the 
usual time that we got a work product. I will assure you we will 
not conduct this Subcommittee the way you folks conducted it 
when you were in the Majority. Believe me. When we create a work 
product, you will share in the operation and the examination of 
that work product. But what we want to do is hear from people be- 
fore we write the work product. 

Now, I know that is new and novel for you folks as well. But 
what we want to do is have a number of hearings to understand 
what the problem is while at the same time analyzing and examin- 
ing suggestions over and over again. It is called growth; it is called 
learning; it is called being educated about the problem. And that 
is what this process is, and we are going to continue. 

The Chair thanks the audience for their indulgence. 

Mr. Kleczka. So do I. Thank you very much, audience. 

Chairman Thomas. Does any other Member on the Majority side 
wish to inquire of the Members? 

Do you want to get back in, then? No one over here wants to. 

Mr. Kleczka. One last point, and I thank the Chairman for 
yielding additional time. 

The gentleman from Louisiana, Mr. McCrery, you indicated that 
if we do nothing. Medicare growth over the next bunch of years will 
be 10 percent, and I think that is in the ballpark, 9.5 to 10 percent. 
Could you break out for me what those increased centers are? We 
know that utilization, people turning 65, is a piece; an aging popu- 
lation living longer than anyone anticipated. Do you loiow what 
that breakdown of that 9.5 or 10 percent is? 

Mr. McCrery. Not specifically, but you have enumerated a cou- 
ple of them, and utilization certainly is, I would say, the key factor 
there. But there are all sorts of drivers, as you well know: Tech- 
nology, the increased demographics, in other words, the increased 
universe of those qualifying for Medicare. So there are a number 
of things that are driving that. But I would say the big one is utili- 
zation. 

Mr. Kleczka. Well, I do not have the breakdown, and I have 
tried to get it, and I will work with you to try to get the specifics 
of it. The actual utilization is only 1.4 percent, and then if you add 
in the increased health care costs because of the more aging popu- 
lation, that is 0.4. So we are only at 1.8, and I cannot get to the 
10 percent. I know a couple of the other ones. 

Nevertheless, what I am trying to do is figure out, at least in my 
own mind, if, in fact, we are going to limit growth to 4.6 percent, 
there are some of these factors we have no control over, like the 
utilization, like more people coming on to the system. And so it is 
like punching a balloon. Once you take that 10 percent and you re- 
strict it to a small portion of that and try to take out the entire 
4.6 or the cuts to that, it is going to really be a hard hitter or exac- 
erbate the problem. And I just do not know what the other ones 
are. I will share with you the ones I do have: 1.4 for increased utili- 
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zation; that is, people turning 65; 0.4 for an increased aging popu- 
lation, which equates to more health care usage; and health care 
inflation of 3.4. That totals 5.2 and I need another 4 percent, and 
I just do not have a good understanding. 

But if we take the things we cannot control off the table, then 
what is left is going to get a real hit, and I thought you might 
know that. But we will have to get those figures. 

Mr. McCrery. There is no question that this is going to be dif- 
ficult to do — and, trust me, we are still exploring all these things. 
We are not there yet. But as a general concept, we think the only 
way to get there is to allow innovations in the private sector to 
take place rather than have the government micromanage the 
health care system as we have done for the last 30 years. 

Mr. Kleczka. Well, if, in fact, we are going to micromanage the 
actual voucher amount, then we are going to have to do some look- 
see at the other portions. Otherwise, we are going to do disaster 
to those out-of-pocket expenses, or in lieu of that, people are just 
going to go without. And I think no one wants that outcome. 

Mr. McCrery. No. 

Mr. Kleczka. But if you look at the private health care costs and 
plans around the country, we have not seen them doing much bet- 
ter in Medicare over the years. 

Mr. McCrery. Over the years, but in the recent couple of years, 
you certainly have seen much better performance, much better effi- 
ciency in the private sector. 

Mr. Kleczka. Well, the chart I had yesterday up to 1993 showed 
that Medicare was increasing at a lower rate than the private 
plans. 

Mr. McCrery. But you saw also those lines converging and going 
in opposite directions. 

Mr. Kleczka. In 1993, and so we only had really 1-year experi- 
ence. Thank you very much. 

Mr. Thomas, thank you very much. 

Chairman THOMAS. I thank the gentleman. 

I want to thank the panel very much, and I look forward to your 
continued input as we try to completely understand the problem 
and work toward solutions. 

The Chair welcomes the next panel of one; The Administrator of 
the Health Care Financing Administration, Dr. Bruce Vladeck. 
Nice to have you with us, Bruce. Thank you for being here. 

I will tell the gentleman from Wisconsin I had sent a letter ask- 
ing if the Secretary of Health and Human Services might be with 
us, might have generated some additional press. And my under- 
standing is she is not able to be with us, and Dr. Vladeck is here. 

The gentleman from California informs me that Dr. Vladeck 
writes her speeches anyway, and so we have eliminated the middle 
woman, and it is a pleasure to have you with us. Dr. Vladeck. Any 
written testimony, as usual, will be made a part of the record, and 
you can inform us in any way you see fit about what you folks are 
doing. 
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STATEMENT OF BRUCE C. VLADECK, PH.D, ADMINISTRATOR, 
HEALTH CARE FINANCING ADMINISTRATION 

Mr. Vladeck. Thank you very much, Mr. Chairman. I appreciate 
the opportunity to testify before you today on approaches to re- 
structuring Medicare, and I appreciate the sympathy and coopera- 
tion of your staff in dealing with some scheduling exigencies that 
affected the schedule for today. I do appreciate that. 

I do need to note for the record that I feel we are all poorer for 
the inability of the Secretary to appear here today rather than me, 
although, as you know, it has not been the custom for executive 
branch Cabinet Members to appear at Subcommittee hearings. But 
it is always my pleasure to be with the Subcommittee. 

As the 30th anniversary of the enormously successful and popu- 
lar Medicare Program approaches, we believe we should approach 
any Medicare reform agenda with a healthy respect for the pro- 
gram’s strengths and a determination to preserve the fundamental 
health security it offers to Americans. 

Medicare is universal. All Americans count on health security in 
their retirement years. 

Medicare is always available. No Americans are barred because 
of preexisting conditions, nor are they charged more because of 
their age or health status. 

Medicare is portable. Coverage continues even if beneficiaries 
move or their circumstances change. 

Medicare provides choice, which is especially important to elderly 
and disabled beneficiaries, many of whom have multiple and com- 
plex health problems and have long-established relationships with 
particular physicians. 

This administration is committed to preserving these essential 
strengths even while we pursue reforms to make the program even 
stronger and work even better for beneficiaries. 

I would like to testify today on our strategies for strengthening 
Medicare by expanding beneficiary choices, enhancing the quality 
of care, and improving customer services. I will also, Mr. Chair- 
man, testify on the administration’s strategy for containing Medi- 
care costs, extending the life of the Medicare Trust Fund, and mov- 
ing toward a balanced Federal budget in a way that is consistent 
with our goal of protecting beneficiaries and respecting the fun- 
damental social contract between government and the American 
people that Medicare represents. 

Finally, I will distinguish our reform strategies from those em- 
bodied in the discussions of Republican alternatives to the extent 
we know what they contain, where we are concerned that some of 
the proposals being discussed would fundamentally undermine 
Medicare’s protections and harm its beneficiaries. 

We believe in reforming Medicare in order to make it work better 
for beneficiaries, not as a way of financing tax cuts or meeting 
other nonhealth care objectives. 

Very briefly, in our strategy for reform of the program, we think 
it is critical to give beneficiaries a wide range of choices about 
which they have good information in a fair and noncoercive mar- 
ketplace. Just a few weeks ago, we announced Medicare choices, a 
demonstration program designed to expand the types of managed 
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care available to Medicare beneficiaries and to test different pay- 
ment methods. 

We are hopeful that Congress this year will enact an expansion 
in the range of managed care choices for Medicare beneficiaries. 
But, of course, one can never take the outcome of congressional ac- 
tion for granted. And the fact is that from Medicare’s perspective, 
we do not have very much experience with non-HMO managed care 
and we need to gain that as quickly as possible. 

It is also critical that we learn better ways to pay for managed 
care, and we are currently undertaking a number of steps to ex- 
plore alternate payment methodologies, as well as improving our 
current systems. We are planning to test competitive pricing as an 
alternative to the fixed-rate AAPCC arrangement. The best evi- 
dence available indicates that using our existing payment method, 
we have paid more for comparable populations oif beneficiaries than 
we would have had they remained in the fee-for-service program. 
We think that competitive pricing is a promising idea. We would 
like to test several variants of it in different geographic areas, and 
we very much look forward to working with Members of the Sub- 
committee on structuring demonstrations, since we do believe we 
need specific legislation to implement such a demonstration. 

As we have discussed in the past, we also want to work with you 
to make available a PPO option to beneficiaries. PPOs have proven 
to be very popular in the commercial market. As we envision a 
PPO, beneficiaries would face nominal copayments if they stayed in 
plan but would have the option to go to any physician at any time 
if they were willing to pay additional cost sharing. That would also 
require a change in statute. 

We are currently developing guidelines under existing statutory 
authority for our current risk contractors to offer a point-of-service 
option which will be implemented next year. The option would be 
similar to the point-of-service plans that HMOs are increasingly of- 
fering in the commercial marketplace and that are receiving in- 
creasing acceptance and support. 

We are committed to ensuring that beneficiaries, whether they 
are served by our traditional arrangements, by HMOs, or by new 
managed care arrangements, receive high-quality care. We are 
moving on a number of fronts, as described in the written testi- 
mony, to develop better quality measures and better consumer in- 
formation. We are also working increasingly in collaboration with 
leaders in the private sector on new mechanisms for ensuring the 
accountability of all health plans. 

Finally, we are committed to improving customer service and 
have set standards of service that meet or exceed the best practices 
in the public and private sectors. We are increasingly in dialog 
with beneficiaries to educate them about the pro^ams and services 
available under Medicare and to disseminate reliable data to foster 
informed choices about their health care needs and the providers 
who furnish care. 

We are also working very closely with our contractors to better 
fulfill our responsibility of fiscal stewardship. We have recently 
sent the Congress draft legislation to establish a Benefit Quality 
Assurance Program to ensure a stable level of funding for criticM 
payment safeguard activities. Operation Restore Trust, the health 
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care antifraud demonstration announced by the President in May, 
represents a major effort to develop better methods to protect the 
fiscal integrity of both Medicare and Medicaid. 

Many of the operational reforms I have described will produce 
significant long-term savings, but the President is also committed 
to reducing the growth of Medicare outlays in the shorter term as 
part of his plan to achieve a balanced Federal budget. The adminis- 
tration has offered a responsible deficit reduction plan that bal- 
ances the budget and strengthens the Medicare Trust Fund while 
protecting beneficiaries. 

It is based on three fundamental principles: First, we must pro- 
tect beneficiaries. Beneficiaries come first. We do not believe that 
Medicare beneficiaries, the overwhelming majority of whom have 
incomes of $25,000 a year or less, should be forced to pay thou- 
sands of dollars more to keep their current health care arrange- 
ments or to finance tax cuts for the wealthy. We believe that out- 
of-pocket costs are already too high for those age 65 and older, cur- 
rently accounting for as much as 21 percent of their disposable in- 
come. Massive reductions in Medicare spending of the magnitude 
in the budget resolution achieved by shifting costs to beneficiaries 
would increase the financial burden precisely on the Nation’s most 
vulnerable elderly. Furthermore, almost 60 percent of senior citi- 
zens rely on Social Security for 50 percent or more of their income. 
We believe that shifting costs to beneficiaries is the logical and 
functional equivalent of reducing their disposable Social Security 
income, something Members of all parties pledged not to do this 
past spring. 

We propose a plan to balance the Federal budget that we believe 
represents a reasonable approach to ensure Medicare’s finamcial 
solvency into the 21st century. We propose $124 billion in net 
spending reductions over the next 7 years which will extend the life 
of the FederEd Hospital Insurance Trust Fund at least through the 
year 2005. 

We propose no new increases in out-of-pocket costs for bene- 
ficiaries, and we propose enhancing Medicare benefits by providing 
respite care for beneficiaries with Alzheimer’s disease and by elimi- 
nating the copayment for mammography services. 

A major aspect of our strategy is to take advantage of some of 
the changes now occurring in the health care marketplace. Histori- 
cally, Medicare was the leader in health care cost containment. 
However, the statutory constraints on our payment rates have pre- 
cluded us from taking advantage of some of the changes in the 
market as rapidly as the private sector has done. 

For example, as competition for services has increased in the pri- 
vate sector, employers and insurance companies are increasingly 
demanding large ^scounts on charges in return for an agreement 
to send patients to particular providers. Given our market share, 
we should be able to extract discounts, at least as large as the pri- 
vate sector does, in a wide variety of setting. 

We would also like to work with the Subcommittee to establish 
competitive bidding for certain part B services, such as clinical lab- 
oratory services and certain types of durable medical equipment, 
where we are now statutorily forbidden from undertaken such com- 
petitive bidding. 
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We believe this approach represents the right way to reform 
Medicare. In contrast, $270 billion in Medicare reductions over the 
next 7 years is the wrong way. It will do irreparable damage to 
beneficiaries and the entire health care system. 

Obviously, we are working with only very limited details as to 
how these savings would be accomplished. Looking at some of the 
paper that has fcen associated with the Majority, reported in the 
press, and circulated to various people in town suggests that Medi- 
care beneficiaries would be required to pay substantially more just 
to keep their current coverage and access to dollars. For example, 
in variants of budget-related documents, anywhere from $400 to 
$600 more a year in part B premiums would be necessary for Medi- 
care beneficiaries by the year 2002, plus coinsurance on home 
health and skilled nursing care that would cost those using those 
services who are disproportionately poorer and older than other 
beneficiaries more than $1,000 apiece in 2002. 

Finally, I would like to comment on the notion that has received 
a lot of attention these days to convert Medicare into a so-called 
defined contribution or voucher program. Instead of secure Medi- 
care coverage of all medically necessary care from the providers of 
their choice, beneficiaries would be given a voucher to purchase 
medical insurance on the open market. Advocates of voucher-like 
approaches often suggest that Medicare emulate the private sector 
and, therefore, benefit from private sector growth rates. 

CBO estimates the private sector will grow by about 7 percent 
per capita over the next 7 years. The Republican budget resolution 
would require a growth rate of less than 5 percent per year per 
capita over that period. 

Under those circumstances, the value of a voucher would very 
quickly erode. All the risk of increased medical care costs would be 
borne by beneficiaries. A voucher would have the effect of coercing 
seniors into buying less coverage. As one of my colleagues described 
it, you pay more and get less. We do not believe this is real choice 
for Medicare beneficiaries. 

Even if vouchers were adequately indexed, however — and there 
is no way to do that under the numbers in the budget resolution — 
our experience to date on how insurers behave relative to the Medi- 
care population raises questions about what would happen under 
a voucher system. Indeed, Medicare exists in the first place because 
in the past insurers did not make coverage available to the most 
vulnerable elderly, except at prohibitively high premiums. 

In principle, one could establish a set of market rules that would 
prevent risk selection, chenypicking, and discriminatory practices. 
In fact, the draft working document that has circulated seems to 
acknowledge this, with enormous mandates on the Secretary to 
regulate this t 3 qje of behavior. It is hard for us to square the mech- 
anisms that would be necessary to make a real voucher market 
work with the current antiregulatory agenda being pursued by 
much of this Congress. 

Even more basically, there is a very strong correlation among 
Medicare beneficiaries, as there is in most populations, between in- 
come and health status. Our poorest beneficiaries are also our sick- 
est. A poorly designed voucher system could systematically dis- 
advantage the most vulnerable. 
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There is a right way and a wrong way to reform Medicare. The 
right way is to protect beneficiaries’ access to care and to strength- 
en the part A trust fund while pursuing the broader goal of bal- 
ancing the Federal budget in a reasonable timeframe. The wrong 
way, the way contained in the budget resolution, would demolish 
the basis protections embodied in the Medicare Program in order 
to finance tax cuts. We believe the right way is more consistent 
with rational health policy, fiscal prudence, and the overwhelming 
preferences of the American people. 

I thank you again for the opportunity to testify. I’m happy to an- 
swer any questions you might have. 

[The prepared statement follows;] 
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STATEMENT OF BRUCE C. VLADECK, PH.D. 
ADMINISTRATOR, HEALTH CARE FINANCING ADMINISTRATION 


Thank you for the opportunity to testify today on approaches 
to restructuring Medicare. As the 30th anniversary of this 
enormously successful and enormously popular program approaches, 
we should approach any Medicare reform agenda with a healthy 
respect for the Medicare program's strengths and a determination 
to preserve the fundamental health security it offers Americans. 

Medicare is universal. Because of the contract this nation 
made with its cltiaens in 1965, all Americans no siatter how 
rich or poor, no matter how important or humble — can count on 
health security in their retirement years or in the event of a 
severe disability. 

Medicare is always available. Americans are not barred from 
Medicare due to preexisting conditions, nor are they charged more 
for Medicare because of their age or health status. 

Medicare is portable. It costs beneficiaries the same 
amount and covers the same services, no matter where they live or 
how their personal circumstances might change. 

And, Medicare provides choice. It is especially important 
to elderly and disabled beneficiaries, many of whom have multiple 
and complex health problems, to be able to select their own 
doctors . 

This Administration is committed to preserving these 
essential strengths of the Medicare program, even while we pursue 
reforms to make the program even stronger and more beneficial to 
the 37 million Americans it serves today. In particular, Z would 
like to testify today on our strategies for strengthening 
Medicare by expanding beneficiary choices, enhancing the quality 
of care and consumer information, and improving customer service. 

In addition, 1 will testify on the Administration's strategy 
for containing Medicare costs, extending the life of the Medicare 
trust fund, and moving toward a balanced federal budget a 
strategy that is consistent with our goal of protecting 
beneficiaries and respecting Medicare's social contract. 

Finally, I will distinguish our reform strategies from those 
of Congressional Republicans whi^ we believe would fundamentally 
undermine Medicare's protections and harm its beneficiaries. 

I. TEE ADKIVISTRATIOM'S STRATEQT FOR REFORM 

Since we came into office 30 months ago, the Clinton 
Administration has pursued a multi-faceted approach to reforming 
Medicare in the context of our efforts toward broader health care 
reform. We are Increasing the number of beneficiaries and plans 
participating in Medicare managed care and are testing new 
managed care options. To make possible well-informed decisions 
by our beneficiaries, ve are developing improved consumer 
information and quality measures. Finally, ve are continuing our 
efforts to Improve customer service. 

A. Giving Beneficiaries More Choloes 

Over the past two years. Medicare managed care enrollment 
has increased dramatically. In the first six months of 1995 we 
have already seen a nine percent increase in managed care 
enrollment, an acceleration over last year's annual rate of 16 
percent growth, currently, 9.5 percent of all Medicare 
beneficiaries — over 3.5 million people — have chosen to enroll 
in managed care plans. Seventy-four percent of Medicare 
beneficiaries have access to a managed care plan, and 57 percent 
have a choice between two or more plans. 

More than 250 managed care organizations currently contract 
with the Health Care Financing Administration (HCFA) to serve 
Medicare beneficiaries, including 165 that do so on a risk basis. 
Interest in the Medicare managed care program continues to 
Increase. In the last three weeks alone, ve received 17 new 
applications. Much of the recent growth in new contracts has 
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been in regions that have not had a strong Medicare managed care 
presence in the past. 

As you know, however, moat of the growth in managed care in 
the private sector in recent years has involved plans other than 
traditional closed HKOs. The centerpiece of our reform strategy 
is making such choices available to Medicare beneficiaries. He 
believe beneficiaries should have a wide range of choices and 
good information in a fair and non-'ccercive marketplace. 

" Medicare Choices " 

Just a few weeks ago, we announced "Medicare Choices," a 
demonstration program designed to expand the types of managed 
care plans available to Medicare beneficiaries and to test 
different payment methodologies. HCPA has invited a wide variety 
of managed care organizations to participate in this 
demonstration, including preferred provider organizations (PPOs), 
HHOs, and integrated delivery systems. 

Nine geographic areas have been targeted for the 
demonstration: Jacksonville, Florida; Sacramento, California; 
Hartford, Connecticut; Philadelphia, Pennsylvania; Atlanta, 
Georgia; New Orleans, Louisiana; Columbus, Ohio; Louisville, 
Kentucky; and Houston, Texas. He chose these markets to build on 
the strong base of private sector plans currently available in 
these communities. He will, however, accept applications from 
innovative plans in other areas, and we are particularly 
interested in those that offer to extend coverage to rural areas 
and those that emphasize primary care case management. 

Pre*-application forms have already been distributed to over 
a thousand interested organizations. Based on the response to 
these initial forms, selected plans will be invited to submit 
more detailed final applications in the Pall, and we anticipate 
enrollments will begin early next year. 

MfiH- Ecicing Approflchfig 

He are also exploring alternative payment methodologies and 
improvements to our current payment systems for managed care. 

For example, we are planning to test competitive pricing as 
an alternative to the Adjusted Average Per Capita Cost (AAPCC) 
payment methodology, which is now used to establish Medicare's 
payment to entities that accept full risk for paying for patient 
care. The AAPCC payment methodology, required by statute, has 
long been a source of discontent. Plans have been concerned with 
the AAPCC's adequacy, stability, and equity. The best evidence 
available indicates that Medicare, using this methodology, has 
paid more than it would pay for comparable populations of 
beneficiaries who remain in the fee-for-^service program. 

He think that competitive pricing is a promising idea, and 
we would like to test variants of it in a number of geographic 
areas. He would be interested in working with the Subcommittee 
on the structure of a competitive pricing demonstration since 
specific legislation will be necessary to implement this 
demonstration. 

HCFA has entered into discussions with Kaiser Permanente to 
develop a demonstration of an alternative risk payment 
methodology based on rates established by competition in the 
commercial (non-Medicare) marketplace. Rates offered to 
commercial accounts would be adjusted for the Medicare benefit 
package and the higher risk of serving Medicare enrollees. 

For the past decade, HCFA has been a leader in supporting 
research to develop health status adjusters for risk payments. 
Current research efforts should soon produce health status 
adjusters that can be used on a pilot or demonstration basis. 

HCFA has also undertaken a demonstration project in which we are 
working collaboratively with participating HMOs in Seattle to 
develop a high^cost outlier pool risk-'adjustment mechanism. 

Finally, HHS is working with the HHO industry to explore 
their technical concerns with the AAPCC methodology. For 
example, the industry has expressed interest in using 
Metropolitan Statistical Areas (KSAs) rather than counties for 
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geographically adjusting Hedicara's paynant rata to HMOs. 

Mew Options 

As I previously explained to the Subconnittee, we also want 
to make available to beneficiaries a PPO option. This option has 
proven to be very popular in the commercial market. Under the 
PPO option, beneficiaries would face nominal copayments if they 
stayed in plan but would have the option to go to any physician 
at any time, if they were willing to pay the additional cost- 
sharing, implementing such a change would require a change in 
statute . 

KCFA is also currently developing guidelines, under existing 
statutory authority, for current risk contractors to offer a 
*point'Of‘‘service*' (POS) option, with implttsentation anticipated 
for the 1996 contract year, nie option would be similar to 
"polnt-of-service" plans that HMOs offer in the commercial 
marketplace. 

B. Ouallty Measures sad Ceastimer lafermatiea 

HCFA is committed to ensuring that beneficiaries ~ whether 
they are served by traditional Medicare, HMOs, or one of the new 
managed care options described above — receive high quality 
care. A major facet of our strategy for Medicare reform involves 
the development of quality measures and enhanced consumer 
information. 

As I mentioned to this subcommittee in March, HCFA has 
reinvented and modernized its Medicare fee-for-service quality 
assurance and improvement activities under our Health Care 
Quality Improvement Program (HCQIP) « HCQIP gives providers the 
tools to achieve continuous quality improvement, allows for the 
external monitoring of how well pi^viders are improving quality, 
and supports the development of quality improvement projects 
throughout the country. 

He are equally interested in assuring that as Medicare 
managed care options evolve, we have adequate measures in place 
to assure quality of care. As Medicare beneficiaries' options 
expand, beneficiaries will require reliable information to make 
well-informed choices about their health care. He are working on 
a number of fronts simultaneously to achieve this goal. 

For example, HCFA, together with the Department of Defense 
and the Federal Employees Health Benefits Program, has joined 
private sector health purchasers, including GTE, AT6T, and 
PepsiCo, to explore the formation of a new organisation for 
quality improvement and managed care accountability. This group 
represents more than 80 million insured individuals. The group 
will leverage the collective buying power of the participating 
organizations to ensure that oiir beneficiaries' needs are met and 
to eliminate unnecessary duplication of individual quality 
improvement and accountability efforts. He expect our efforts to 
complement the initiatives of existing quality assurance and 
accrediting organizations, such as the National Committee for 
Quality Assurance (MCQA) and the Joint Commission on 
Accreditation of Healthcare Organizations (JCAHO) , and have 
received their support. 

HCFA also plans to collaborate with the NCQA, with the 
support of the Kaiser Family Foundation, to modify the Health 
Plan Employers Data and Information Set (HEDIS) to Incorporate 
measures more germane to the Medicare population. 

In Nay 1995, we launched a pilot test of the three core 
performance measures, developed by the Delmarva Foundation and 
Harvard University, to be used by Peer Review Organizations 
(PROS) in their external review of KNOs. The Delmarva contract 
was Intended to help HCFA and the PROS shift from the current 
retrospective case review method of HNO oversight to one based on 
outcomes measurement and continuous quality improvement. 

At this stage in the evolution of measures of plan quality, 
there is no single best approach. He intend to continue to work 
with a broad range of private sector organizations, as well as 
pursuing our own developmental work, to move forward as quickly 
as possible. 



216 


C. Improve Customer Service. 

In everything HCFA does, ve are focused on our strong 
commitment to improve customer service. To meet the President's 
call for increased customer satisfaction, ve have set standards 
of service that meet or exceed the best practices in the public 
and private sectors. Today's HCPA is a significantly different 
organization from that of just two years ago. As ve have 
embraced an ethic of customer service and beneficiary outreach, 
we have reinvented our agency to cultivate a consumer'^focused 
workforce and partnership, responsive to the changing needs of 
our beneficiaries. 

Under our consumer information strategy, ve are improving 
opportunities to develop a dialogue with beneficiaries, to 
educate them about the programs and services available under 
Medicare, and to disseminate reliable data to foster informed 
beneficiary choices about their health care needs and the 
providers who furnish care. 

With the assistance of our contractors, we are redesigning 
our Explanation of Medicare Benefits (EOMB) form to consolidate 
Part A and Part B notices into a single, standardized, easy to 
understand benefits summary. 

We have already totally revised the way in which we evaluate 
Medicare contractors to encourage better customer service, and ve 
will also be proposing legislation to change the way we contract 
with fiscal intermediaries and carriers to make them more service 
oriented to both better adapt to changing program needs and 
improve the cost-effectiveness of the Medicare contractor budget. 

We are also collaborating with contractors to fulfill our 
responsibility of fiscal stewardship. The Secretary has recently 
sent to Congress draft legislation to establish a Benefit Quality 
Assurance Program (BQAP) to ensure a stable level of funding for 
our critical payment safeguard activities. The legislation would 
enhance our eibility: ( 1 ) to educate providers regarding payment 
integrity and benefit quality assurance; (2) to determine those 
situations in which Medicare should have been a secondary payer 
and recover payments that should not have been made; (3) to 
target our cost report auditing priorities toward focused field 
reviews which provide a high return on Investment; and ( 4 ) to 
develop clear medical and utilization review policies and 
communicate those policies to providers. 

Operation Restore Trust, the health care anti-fraud 
demonstration announced by the President in Hay, is a major 
effort to develop better methods to protect the fiscal integrity 
of the Medicare and Medicaid programs. An Interdisciplinary team 
from HCFA, the Office of the Secretary, the HHS Inspector 
General, the Department of Justice, State governments, and the 
private sector will test the most effective approaches to combat 
fraud, waste, and abuse associated with certain Medicare and 
Medicaid providers and suppliers. The demonstration will target 
five States (New York, Florida, Illinois, Texas, and California) 
that account for more than a third of all Medicare beneficiaries 
in the country and nearly 40 percent of all Medicaid recipients. 


II. THB AOMIMISTRATION'S STRATBGY TOR COST COMTAIHMEIIT 

Many of the operational reforms I have described will 
produce significant long-term savings, but the President is also 
committed to reducing the growth of Medicare outlays in the 
shorter term as part of his plan to achieve a balanced federal 
budget. The Administration has offered a responsible deficit 
reduction plan that balances the budget and strengthens the 
Medicare trust fund while protecting beneficiaries. 

The Administration has a three-pronged strategy for 
controlling costs in Medicare. First, ve need to protect 
beneficiaries' access to affordable, quality health care. 

Second, necessary reductions in Medicare should serve to extend 
the solvency of the Hospital Insurance (HI) Trust Fund. Third, 
ve want to take advantage of changes in the health care 
marketplace. 
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A. Prot«ot B*n«fiolari«s 

Beneficiaries come first. We do not believe that Medicare 
beneficiaries, the majority of whom have incomes of $25,000 or 
less, should be forced to pay thousands of dollars more to keep 
Medicare in order to finance the tax cuts for the wealthy. 

Out-of-pocket costs are already too high for those aged 65 
and older, currently accounting for 21 percent of their income. 
Massive reductions in Medicare spending of the magnitude in the 
Republican budget resolution achieved by shifting costs to 
beneficiaries would increase the financial burden on the nation's 
most vulnerable elderly. Furthermore, almost 60 percent of 
senior citizens rely on Social Security for 50 percent or more of 
their income. Shifting costs to these beneficiaries is the 
equivalent of reducing their Social Security checks. 

Medicare has made significant contributions to improving the 
health status of the nation's elderly and disabled. Significant 
increases in beneficiaries' out-of-pocket costs could causa them 
to forgo needed health care services and might result in erasing 
some of the gains in health status that have been achieved since 
the implementation of Medicare. 

B. focus Deficit Reduction Bf forts on Preserving Hedioare 

The President has proposed a plan to balance the Federal 
budget that presents a reasonable approach to ensure Medicare's 
financial solvency into the 2l8t century. The proposal includes 
$124 billion in net spending reductions over the next seven years 
and extends the life of the HI trust fund through at least the 
year 2005. 

The plan contains no new increases in out-of-pocket costs 
for beneficiaries, but does revise the Medicare benefit package 
by providing respite care for beneficiaries with Alzheimer's 
disease and by eliminating the copayment for mammography 
services. 

e. Take Advantage of Private Beotor xanovations 

A major aspect of our cost-containment strategy will be to 
take advantage of some of the changes now occurring in the health 
care marketplace. Medicare has historically been a leader in 
cost containment. The prospective payment system for hospitals 
and the physician fee schedule for physicians were groundbreaking 
payment systems that have become the basis for many payment 
systems in the private sector. However, the statutory 
constraints on Medicare's payment rates preclude us from taking 
advantage of changes in the market as rapidly as the private 
sector has done. 

For exa]iq>le, competition for services has increased 
substantially in the private sector, with ea^loyers and insurance 
coBg>anie8 demanding large discounts on charges in return for an 
agreement to send patients to those providers. Given Medicare's 
large market share, we should be able to extract discounts, as 
the private sector does, in a vide variety of settings. 

He also would like to work with the Subcommittee to 
establish competitive bidding for certain Part B services, such 
as clinical laboratory and certain types of durable medical 
equipment (DME) . HCFA is now statutorily prohibited from 
engaging is such coaqMtition. 


XII. ALTBRKATIVB PROPOSALS FOR MEDZCARB RBFORH 

He believe our plan for Medicare represents the right way to 
balance beneficiary needs, program modernisation and deficit 
reduction. In contrast, the Republican plan to cut $270 billion 
from Medicare over the next seven years is the wrong way. It 
will do damage to beneficiaries and the entire health care 
system. 

The $270 billion in Medicare cuts that the Republicans have 
proposed is three tines anything previously enacted. A quick 
review of the Republican Medicare reform working document 
suggests that Medicare beneficiaries would be required to pay 
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substantially aors just to ksap thslr currant covaraga and access 
to their doctors. Specifically, preliminary HCFA estiaates show 
that such beneficiaries would need to pay $403 more in Part B 
premiums than they would xindar the President's plan in 2002. 
Additionally, they would face new coinsurance on home health and 
skilled nursing care that would cost the average person using 
these services in excess of $1,000 for each benefit in 2002. 

American Medical Associat ion Proposal 

Another wrong way to reduce Medicare spending is contained 
in the proposal by the American Medical Association (AMA) to end 
the current safeguards on beneficiary liability for charges for 
physician services. Extra billing limits give beneficiaries 
financial protection against unlimited charges by physicians. 
Under the AKA proposal, physicians would be allowed to charge 
beneficiaries an \inlimited amount over and above idiat Medicare 
pays for a service. A preliminary estimate is that removal of 
the extra billing limits could cost beneficiaries more than $900 
in out-of-pocket costs in the year 2002 alone. 

Medicare has had limits on what physicians can charge since 
1984. The current extra billing limits were an essential part of 
the physician payment reform package established in 1989, which 
consisted of (1) a fee schedule, (2) extra billing limits, and 
<3) the Medicare volume performance system. The AKA strongly 
supported the fee schedule, which was explicitly designed to 
rearrange Medicare physician payments across procedures and 
geographic areas while remaining budget neutral. The extra 
billing limits were an integral companion of the fee schedule, 
providing essential protection for beneficiaries in these 
circumstances — otherwise any losing physician could simply 
shift the cost to the beneficiary. 

We believe that the AMA's new proposal to repeal the limits 
on how much physicians can charge beneficiaries calls into 
question the entire political compromise represented by the 
Medicare physician payment reform and is nothing short of 
outrageous . 

ygushftr. Ercgcfiaifl 

Finally, I would like to comment specifically on the 
Republican proposals to convert Medicare into a "defined 
contribution" or "voucher" program. Instead of secure Medicare 
coverage for all medically necessary care from the provider of 
their choice, beneficiaries would be given a voucher to purchase 
medical insurance on the open marlMt. 

Advocates of voucher-like approaches frequently suggest that 
Medicare should emulate the private sector and therefore benefit 
from private-sector-like growth rates. CDO data Indicate that 
the private sector per capita growth rate would be 7.1 percent 
from 1996-2002. However, the Republican Budget Resolution would 
require an incredibly tight 4.9 percent per capita growth rate 
for Medicare. 

Constraining the costs of providing care for a much more 
vulnerable Medicare population to a rate of increase so much 
smaller than that of the private sector is, at best, unrealistic. 
The resulting impact would be that the value of the voucher %rould 
very quickly erode. Beneficiariea would be forced to pay a 
substantial new "premium" for exercising the choice to buy a 
policy that covers what Medicare covers today. Such an approach 
would put all the risk of increased medical care costs on the 
beneficiaries. 

In view of the fact that 75 percent of Medicare 
beneficiaries have incomes below $25,000, most seniors will find 
it extremely difficult to pay these additional amounts to keep 
their current Medicare benefits. The Republican voucher proposal 
would likely coerce many seniors into buying lees coverage — for 
example a medical savings account-like policy with a $ 10,000 
deductible that Republicans also are advocating. 

If beneficiaries wanted not only to retain their current 
level of Medicare benefits, but also to remain in traditional 
fee-for-service Medicare so that they could continue to see their 
own doctors, their out-of-pocket costs could be much, much 
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greater. Especially if adverse selection meant that sicker 
people were more likely to want fee~for-service coverage, the 
cost of traditional Medicare coverage could skyrocket. 

In short, the choice beneficiaries would face under the 
Republican voucher plan would be to either pay significantly more 
or to get significantly less. We do not believe that this is the 
type of choice Medicare beneficiaries seek. 

Even if the Republicans vouchers were adequately indexed, 
however, we have other concerns. First, for tbs Republican 
voucher system to work properly, there should be a wide range of 
plans available to Medicare beneficiaries, and beneficiaries 
would not be denied enrollment because of their medical 
conditions or subjected to pre-existing condition requirements. 
Our experience to date on how insurers behave vis-a-vis the 
Medicare population raises questions about how insurers might 
behave under a voucher system. Indeed, the Medicare program was 
created 30 years ago precisely because insurers did not make 
coverage available to the elderly except at prohibitively high 
premiums, and insured persons were at risk of losing their 
coverage after a serious illness. 

The problems in the current "Medigap" market illustrate some 
of the problems that could be expected to arise if the health 
insurance market were not properly regulated. After the creation 
of Medicare, insurers began to offer Medigap policies to the 
elderly to fill in the "gaps* in Medicare. Medigap policies 
cover Medicare deductible and coinsurance costs, and some cover 
extra-billing by physicians and outpatient prescription drugs. 

The current market provides incentives to avoid risks by health 
screening or using medical underwriting criteria to offer 
coverage only at an unaffordable price. They also establish 
premiums that climb steadily as the beneficiary ages and becomes 
more likely to need expensive medical services, and hence to need 
Medigap insurance. 

Of course, in principle, one could establish a set of market 
rules that would prevent such behavior. In fact, the Republican 
Medicare restructuring document seems to acknowledge this by 
directing the Secretary to regulate this type of behavior in 
numerous instances throughout the document. This is ironic in 
light of the anti-regulatory agenda currently pursued by many in 
Congress. 

Even more basically, there is a strong correlation among 
Medicare beneficiaries — as in most populations — between 
income and health status. Our poorest beneficiaries are also our 
sickest. A poorly designed voucher system could systematically 
disadvantage the most vulnerable. 

ZY. C0MCLU8Z01I 

There is right way and a wrong way to reform Medicare. The 
right way is to protect beneficiaries' access to quality care and 
strengthen the HI Trust Fund while pursuing the broader goal of 
balancing the Federal budget in a reasonable time frame. The 
wrong way — the way the Republican budget resolution has turned 
— would demolish the basic protections embodied in Medicare in 
order to finance tax cuts for the wealthy. We believe that the 
right way is more consistent with rational health policy, fiscal 
prudence, and the overwhelming preferences of the American 
people. 

Thank you for the opportunity to testify on this important 
subject. I would be happy to answer any questions you may have. 
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Chairman THOMAS. Thank you very much, Doctor. 

Does the gentlewoman from Connecticut wish to inquire? 

Mrs. Johnson. Thank you, Mr. Chairman. And welcome, Dr. 
Vladeck. It is a pleasure to be getting to the point where we can 
be somewhat more specific about the changes that have to be 
adopted in order to protect Medicare for the seniors of America and 
to assure its presence for future retirees. 

I was interested and I am very pleased that you really are going 
to get out there and work with competitive bidding and more real- 
istic risk contracts and so on and so forth. I do want to clear up 
one fact in your testimony because I think it is an important one. 
It is one that I think we understand differently, but I am not sure 
from the way you have used it. 

In your testimony, you mention that currently there are only 9.5 
percent of Medicare beneficiaries enrolled in managed care plans. 
To be enrolled in a managed care plan, that managed care plan has 
to have completed a Medicare risk contract with the government. 
Isn’t that so? 

Mr. Vladeck. No, Mrs. Johnson. That includes our cost contrac- 
tors and our so-called health care prepayment plans, which also 
have contracts with us but which are not paid on a risk basis. 

Mrs. Johnson. But a senior cannot just join a managed care 
plan. It has to be one of the ones that has a contract with the gov- 
ernment. 

Mr. Vladeck. That is correct. 

Mrs. Johnson. So not only 9.5 percent of Medicare beneficiaries 
are in a managed care plan. You follow that statement with a 
statement that 74 percent of Medicare beneficiaries have access. 
Now, they do live in areas of the country where there are managed 
care choices, but in many of those areas of the country, there are 
not Medicare risk contracts available. 

Mr. Vladeck. In metropolitan areas accounting for 74 percent of 
the beneficiary population, we have contracts with managed care 
plans for Medicare. They are not risk contracts in every instance. 
Some are cost contracts. But in almost every one of those commu- 
nities, there is the full HMO that is seeking to enroll Medicare 
beneficiaries. 

Mrs. Johnson. I think this is important to get clear. What you 
are saying is that for 74 percent of the population, they live in a 
region where there is a Medicare risk contract or some other Medi- 
care managed care contract. The problem is that there is often no 
more than one or two. There is not the capacity for everyone who 
lives in those areas to join these contracts because they are a rel- 
atively minor aspect of Medicare at this time. Isn’t that correct? 

Mr. Vladeck. Well, I think that is changing very rapidly. 

Mrs. Johnson. It is changing rapidly, absolutely. 

Mr. Vladeck. I think your point is that there is not capacity 
among our existing contractors to enroll a much larger fraction of 
Medicare beneficiaries. 

Mrs. Johnson. Correct. 

Mr. Vladeck. I think that is true. I think that is one reason we 
need to have a lot more contracts 

Mrs. Johnson. That is right. I just do not want the implication 
to stand that only 9.5 percent are choosing it when 74 percent 
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could. Seventy-four percent could not because the 9.5 percent are 
at the capacity level of our current contractors, roughly. It may be 
12 percent or something. And so I commend you on really looking 
to a far more aggressive effort to change the way we contract with 
the private sector and to move toward competitive bidding. I think 
there is an enormous opportunity out there to make that happen. 
Furthermore, I think we have already the data an experience to 
show that if we do that, seniors can get more care for the same dol- 
lar. You described it as overpaying. Well, you can either describe 
it as overpaying and then we will cut what we pay, or you can say 
to seniors you can get more for that dollar. I would hope that we 
would take the latter course. 

In your testimony, you talk about the fact that there are $124 
billion in net spening reductions over the next 7 years that the 
administration has identified, and I assume that you do have a list 
of those that is fairly detailed. 

Mr. Vladeck. We have a series of options that can be combined 
in a variety of ways to reach that amount. 

Mrs. Johnson. Have you made any decision as to which of those 
options you prefer? 

Mr. Vladeck. No. We are hopeful that at some point the congres- 
sional Majority will have specific proposals, at which point we can 
make ours public and begin the negotiations process. 

Mrs. Johnson. I understand. So it is really a game of chicken. 
We are all out there on the road, and you do not want to put your 
cards on the table until we put our cards on the table. You are, 
after all, the administration. And, frankly, it is your team that has 
said this program is going bankrupt, and 2 years ago they said it, 
too, and we paid no attention. At least 1 year ago, they said it and 
Congress paid no attention. 

I hope we can find a way to overcome the game of chicken, but 
roughly knowing what that list is, I would say that there is $124 
billion we will be quite able to agree on that will not compromise 
the quality of the Medicare system or beneficiaries. But I would 
ask you, when you go on to say other cost savings, do you expect 
then to realize additional cost savings over and above the $124 bil- 
lion over 7 years from competitive bidding for lab fees and durable 
medical equipment? 

Mr. Vladeck. Actually, there are a number of things we are pro- 
posing to do which CBO will not score. They actually will score 
some savings from competitive bidding. Some of the other negotiat- 
ing prices which we propose to do and which may save us money 
will not produce scorable savings at the moment. 

Mrs. Johnson. My time has expired, and I will come back later. 

Chairman Thomas. I thank the gentlewoman. 

The gentleman from California. 

Mr. Stark. I would submit that we do have a number from the 
Republicans, that is, $270 billion. I believe the President came out 
with 120-something in cuts over 10 years. Is that 

Mr. Vladeck. Our proposed reductions are over 7 years. 

Mr. Stark. And how much 

Mr. Vladeck. It is $127 billion gross. There are $3 billion in ad- 
ditional benefits, so that the net reduction is $124 billion. 



222 


Mr. Stark. And you did not have a specific wish list of exactly 
which cuts to make? 

Mr. VladeCK. There are a number of ways, we believe, to 

Mr. Stark. Don’t we have lists from previous years of many sug- 
gestions for savings? 

Mr. Vladeck. I think there are literally hundreds of people in 
town who could produce such a list. 

Mr. Stark. So I would stipulate that if the gentlewoman from 
Connecticut would like to go for the $124 billion that the President 
is suggesting and pick cuts out of the President’s previous lists, I 
will sponsor the hill and put it in if that is what she is — then she 
could show us hers. There is no real secret. There is nothing new 
in this business. It is just a question of can you sustain $270 billion 
in cuts without destroying the Medicare system. 

But one of the things that keeps coming up, in particular, out of 
some of these proxies for the Republicans, these new think tanks 
keep talking about the Federal Employee Health Benefit Plan. 
First of all, they say it is more efficient, which I hope you can ex- 
plain why that is wrong. And then they are just saying, well, we 
all get a voucher; why can’t we just give the same voucher to my 
Mom? 

Can you explain some of the differences to my colleagues be- 
tween the Federal Employee Health Benefit Plan and the Repub- 
lican voucher plan and where it is different? 

Mr. Vladeck. There are several differences given that there are 
a lot of variants of so-called voucher plans floating around, and it 
is hard to get your arms around any one in particular. But the 
most important difference is that historically the employer’s con- 
tribution to the Federal Employees Benefit Plan has been pegged 
to a fixed proportion of the cost of a fixed benefit package as de- 
fined in a benchmark plan, which is, in effect, what we do with 
Medicare now. 

Mr. Stark. So as the benefit package goes up in cost, the govern- 
ment’s share goes up. 

Mr. Vladeck. That is correct, and that is, in effect, in terms of 
our payment to managed care plans, what we do in the Medicare 
system at the moment. And what we would propose to do is the 
basis for expanding managed care choices. 

Most of the voucher proposals that I have seen index the growth 
in the voucher to some external measure apart from what it actu- 
ally costs to provide a defined set of benefits. 

Mr. Stark. Would it be fair to say if you took the Federal Em- 
ployee Benefit Plan and just gave it to the seniors with the govern- 
ment paying its increase it has in the past, that it would be far 
more expensive than the current Medicare system? 

Mr. Vladeck. I have not looked at that. Looking at the general 
experience of private insurance, I would expect that Medicare has 
grown less quickly over the last 20 years. 

Mr. Stark. There has also been a lot of discussion about the 
trust fund going broke and a lot of hand wringing. Can you give 
us some idea of how the trust fund’s status is today relative to how 
it has been in the past and what you think the realities of its going 
broke and the urgencies that exist today? 
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Mr. Vladeck. The trust fund at the moment is in considerably 
better health than it was in the last 18 months of the Bush admin- 
istration. It is in considerably better health than it was in the first 
2 years of the current administration. The exhaustion date that is 
now projected by the actuaries and the trustees of around 2002 or 
so is 7 years away. That is the most breathing room we have had 
since the late eighties. I think that is the basic circumstance. 

In the 30-year history of the trust fund, if you look at where it 
stood in terms of exhaustion date or ratio of assets to outlays, it 
has been in far worse circumstances in most years in the history 
of the fund than it is at the moment. 

Chairman Thomas. Does the gentleman from Nevada wish to in- 
quire? 

Mr. Ensign. Thank you, Mr. Chairman. 

Dr. Vladeck, how did CBO score the $124 billion from the Presi- 
dent’s Medicare decreases in rate of growth? 

Mr. Vladeck. We have not put specific proposals to CBO be- 
cause — 

Mr. Ensign. Did they score those? 

Mr. Vladeck. We have not put specific proposals in public, and 
so I cannot tell you exactly how CBO would score them. Many of 
them, as Mr. Stark has suggested, are similar to or in some in- 
stances identical to proposals that were scored by CBO in the past. 
We took a rough cut at this, which is purely an estimate, and we 
would expect that CBO would score the kinds of things we are talk- 
ing about at a level very, very close to that of 0MB. 

Mr. Ensign. Does the administration think that we can continue 
the current fee-for-service without increasing copays, deductibles, 
or pa 5 Toll taxes and have a viable system? 

Mr. Vladeck. Yes. 

Mr. Ensign. And what dollar amount does the administration 
think actually goes on on a yearly basis in fraud or abuse? 

Mr. Vladeck. Well, again, we are asked that question many 
times, and I am afraid I have 

Mr. Ensign. Just a rough guess. 

Mr. Vladeck. We do not know. The GAO some years ago esti- 
mated that roughly 10 percent of all health care expenditures, in- 
cluding those of Medicare and Medicaid, was lost to fraud and 
abuse. That would equate in the current year to between $17 and 
$18 billion in the Medicare Program. 

Mr. Ensign. You think that that is an accurate number? 

Mr. Vladeck. We do not know. If we knew exactly how much 
fraud and abuse out there, we would be able to catch it all better 
than we are currently able to do. 

Mr. Ensign. And if we, through efficiencies and market forces, 
are able to slow the rate of growth of Medicare expenditures, would 
the administration classify those savings as a cut? 

Mr. Vladeck. If one is purchasing the same benefits under the 
same marketplace conditions as a period of time 

Mr. Ensign. No, no. We may have to change the marketplace 
conditions. That is one of the efficiencies. I said market forces. If 
under market forces and efficiencies through the system we can 
provide the same or better quality care, if we are able to have sav- 
ings when we do that, similar to what the private sector has 
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done — maybe we get prescription drug coverage out of it. May be 
we provide better quality care. If we are able to do that and save 
money, would the administration classify that as a cut? 

Mr. Vladeck. It would be a cut in outlays. It would be defined 
as such by CBO. Since we have been criticized so much for not 
using CBO for all things, I would go along with CBO in that re- 
gard. 

Mr. Ensign. So now the administration does go along with CBO. 

Chairman Thoaias. In that regard. 

Mr. Ensign. Yes, in that regard. OK. 

Yesterday, Mr. Cardin did not feel that the government could de- 
sign a system that could take advantage as the private sector has 
done and slow the rate of growth as well as the private sector has 
done. He asked that question time after time to the panels yester- 
day. Does the administration feel that either the administration is 
smart enough or that the Congress is smart enough to design a 
system to take advantage of what the private sector has done and 
at least slow the rate of growth down close to what the private sec- 
tor has done? 

Mr. Vladeck. I think the historical record of Medicare suggests, 
particularly when the administration and the Congress work to- 
gether, that for each type of service Medicare purchases, it is pos- 
sible to design a system in which our costs grow at a rate equal 
to or below that of the private sector. It has been our experi- 
ence — 

Mr. Ensign. So a 4- or 5-percent rate of growth would not be an 
unreasonable rate of growth, then, for Medicare over the next 7 
years? 

Mr. Vladeck. If it were obtained in that way and if the private 
sector can sustain that, which none of the bodies that are engaged 
in formal forecasting predict they will be able to do. If you gave us 
a target 

Mr. Ensign. But the private sector has been doing that over the 
last few years, and so if we are able to match what the private sec- 
tor is doing in Medicare growth, we will have saved Medicare by 
the year 2002, but we also will have met and perhaps even ex- 
ceeded $270 billion in savings through efficiencies improving the 
system. 

Mr. Vladeck. Quite the contrary, sir. I believe the analysis we 
have done suggests that CBO projection is that private sector per 
capita health insurance costs in the budget window will grow at 
the rate of approximately 7 percent per year. They also believe that 
Medicare outlays on a per capita basis in the budget resolution 
grow at less than 5 percent per year. So that in order to preserve 
the same benefits under the budget resolution, you have to 30 per- 
cent better 

Mr. Ensign. The budget resolution you are talking about is 

Mr. Vladeck [continuing]. Than the private sector. 

Mr. Ensign. Are you talking about the budget resolution after 
conference? 

Mr. Vladeck. Yes, sir. 

Mr. Ensign. I was under the impression that it was over 6 per- 
cent. 
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Mr. Vladeck. That is total. But, again, I have said it on a per 
capita basis, per enrollee, which is the most valid basis for com- 
parison with the private sector, since there is about a 1.8-percent- 
per-year growth in beneficiaries over that period. 

Mr. Ensign. Does the administration not put any stock in the 
fact that the private sector has already made a lot of these reforms 
and Medicare has not, and looking historically, the last 3 or 4 years 
at the private sector, the administration does not think that now 
if we put those same reforms into Medicare and carry those in the 
next 3 or 4 or 5 years that we are not going to get those savings? 

Mr. Vladeck. I think you have to be very careful, sir. One of the 
things the private sector has done is reduce benefits in many in- 
stances. And if you read the Foster & Higgins survey that is often 
cited as showing have private sector costs went down 

Mr. Ensign. The private sector provides better coverage in most 
cases than Medicare does. 

Chairman Thomas. The gentleman’s time has expired. 

Mr. Ensign. Thank you, Mr. Chairman. Including, obviously, 
prescription drug coverage. 

Thank you, Mr. Chairman. 

Chairman Thomas. The gentleman from Washington. 

Mr. McDermott. Thank you, Mr. Chairman. 

Mr. Vladeck, can you imagine the practical problem of sending 
these two documents to 34 million Americans and asking them to 
go through page after page of lists and deciding which — we are 
talking senior citizens and disabled people now — going through and 
filling out an application and sending it back into you so you would 
know where to send the voucher? Have you begun to think about 
what that is going to be like if they put the Federal Employees 
Health Benefit Program out there as choices for senior citizens? 

Mr. Vladeck. Mr. McDermott, I have been in Washington for 
2 V 2 years. I can imagine damn near anything by now. [Laughter.] 

In fact, we need to get better information about plan choices to 
our beneficiaries. We believe that we can do a substantially better 
job than FEHBP does of putting that in comprehensible, accessible 
form. 

We have also talked to a lot of employers, and they have invari- 
ably told us that, in order to get expanded choice of plans among 
their covered populations, they need to make an enormous invest- 
ment not only in written material but also in human beings who 
can provide counseling, advice, and assistance to the employees in 
making these choices. And we believe that is a direction in which 
we should go. But we have no idea how it would be paid for, or 
whether in the long run the government would be prepared to con- 
tinue to make the investment that private employers will tell you 
is necessary in order to really have a good, effective education of 
choice. 

At the moment, our budget does not permit us to mail the Medi- 
care handbook, which is the equivalent of an annual benefit sum- 
mary statement, to every Medicare beneficiary. It costs us about 
$30 million a year. It costs about $30 million to do a one-time mail- 
ing to all 36 million beneficiaries. 
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And so we are ve^ much troubled by and are giving a lot of 
thought to the question of how, in fact, we would pay for the me- 
chanics of expanded choice and who would pay for it. 

Mr. McDermott. I think you are raising the whole question of 
the personnel department of a big corporation like Boeing or 
Weyerhaeuser where they sit down and counsel their people. But 
when you have as many choices as we do, I hope that if you figure 
out how to make it simple, you will send it to Members of Con- 
gress, because most of us do not know what is covered in our own 
plan and do not understand what is the difference between the 
seven, eight, or nine choices each of us has. 

I want to go one other question, though, and I really want this 
to be informational for the Subcommittee, because I think that one 
of the things that we sometimes — we sit up here and think Medi- 
care is all by itself over here and Medicaid is all by itself over here. 
Because of my personal experience out in the field, I always think 
of them as interconnected and very interwoven. And I am trying 
to figure out what is going to happen to Medicare when you have 
block panted Medicaid and at least jeopardized the QIMB Pro- 
gram, if not a whole series of other things. 

I would like you to talk a little bit about the interface between 
Medicare and Medicaid, because we have already made a major 
change in the health care system with the block granting of Medic- 
aid. Now we are talking about Medicare. Would you please talk 
about that interface and what we have already done and what will 
happen? 

Mr. Vladeck. We are very, very concerned about that. About 
one-half of all Medicaid expenditures are on behalf of Medicare 
beneficiaries. Medicaid is Medicare’s safety net. For the 12 percent 
of Medicare beneficiaries who are also eligible for Medicaid, it is 
Medicaid that pays the out-of-pocket expenses, the part B pre- 
miums, the copayments, as well as providing the prescription drug 
benefit. And, of course, Medicaid is Medicare’s long-term care sys- 
tem in a very basic sense as well, because the long-term care bene- 
fits in the Medicare Program are so limited. 

We do not know what the States would do under a block grant, 
but it is very plausible to imagine that under the kinds of things 
that are being talked about for Medicare, the lowest income, rough- 
ly the lowest income, 15 percent of Medicare beneficiaries, would 
suffer a double whammy from reductions in their Medicare at the 
same time as reductions in Medicaid. And many of them in the ab- 
sence of some compensatory mechanism would literally be left 
without access to health care. 

Mr. McDermott. You are really saying that the 11 million single 
women, mostly widows, whose average income is about $8,000, who 
are almost certainly to be covered by that QIMB Program in Medic- 
aid, will be without that benefit? 

Mr. Vladeck. Well, the numbers are slightly smaller, sir. It is 
about 6 to 6.5 million people. But if Medicaid goes away, they are 
up a tree in terms of getting health care. 

Mr. McDermott. Thank you. 

Thank you, Mr. Chairman. 

Chairman Thomas. Does the gentleman from Nebraska wish to 
inquire? 
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Mr. Christensen. Thank you, Mr. Chairman. 

Earlier this year, Dr. Vladeck, you testified here you were look- 
ing at a prospective payment system for skilled nursing facilities. 
Where is the administration at this point in their study? Have you 
checked with the industry, and what is their thoughts on that? 

Mr. Vladeck. We are continuing to work on that. We have met 
with the industry. The industry is very concerned that at the rate 
we have been going in the past it would be several years before we 
could put into place a fully articulated prospective payment system 
for skilled nursing facilities. The industry has proposed to us an in- 
terim system which we think holds very considerable promise. 

Mr. Christensen. An interim system being months or years? 

Mr. Vladeck. Being something that we could put into effect in 
fiscal year 1996 if we were to do budget resolution legislation in 
the next few weeks, but that we could put into place in calendar 
1996 if we get reconciliation by October. 

Mr. Christensen. Would you agree with me, the numbers I have 
looked at — and I do not know if your numbers reflect this as well, 
but the numbers I have looked at show skilled nursing facilities for 
subacute and postacute care being nearly one-half or 60 percent of 
what hospitals provide in terms of cost. What do the administra- 
tion’s numbers reflect? 

Mr. Vladeck. We have an enormous variation in what we pay 
per day for skilled nursing facilities, some of tied to the level of so- 
phistication of service for the illness of the patients. There are a 
number where we are paying as much as $500 a day under the cur- 
rent system. 

Our average reimbursement for inpatient hospital care is not a 
heck of a lot higher than that. 

Mr. Christensen. On average, you would say that from the ad- 
ministration’s point of view it is what percent of hospital care? 

Mr. Vladeck. Well, again, I think the average per diem payment 
for skilled nursing facilities is very much less. So on a per day 
basis, we are probably paying somewhere about one-third as much 
for a nursing facility. But I could get you more exact information. 

Mr. Christensen. I would like that. If, as you say, it is one-third 
less — and I think that some reports have been even as much as 
one-half less — I would encourage the administration to move policy 
along the lines that it was able to save money for the American 
taxpayer through a reduced savings and increasing the use of 
skilled nursing facilities. 

[The following was subsequently received:] 

There is wide variation in per diem pa 3 fments for skilled nursing facilities. The 
variation is due in part to the level of intensity of service. SNF, skilled nursing facil- 
ity services, are reimbursed on a cost basis, subject to limits. The extent of the vari- 
ation limits the usefulness of an average per diem estimate. 

According to 1994 SNF data, the average cost per day for skilled nursing facilities 
is $317. This includes averages for free-standing, $275, and hospital-based facilities, 
$435. Some skilled nursing facilities receive per diem payments of $600 to $700. 

HCFA pays for hospital care on the basis of the prospective payment system. Pay- 
ment is made for a hospital stay, regardless of the len^h of stay. Research has indi- 
cated that the first few days of care are the most expensive. Thus, while on average 
HCFA pays $840 for each inpatient hospital day, the costs of the last few days of 
hospital care would be considerably less. 

Source: BPD, 8/21/95. 
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Mr. Christensen. You have been at HCFA now for a couple of 
years, you said. 

Mr. Vladeck. Yes, sir. 

Mr. Christensen. Give me three examples of where HCFA can 
do a lot better in, in terms of efficiency, in terms of reducing bu- 
reaucratic redtape and bureaucracy? In your opinion, where can we 
make better strides at making your organization a better organiza- 
tion? 

Mr. Vladeck. Well, I think we discussed one of them earlier, sir, 
which is how we pay for durable medical equipment or clinical lab- 
oratory services and certain other Medicare services is now speci- 
fied in statute in incredible detail. It is a very cumbersome, time- 
consuming process. 

If we had the authority to engage in something closer to a pri- 
vate sector model of negotiated prices or even open competitive bid- 
ding the way the government buys other things, it would save us 
a lot of work and effort. It would make us more responsive, and we 
believe we could save a lot of money. 

Second, we are going to make a proposal to the Congress in the 
next few months to bring the law of our relationships with the 
Medicare contractors, the intermediaries and carriers who actually 
pay bills and are the front line part of the system. We propose to 
bring that law under general Federal procurement law rather than 
all of the special statutory requirements those contractors now 
have, which is also costly and inefficient. 

Mr. Christensen. In my last few seconds here, I want to also 
thank Congresswoman Johnson for bringing out some of the testi- 
mony, and talking about your numbers, I believe it was 74 percent 
of Medicare beneficiaries have access to managed care plans. I 
think one of the things that you did not include in your testimony 
that I think needs to be put in there is the fact that they may or 
may not have access to those plans, but the thing that I found in 
all our townhall meetings and talking to seniors is that they do not 
have the information. They do not ^ow about the access, if they 
do indeed have access. You may have sent out information or pro- 
vided information, but I have found that there is very little out 
there as far as actual knowledge of what is available to them. And 
I would concur wholeheartedly with Dr. McDermott in the complex- 
ity of our Federal employee’s health care plan. 

Thank you for your testimony today, and I appreciate your being 
here. 

Mr. Vladeck. Thank you, sir. 

Chairman Thomas. Does the gentleman from Wisconsin wish to 
inquire? 

Mr. Kleczka. Thank you, Mr. Chairman. 

Dr. Vladeck, you were in the room when I indicated some res- 
ervations I had about shifting vast numbers of the Medicare popu- 
lation to managed care, knowing full well the dialog we went 
through on the health care bill on not giving people the right to 
choose their own providers or their own doctor. We have had Medi- 
care Select around for a while in some selective States. Now, there 
is a report coming out at the end of the year on that program? 
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Mr. Vladeck. I promised Mrs. Johnson and other Members of 
the Subcommittee that, plus or minus Labor Day, we will have 
some much more systematic data on the Medicare Select plan. 

Mr. Kleczka. Now, will we be able to ascertain from that report 
the acceptance level and the fact that this might be a viable option, 
or are we going to have to wait a while — and we do not have the 
luxury of time — to see how your Medicare choices program is ac- 
cepted? Could you comment? 

Mr. Vladeck. Well, I think, as we have discussed, the Medicare 
Select is a very limited hybrid of a true managed care plan and a 
traditional Medigap plan. And so while I will be in considerable 
trouble if we cannot give you lots of data early in the fall — and I 
expect we will be able to — I do not know how much that will tell 
us about managed care options more generally. And it will be a 
while before our choices demonstration yields us systematic data. 
We have been doing 

Mr. Kleczka. Is that just going online now? 

Mr. Vladeck. Pardon? 

Mr. Kleczka. Is that just going online now? 

Mr. Vladeck. We have just sent out a solicitation for proposals. 
But we have supported and have worked with a number of others 
to support various kinds of survey research and other public opin- 
ion research among Medicare beneficiaries, caretakers of bene- 
ficiaries, and preretirees in their sixties, regarding their percep- 
tions and feelings about managed care and managed care choices. 
We do have a growing body of data about people’s preferences, 
about what is important to them, about what those who are in 
managed care like and dislike about managed care and so forth. 

Mr. Kleczka. Do you have any opinion on what that data is 
showing at this point? 

Mr. Vladeck. I would say in general it shows the following, very 
quickly: First, with a voluntary election process among Medicare 
beneficiaries who are in managed care, the overwhelming propor- 
tion are highly satisfied. Among those who are not in managed 
care, the overwhelming proportion do not want to be in managed 
care. 

The second thing I would say is that there is a maturation and 
life cycle phenomenon at the level of the metropolitan area. In 
those areas where HMOs have been established in the private sec- 
tor for a longer period of time, like the Pacific Northwest or parts 
of California, beneficiaries know HMOs; they understand them. 
There is substantially less negative feeling toward them and sub- 
stantially more interest, although it is still a minority of the bene- 
ficiaries. In communities where HMOs are much newer on the 
health care scene, there is much less interest. 

What beneficiaries who enter HMOs like most are the elimi- 
nation of paperwork and the reduction in out-of-pocket payments. 
They rate additional benefits third or fourth in priority. 

Those who do not enroll or chose to disenroll from HMOs most 
dislike the restrictions on choice of physicians. This has more to do 
with the ability to self-refer or to negotiate referrals to specialists 
than with problems with choice of primary care physician. 

Mr. Kleczka. The other concern — and I must say that the ad- 
ministration and your testimony are very sensitive to this — is the 
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actual beneficiary liability. As I have indicated over the last 2 days, 
if, in fact, that voucher grows in a limited way over a period of 
years and there are no controls on every other factor, you know, 
starting from premium to out of pocket to reimbursement, we are 
going to have a really serious problem, especially knowing that the 
population that we are dealing with has fixed income, and I think 
in your figures, 75 percent of the population, their total annual in- 
come is less than $25,000. 

Do you have any guesstimate as to what we could be seeing for 
total out of pocket using a $270 billion cut in the program? 

Mr. Vladeck. Again, it really depends on how that is achieved. 

Mr. Kleczka. I Imow it is a guess because there is very 

Mr. Vladeck. Our estimate is that one-half of those savings fall 
on beneficiaries, on increased out-of-pocket payments for bene- 
ficiaries, that is about $600 or $700 a year in 2002. It is about 
$2,800 over the 7-year budget cycle in increased out-of-pocket li- 
ability for beneficiaries. 

Mr. Kleczka. Above and beyond what is out of pocket today? 

Mr. Vladeck. That is correct. 

Mr. Kleczka. That is not total. 

Mr. Vladeck. Above and beyond what is out of pocket in the 
baseline, which actually grows with inflation in part B. 

Mr. Kleczka. Thank you very much. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from New York wish to inquire? 

Mr. Houghton. Thank you, Mr. Chairman. 

Mr. Vladeck, in your testimony, you talk about voucher-like ap- 
proaches. You cite two figures: The growth per capita in the private 
sector and the growth in the Republican budget resolution. I have 
just sort of a statement first and then a question afterward. 

The 7.1 percent sounds awfully high. I do not know whether it 
is CBO — if you say it is, that is fine. But every sounding I make, 
it is a lot less than that. But even if it were that figure, aren’t you 
really comparing apples and oranges? Isn’t there a different base 
when you talk about the 7.1 percentage in the private sector versus 
the Medicare base, the ingredients that go into that figure? 

Mr. Vladeck. Yes, sir, and the Urban Institute I think just yes- 
terday released a study, which I trust will be available to all of you 
soon, that suggests the base works to Medicare’s disadvantage. 
That is to say, most private health insurance covers very little in 
the way of skilled nursing facility or home health care, which have 
been the two fastest growing sources of Medicare outlays. Con- 
versely, most private health insurance does cover prescription 
drugs, which Medicare does not, and over the last 2 or 3 years pre- 
scription drug prices have grown less quickly than other compo- 
nents of health care expense. 

So, to the extent that the benefit packages are dissimilar and, 
therefore, the comparison is potentially misleading, then, in fact. 
Medicare’s comparative performance looks better and the differen- 
tials between the budget resolution and the private sector would be 
even harder to achieve. 

Mr. Houghton. Sure, but is it fair to say that those two num- 
bers should really not be compared or contrasted? 
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Mr. Vladeck. No, I think they are an appropriate basis. Cer- 
tainly listening to speeches of Members of the Majority since Janu- 
ary and to all the experts and pundits, the ostensible performance 
of the private sector is referred to constantly. We think, therefore, 
it is appropriate to talk about the comparison between Medicare 
and the private sector but to use the most reliable numbers that 
are available. 

Mr. Houghton. I have no more questions. 

Chairman Thomas. Does the gentleman from Michigan wish to 
inquire? 

Mr. Levin. Mr. Chairman, thank you for this opportunity. I think 
these hearings are very useftal, and I do hope there will be a chance 
at the subcommittee or the Committee level for hearings on the 
plans when they are unveiled. 

I think Mr. Houghton 

Chairman Thomas. If I might respond to the gentleman, if we 
could get some specifics from the administration rather than gener- 
alities, I would be more than willing to hold a hearing to examine 
those options as well. I think we need to look at all sources of op- 
tions as we have been doing with the private groups, and I would 
look forward to that hearing. 

Mr. Levin. OK. Well enough, as long as there are specifics under 
the budget resolution, there are some hearings. 

I think Mr. Houghton, as usual, has put his finger on what is 
really the gist or the most important point in this debate. There 
are others that are significant, but I think. Dr. Vladeck, your state- 
ments on page 9 of your testimony are what much of the shooting 
and shouting are all about. And I think your answers to Mr. 
Houghton indicate the dilemma that the budget resolution has 
placed its advocates in. It is this syllogism on page 9, “CBO data 
indicate that the private sector per capita growth rate would be 7.1 
percent . . . .” This is CBO data. You generally embrace CBO. That 
is their data. 

The budget resolution — and I will leave out the adjectives for a 
moment — would require 4.9 percent, and I do not see how you es- 
cape the conclusion that 

Constraining the costs of providing care for a much more vulnerable Medicare 
population to a rate of increase so much smaller than that of the private sector is, 
at best, unrealistic .... Such an approach would put all the risk of increased medi- 
cal care costs on the beneficiaries. 

That last line would place all the risk of increased medical care 
costs on the beneficiaries. That is what the present approach or the 
suggested approach does, places the risk of increased medical care 
costs on the beneficiaries. 

That is why the loud protests, including from this side and from 
seniors. Essentially, there is a gamble being suggested here. And 
the losers, I think there would also be hospitals who would lose. 
But the main losers would be the beneficiaries. 

Someone needs to respond to that syllogism. I have heard no re- 
sponse that is at all persuasive except hopeful thinking. And, in- 
deed, I want to ask Dr. Vladeck about the $124 billion, because I 
think we have got to be realistic and straight about all these fig- 
ures. 
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Now, we do not have the details yet on the $124 billion. But isn’t 
it true that there has been reference to what has been suggested 
in the last few years, but some of the proposed — I think it was 
$108 billion deficit reduction in the plan of a few years ago that 
came through this Subcommittee, was offset by increases, for exam- 
ple, for certain hospitals. So, I mean, is $124 billion going to be so 
easy? Is that a given? Weren’t there some offsets there? 

Mr. Vladeck. I do not think it is easy by any stretch of the 
imagination. I think we do take to heart the notion that since 1993 
the bigger buyers in the private sector, not all private insurers but 
the bigger buyers, have been getting significant price reductions 
from certain providers. We would like to take advantage of that. 

Mr. Levin. Reform is necessary, clearly. 

Mr. Vladeck. Pardon? 

Mr. Levin. We need to change, that is clear. But is this so easy, 
the 

Mr. Vladeck. No, I do not think reform is easy. If there ever are 
hearings on anyone’s specific proposals, I think we will make it 
clear. 

There are no painless ways to cut Medicare outlays at all. There 
are only two places the money can come from: One is payments to 
providers, and the other is out-of-pocket costs for beneficiaries. And 
you will not have a provider, I do not believe, come here today or 
in any of your hearings and tell you they think Medicare is over- 
paying them, and many of them have grounds for good sympathy. 

So unless you believe in some alchemical processes of throwing 
numbers around, the fact is that whether it is $124 billion or $270 
billion, either somebody is paying a lot more or somebody is receiv- 
ing a lot less. 

We believe that in a balanced, measured way, over a period of 
7 years you could reduce payments to providers by $100 billion or 
so in a way that they will be able to respond to with productivity 
improvements. Because for the first time, the private sector is mov- 
ing in the same direction. But that will not be easy, £md it will not 
be painless. No one should have any illusions that any reduction 
in expended Medicare outlays is going to hurt somebody and that 
the amount of pain grows exponentially with the dollars involved. 

Mr. Levin. Thank you. 

Chairman Thomas. Does the gentlewoman from Connecticut 
wish to inquire for a second round? 

Mrs. Johnson. Yes, Mr. Chairman. 

Dr. Vladeck, what is your per capita growth rate on your 0MB 
baseline in your latest proposal? 

Mr. Vladeck. In the President’s proposal, I believe it is some- 
where in the range of 6 percent, but I would have to get back to 
you on that because we were trying to figure that out last night 
and ran into some technical problems. 

Mrs. Johnson. Well, you can get back to me on the specifics, but 
you are sajdng roughly 6 percent. Did you calculate the Republican 
increase using your baseline? 

Mr. Vladeck. No. We calculated the Republican numbers using 
the CBO baseline. Using the CBO baseline, our growth rates with 
our reductions would be substantially higher. 

[The following was subsequently received:] 
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Average Per Capita Growth Under the Administrations Proposal 1/ 


Fiscal Year Annual Per Capita Growth 


1997 

4.7 % 

1998 

6.5 

1999 

5.5 

2000 

4.8 

2001 

6.5 

2002 

6.5 

2003 

7.2 

2004 

7.4 

2005 

7.5 


Average (1997-2005) 


6.3 % 


1/ Per capita growths are based on savings from the Administrations proposals measured against 
the 0MB Midsession Review baseline. 


Office of the Actuary 
November 12, 1996 
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Mrs. Johnson. I am interested that growth rates using your 
baseline are 6 percent, which is higher than CBO says ours will be, 
but in talking with CBO, they believe that when we rectify the 
baselines, the percentage growth will be roughly the same. So I 
think we do need to go through that exercise because I think a lot 
of what we are talking about here today is fundamentally irrele- 
vant to what is going to happen in the end. 

Mr. Vladeck. Mrs. Johnson, we believe that the difference be- 
tween $270 billion and $124 billion is far more than a baseline esti- 
mation issue. We believe that even correcting for differences in 
baseline, we are talking about between a 50- and 100-percent dif- 
ference in the magnitude in outlay reductions. 

Mrs. Johnson. I believe that CBO does not agree with you, but 
we will go through that. Some difference is manageable. A lot of 
difference is a problem. And I think when we get the baselines rec- 
tified, we are going to find that there is a manageable difference. 

In your section on vouchers, you are very negative about vouch- 
ers, but you make a lot of assumptions that, frankly, none of us is 
making. If the voucher is pegged to cover the Medicare service bas- 
ket and it is indexed properly so it continues to be able to cover 
that and it is age-adjusted so that as people get older and their 
costs are higher that is taken into account, and we do not allow 
any exclusion on the basis of medical underwriting, which we know 
is possible because in the Medigap market in every single sector of 
their market, there are Medigap policies that do not exclude for 
preexisting conditions, and we maintain the subsidies of the cur- 
rent system for low-income seniors, I do not understand why that 
would not work. 

You assume in your testimony that somehow we would not peg 
it at the right level to cover services. You assume it would not be 
indexed. You assume there would be no consideration of frailty and 
age. You assume that we would allow exclusion of people on the 
basis of health history. Of course, we are not going to do those 
things. We are guaranteeing to the seniors of America that the pre- 
mium would buy them just exactly what they get under Medicare 
now, the service basket they get under Medicare now, the access 
they get under Medicare now. But it would allow them to buy those 
services in a managed care system. 

So your assumptions are so wrong that of course your conclusion 
is hostile. 

Mr. Vladeck. No, you cannot make that guarantee, Mrs. John- 
son, under the terms of the budget resolution. The budget resolu- 
tion would have the voucher Rowing at $270 billion less than is 
necessary to maintain the existing set of benefits. 

Mrs. Johnson. Yes, but you see 

Mr. Vladeck. And unless we have a miracle 

Mrs. Johnson [continuing]. That is a different judgment to be 
made. Dr. Vladeck. I think we all have to start from the assump- 
tion that if we give seniors the right to buy a premium, we are giv- 
ing them the buying power to buy a plan comparable to Medicare. 
The reason we want to do that is because we know — and you have 
acknowledged in your testimony this morning — they can buy more 
than the Medicare package for that premium. 
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Now, rather than make the savings of dropping the premium, as 
you are suggesting in your testimony, we are going to allow them 
to buy more for the same price. Now, we think that that is abso- 
lutely doable within the larger picture of growth that we put in 
Medicare because there are so many other areas where Medicare 
needs to be far more efficient. 

For instance, if the government is paying for a voucher for a sen- 
ior, they are just paying the insurance company. Now they are pay- 
ing the insurance company of the senior’s choice. Now they are 
paying every time that patient goes to the doctor. Think of the fis- 
cal intermediary costs that are going to be cut if we move into a 
system where seniors have more choice, but government does not 
have the burden of procedure-by-procedure reimbursement, a visit- 
by-visit reimbursement. We certainly would not have that burden 
under a system that provided more choice and greater access to 
seniors. 

Mr. Vladeck. Mrs. Johnson, I believe you are misinterpreting 
the data in two ways. The reason HMOs are providing additional 
benefits and no premium is because we are overpaying them. The 
Mathematic study shows that in Dade County, Florida, or Los An- 
geles County or Orange County, what we are actually paying the 
HMOs is more than we would be spending on the same bene- 
ficiaries in the fee-for-service system. That is where the extra bene- 
fits come from. 

Mrs. Johnson. Of course, it depends on whether the benefit has 
high cost or low cost as to what you would be paying. 

Mr. Vladeck. No, but that is why we say we are overpaying. 
Second, the fact is that all of that detailed administrative activity 
you talk about in the Medicare fee-for-service system costs the gov- 
ernment 2 cents of the benefit dollar. There is no private plan, 
whether an HMO, a PPO, or a private indemnity plan, that can 
manage a plan at that level of overhead. In fact, the average medi- 
cal loss ratio of Medicare HMOs is in the range of 80 percent. So, 
in fact, in order to provide the same benefits to Medicare bene- 
ficiaries as they receive now, assuming we pay them exactly the 
same amount as we would pay in fee-for-service, a private plan has 
to reduce utilization by 20 percent to break even in terms of the 
benefit. 

Mrs. Johnson. The light is on, so I cannot continue, but there 
are answers to the charges you just made. I think to keep the 
record clear we do have to acknowledge that the Medicare reim- 
bursement system through the fiscal intermediaries is now com- 
promising access to seniors because the fiscal intermediaries will 
not reimburse the way Medicare directs because of budget con- 
cerns. So they are reimbursing for office visits at the lowest level 
regardless of how much care was given. In Connecticut, that is 
$19.19, and if you do not think that is not going to hurt, is not 
hurting Medicare beneficiaries now and is not later, I sure would 
not tout the efficiency of the Medicare administration capability 
now to provide access and quality to seniors when it is on the 
skids. 

Thank you. 

Chairman Thomas. The gentlewoman’s time has expired. 

Does the gentleman from California wish a second round? 
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Mr. Stark. Thank you, Mr. Chairman. 

Mr. Vladeck, did the President’s plan put any financial 
burdenpaying for that $124 billion on the beneficiaries? 

Mr. Vladeck. The President’s plan continues the proposal that 
was in his budget in January and in the extenders of keeping the 
part B premium at 25 percent. 

Mr. Stark. In other words, you did not add any financial bur- 
den — 

Mr. Vladeck. But other than that, there is no additional cost to 
beneficiaries in the President’s proposal. 

Mr. Stark. And what do you suppose the Republican plan adds 
to the burden? About $1,000 a year by the year. 2002, as we heard? 
Is that right? 

Mr. Vladeck. Again, that would be on average of a range of pos- 
sible proposals. 

Mr. Stark. Let me ask you this: Do you know — you were an offi- 
cial in the New Jersey government and, before that, ran a large 
hospital charity operation in New York. Do you know of any pri- 
vate insurance, fee-for-service, that would provide Medicare-style 
benefits that is available to people over 65 if they do not qualify 
for Medicare? Is anybody selling that today in the whole United 
States? 

Mr. Vladeck. Not that I am aware of. 

Mr. Stark. In other words, you give these folks a voucher. Is 
there any law on the books of the United States or any State that 
you know of that requires an insurer to sell a policy to any particu- 
lar individual? 

Mr. Vladeck. Several States now have laws that if they sell 
health insurance at all, they have to sell in the individual market, 
to any individual. 

Mr. Stark. If they sell it. But there is no law that requires an 
insurance company, that says you have got to sell this insurance 
or you go to jail? 

Mr. Vladeck. That is correct. 

Mr. Stark. They can pull out of the market. So, in effect, we 
could give all these vouchers to seniors, and as we sit here, there 
is no insurance company in the country that offers a policy that 
they could purchase. Is that not correct? 

Mr. Vladeck. That is correct. 

Mr. Stark. And there is no law of the land and never has been 
one that would require an insurance company to offer it. 

Mr. Vladeck. That is correct. 

Mr. Stark. Can you think of any circumstance under which you 
offer people a $5,000 voucher to purchase 6,000 or 7,000 dollars’ 
worth of benefits — I know that we often hear from my colleagues 
in the Majority about free enterprise. None of them ever had a job 
in free enterprise, but they all talked about it a lot. But for those 
of us who have occasionally worked, how would you sell something 
to people for $5,000 that costs $7,000 and win one of the Presi- 
dent’s awards for entrepreneurship? How would you do that? 

Mr. Vladeck. Mr. Stark, my particular concern is actually the 
opposite. I think at any price you set the voucher, there would be 
people in the marketplace who would exploit that price. Unless you 
had a very extensive regulatory system, there would be people who 
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would thrive in such a market by promising to provide 7,000 dol- 
lars’ worth of benefits for $5,000 — and, in fact, providing 3,000 dol- 
lars’ worth of benefits. And we have a lot of history of that in the 
history of managed care in both Medicare and Medicaid. 

Mr. Stark. We have that problem today, do we not, particularly 
in Florida 

Mr. Vladeck. Less in the past 

Mr. Stark. Less, but we have had it in California. 

Mr. Vladeck. Yes, sir. 

Mr. Stark. Pericles Celsus, $12 million they stole, and they are 
back in business. We have no Federal regulations that would pre- 
vent these scalawags from offering to take the $5,000 from my 
mother and only give her 3,000 dollars’ worth of benefits. There is 
no law now that would prevent that, is there? 

Mr. Vladeck. Well, once again, there is no actual voucher pro- 
posal, but we hear on the one hand that there would be all those 
sorts of consumer protections but that there would be no new bu- 
reaucracy or regulation. One of those two things cannot be so. 

Mr. Stark. Thank you. 

Chairman THOMAS. Does the gentleman from Washington want 
to do a followup? 

Mr. McDermott. Were there any of those consumer protections 
in the Medicare Select bill that went out of this Subcommittee? 

Mr. Vladeck. No, I do not believe so. 

Mr. McDermott. So they are talking about some consumer pro- 
tections they are going to cook up between now and the passage of 
the reconciliation bill, is what you are talking about? 

Mr. Vladeck. Again, according to those who have seen the draft 
that was attributed to the Majority of the Subcommittee, it enu- 
merates quite an extensive list of protections. 

Mr. McDermott. You mean there is a draft floating around 
somewhere? 

Mr. Vladeck. I only know what I read in the newspaper. 

Mr. McDermott. Would you please send a copy to my office? 

[Mr. Vladeck subsequently stated he had only seen the article 
and not any draft proposal. He stated this information did not 
originate with HCFA.] 

Chairman Thomas. Would the gentleman yield? Would the gen- 
tleman yield briefly? 

Mr. McDermott. Yes. 

Chairman THOMAS. The Chair has been relatively patient in 
some of the show going on here, and there may be somebody who 
walked in the room who now believes that Congress just passed a 
law for which there are no consumer protections. And, frankly. Dr. 
Vladeck, I think you just did a great disservice. Do we have any 
consumer protections in the basic Medigap law that is currently on 
the books? 

Mr. Vladeck. We have some limited consumer protections, yes, 
sir. 

Chairman 'Thomas. Some limited ones. Are you advocating that 
they be improved? Do you have suggested legislation in front of us 
to improve them? 

Mr. Vladeck. No, we have not suggested legislation. 
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Chairman Thomas. No, you do not. And will the Medicare Select 
legislation that the President signed have that same basic protec- 
tion that applies to all other Medigap programs applied to it? 

Mr. Vladeck. That is correct. 

Chairman Thomas. Thank you. 

Mr. McDermott. May I reclaim my time? 

Chairman Thomas. You certainly may. 

Mr. McDermott. Thank you. 

I wanted to ask you about another issue, and that is the inter- 
face between Medicare and Medicaid with respect to hospital reim- 
bursement, particularly rural hospitals. Some of the Members, be- 
fore you came in, were talking about the impacts. I would like the 
Subcommittee to understand what all these changes are going to 
do to rural hospitals, particularly, but also urban hospitals, as you 
see the machinations that are going on here. 

Mr. Vladeck. In general — and, of course, it varies very substan- 
tially from community to community, but, in general, rural hos- 
pitals receive more than one-half of their total revenues from a 
combination of Medicare and Medicaid. The proportion of folks who 
are privately insured in rural communities is lower than it is in 
urban communities, and rural populations tend to be somewhat 
older than the metropolitan area populations. So, in general, rural 
hospital are more dependent on Medicare and Medicaid between 
them than are other hospitals. Therefore, significant reductions in 
the amount of money flowing through Medicare and Medicaid 
would have a particularly severe effect on them. 

Mr. McDermott. If you figure that the Federal Government is 
going to spend 15 percent less in the Medicaid block grant to the 
States, where do you think a State — I mean, you operated in State 
government I think in New Jersey. 

Mr. Vladeck. Right. 

Mr. McDermott. What would be your guess about the segment 
of the Medicaid Program that would take the hit for the 15 per- 
cent? 

Mr. Vladeck. I think both the politics and the economics are 
that to reduce Medicaid outlays by that level, you have to signifi- 
cantly reduce the number of people you are covering. And I think 
in order to do that, most States would start with the top of the in- 
come distribution of the low-income mothers and kids, but they are 
not that expensive. So you would have to end up significantly cut- 
ting back on coverage, the supplemental coverage for the non- 
institutionalized elderly and for the non-State-responsibility dis- 
abled persons, the physically disabled and so forth. Those are ex- 
pensive populations, and those are the ones you would have to cut 
to meet the targets in the block grant. 

Mr. McDermott. You would cut those before you cut the nursing 
home program? 

Mr. Vladeck. My impression of the politics of Medicaid in most 
States is that nursing homes tend to do relatively better in both 
cutting and adding scenarios than do other beneficiaries or provid- 
ers of service. 

Mr. McDermott. So you are really talking about the least able 
to defend themselves, the mother and the child, of the working poor 
or the poorer families in this country? 
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Mr. Vladeck. I think they would be most at risk from a Medic- 
aid cut. 

Mr. McDermott. I had the feeling that you might have had 
some response to Mrs. Johnson’s last comments, and if you want 
to take 1 minute to respond to that, I would like to offer you that 
opportunity, because I think you ought to have your chance to say 
what your response was to that. 

Mr. Vladeck. Well, again, I think it is important to get the facts 
straight and to get the record straight here. And the fact is that 
I am not familiar with the particular problem in Connecticut, and 
we may well be having one. The program does not always work 
perfectly. But, in fact, over the last several years, since the fee 
schedule was put into place, the proportion and number of physi- 
cians seeing Medicare patients has increased. The proportion of the 
income of primary care doctors that is attributable to Medicare has 
increased. And the proportion of all physicians accepting Medicare 
assignment has increased. So while we do have problems in some 
parts of the country, the aggregate data is very, very clear that 
Medicare beneficiaries’ access to all physician services, including 
primary care services, has improved measurably over the last sev- 
eral years. 

Chairman Thomas. The gentleman’s time has expired. 

Mr. McDermott. Thank you. Thank you, Mr. Chairman. 

Chairman 'Thomas. Does the gentleman from Nevada wish to 
have a second round? 

Mr. Ensign. Thank you, Mr. Chairman. 

While I probably could go down and just play politics and say 
why does the administration feel that it needs to balance the budg- 
et in 10 years when during the campaign 5 years was necessary, 
we will not go down that road. 

Let me turn to something concrete. 

Mr. Vladeck. I thank you for not mentioning it. 

Mr. Ensign. No problem. No, seriously 

Chairman THOMAS. What was it that the gentleman did not men- 
tion? [Laughter.] 

Mr. Ensign. One of the problems that we have in the whole Med- 
icare system is the way the incentives are put in for hospitals and 
doctors is to spend a lot of money at the end of a person’s life. Now, 
granted, we know that the problem is that we are always looking 
retrospectively. We do not Imow that that is the last 60 days of a 
person’s life, but a lot of times we do. A lot of times we have — espe- 
cially physicians, you work in the field long enough, and you pretty 
much know when those last 60 days are. 

What are your and the administration’s ideas on changing the in- 
centives prospectively toward hospices? Because a lot of times, the 
money is spent when people would not even want that money spent 
on them. A lot of times their living will is with them, but their fam- 
ily members are not around to enforce the living will. I am talking 
about care they would not want done on themselves in the first 
place. 

Mr. Vladeck. I appreciate your raising that, sir, because it is an 
issue about which I feel very, very strongly. I frankly feel that 
these are kinds of issues that really transcend the economic consid- 
erations, whether they are public or private. 
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We have in the final stages a final regulation, implementing leg- 
islation that the Congress enacted about 4 or 5 years ago, I believe 
emanating from this Subcommittee, that is entitled “The Patient’s 
Self-Determination Act.” The legislation makes certain that all pa- 
tients in Medicare-certified hospitals are advised in appropriate 
ways about their right to have a living will, to make decisions 
about terminal care. It makes certain that hospitals have appro- 
priate procedures for educating patients and their families, and 
that there is community- wide education as well. 

It is my belief, and from your question, if I can imply that it is 
your belief, that if we really gave patients and families more con- 
trol over this decisionmaking process, they would make more ra- 
tional, humane, and often less expensive determinations than phy- 
sicians who, for a whole variety of legitimate reasons, tend to err 
on the side of too much service and too much technological inten- 
siveness and so forth. 

So we are very much committed to helping patients and their 
families be clearer about what they want, be more assertive about 
it, and have more control over terminal care. 

Mr. Ensign. Let me toss this out for discussion, because it is one 
of the reasons that I think, and you mentioned in your testimony, 
the administration is committed to this as well as the Republican 
Congress; that is, giving people more choice. That is the reason I 
think some of the people have tossed out the Federal Employees 
Health Plan. Can it be devised in such a way that one of the things 
they are doing when they are choosing plans is they are choosing 
that type of health coverage; that they can decide if they want all 
these heroic measures being done at the end of their life, that is 
one part of the plan the private sector could offer that as one of 
the options so that that choice is built in that they have made, and 
it is obvious because they made those choices up front. And maybe 
the beneficiaries could share in the benefits because maybe that is 
what allows them to have prescription drug coverage. 

Mr. Vladeck. In principle, the Medicare hospice benefit works 
that way. When someone has a diagnosis of being terminally ill 
with limited life expectancy, they choose palliative care and a dif- 
ferent package of benefits than they would had they not entered 
Medicare hospice. 

Now, some changes in the law and the program over the last sev- 
eral years have moved us away from that. But I would be con- 
cerned, sir, about people having the right to change their minds. 
We often tend to deny our own mortality. One may make an elec- 
tion at one point in life, and later find out that they are terminally 
ill and then be unsure they want to continue to live with their elec- 
tion. Morally or as a matter of public policy, I am not sure how pre- 
pared I would be to hold them to their decision and say. Look, you 
have been getting prescription benefits for 10 years, so you are out 
of luck in terms of heroic therapy. I am not sure I would be com- 
fortable with setting up choices in that regard. 

Mr. Ensign. Thank you for the extra time, Mr. Chairman, and 
it is just an issue that I think needs to be raised and we need to 
continue to work on, because it is such a large area of expenditures 
in the Medicare system. 

Thank you. 
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Mr. Vladeck. I will put in a plug. I have an article in the Jour- 
nal of the American Medical Association next month on this sub- 
ject. 

Chairman Thomas. The issue needs to be raised, it needs to be 
pursued, and it needs to be resolved. 

The gentleman from Michigan. 

Mr. Cardin. Maryland. 

Chairman Thomas. I apologize. I have been accustomed to Sandy 
down there. Sorry, Ben. 

The gentleman from Maryland. 

Mr. Cardin. Thank you, Mr. Chairman. 

Dr. Vladeck, one of the options that is being looked at to open 
up Medicare more to private insurance is to continue those individ- 
uals who become qualified for Medicare in their employer- 
sponsored plan. I know that you have looked at that. You have 
done some work with some of the larger employers to see whether 
there is interest among the employers to take on the responsibility 
of all of their retirees with some contractual arrangements with 
HCFA. And I am wondering whether you have any observations as 
to your discussions with large employers as to whether there is a. 
willingness to take on the total responsibility for their population 
over 65; how the Medicare beneficiaries are responding to the pros- 
pects of remaining in their employer-sponsored plans versus tradi- 
tional Medicare; and whether there has been any indication as to 
potential savings to the Federal treasury as a result of these ar- 
rangements. 

Mr. Vladeck. We have talked to a number of employers in a rel- 
atively preliminary way, and, frankly, their views are mixed. We 
have talked to two employers over the last 5 or 6 years very inten- 
sively in a process that got a lot of attention, I believe, in the late 
eighties. Both the Chrysler Corp. in conjunction with the UAW, 
and John Deere, also with the UAW, proposed the creation of a so- 
called Medicare-insured group in which we would treat their em- 
ployee benefit plan for their retirees as though it were a capitated 
managed care plan. 

We have been in negotiations with John Deere around such a 
plan to the present day and believe they are finally going to go for- 
ward on a very small and cautious basis. 

Several years ago, Chrysler concluded that the risks to them 
from an actuarial point of view of such an arrangement would be 
too great to justify potential savings they had initially hoped for 
and, therefore, discontinued the discussions with us. 

So I would say I think it depends. It depends on the nature of 
the retiree benefits now being offered. It depends on how the em- 
ployer feels about what kind of deal they are getting from their 
health plan. It depends on the ratio of retirees to workers and 
where they are located — a set of issues. I think you will find some 
continuing interest from employers and the opportunity to provide 
some real benefit to beneficiaries in the process. But I do not think 
it will be anywhere near a universal response even from the largest 
and most sophisticated employers. And one of the things we would 
like to work with you on is to provide that option, again, as a vol- 
untary one for both the employer and the retiree, and see how 
many taJcers we can get. 
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Mr. Cardin. Well, if it is maintained as a voluntary option — I 
understand the political difficulty of an 5 dhing other than a vol- 
untary — don’t you run the risk of the adverse selection problems or 
the risk that the employer will tiy^ to pawn off on the Federal Gov- 
ernment their highest cost beneficiaries, therefore taking the best 
of both possible worlds from the private sector but the worst from 
the government sector? 

Mr. Vladeck. You do run that risk, although I think there are 
ways to accommodate it. But, again, I think the ways in which you 
accommodate it may reduce the attractiveness to some of the em- 
ployers. 

I hate to respond in this way, sir, but the basic answer is that 
it is very complicated and different employers feel differently. 

Mr. Cardin. Do you think you will save money for the Federal 
Government? 

Mr. Vladeck. Not in significant amounts. 

Mr. Cardin. Thank you, Mr. Chairman. 

Chairman Thomas. I would tell the gentleman that that line of 
questioning is an interesting one, and obviously it would be a vol- 
untary one with complete protection on an all-or-nothing arrange- 
ment. But in pursuing that, we found, frankly, some very positive 
discussed with labor unions, especially the Taft-Hartley labor 
unions that already have the employer’s dollars by which they 
structure their plans. They find this is a relatively attractive one 
for the union family, especially since many of the labor contracts 
have retirement at 55 now. And I think we can probably on a vol- 
unteer basis draft some programs that would be modest initially, 
but I think perhaps have some long-term benefits not only from 
employers but from union health plans as well. 

Mr. Vladeck. And, if I may, Mr. Chairman, we, in fact, find 
more enthusiasm for these sorts of ideas among the unions, and we 
are in discussions both with Amalgamated Life Insurance, an affili- 
ate of what used to be the Amalgamated Clothing Workers that 
also goes back many years, and more recent discussions initiated 
by the Joint States Welfare Plan of the Teamsters. So we do think 
there is some interest in the multiemployer union plans, and we 
are pursuing it and would be interested in continuing to explore it. 

Chairman Thomas. I thank the gentleman. And I guess people 
are through, so I can ask some questions. 

Mr. Cardin. Mr. Chairman, before you do that, could I just ex- 
plain the reasons why several Members of our Subcommittee will 
not be here? Three of the Members of the Subcommittee serve also 
on the Ethics Committee, which will be meeting shortly, and we 
are required to be at the Ethics Committee. Mr. Thomas does not 
require us to be at this Subcommittee. I particularly want to apolo- 
gize to Dr. Bennett, who will be on the next panel, from Johns Hop- 
kins, and also Dr. Foreman, who was previously from Maryland, 
for why I cannot personally be here to listen to their testimony, but 
our st^s are present. 

Thank you, Mr. Chairman. 

Chairman Thomas. Certainly. The testimony is made a part of 
the record, and we do utilize the information as we move forward 
in trying to craft a strategy to preserve and strengthen Medicare. 
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Earlier, the gentleman from California made a statement: There 
is nothing new in this business. You spent some pages, Dr. 
Vladeck, explaining some of the things that you are doing. Is any 
of this new? 

Mr. Vladeck. We believe it is, but none of it is scored for sav- 
ings, sir. 

Chairman Thomas. Well, if we relied in terms of the scoring to 
define what we should be doing in terms of new, we would not do 
anything. 

I am concerned that people do not believe and have a mental set 
going into the solution for Medicare that there is nothing new. Ap- 
parently, they are not paying attention to what is going on in the 
private sector, and I thought the dialog here, although you may 
have been pursuing employers for some time, based upon what we 
may do with incremental health reform in other areas, might, in 
fact, increase the comfort level of some employers. Because, frank- 
ly, what I have heard from them was that they were scared to 
death that we would get them into the retiree business and then 
walk away from them and then have them hold the bag in terms 
of risk. And I said. Well, based upon some of my experience, that 
may, in fact, be a real worry. And so to the degree that we can cre- 
ate a structure which alleviates some of those concerns, I think we 
have perhaps a greater opportunity to move forward. 

Dr. Vladeck, in your busy schedule, did you get a chance to see 
the editorial page of the Washington Post this morning? 

Mr. Vladeck. I did. 

Chairman Thomas. You did. And so you saw the editorial enti- 
tled “Medicare As We Know It.” The last paragraph says. 

But Medicare as we know it is too costly to be sustained, and the problem will 
only grow worse as the baby boomers begin to retire in the next century. The Re- 
publicans are right that it has to be restructured. The questions are how drastically, 
at whose expense, and how. Vouchers will not magically solve the problem all by 
themselves. They can’t. But they might be part of a tolerable solution. The idea de- 
serves some thought. 

It is focusing on the whole question of vouchers. Obviously, to a 
great extent, the discussion here was over the vouchers. 

As a matter of fact, in your testimony you discuss — and this is 
the question I want to ask you, Mr. Vladeck. In your testimony, 
you used a phrase, “In short, the choice beneficiaries would face 
under the Republican voucher plan . . . .” That is in your written 
testimony. It was reviewed by the administration officials. It is 
your official testimony characterizing the Republican voucher plan. 
And yet just 1 minute ago, in your exchange with the gentleman 
from California, you admitted there is no actual voucher program. 

Now, was that just a moment of candor on your part, or was your 
written statement a true reflection of your belief about whether or 
not there is a Republican voucher plan? 

Mr. Vladeck. Well, I think without getting into semantics, sir, 
the reason for the phrasing of my statement earlier was my under- 
standing of some of the dialog that occurred in one of your sister 
Committees on Tuesday with one of my colleagues. A document 
that has been widely circulated as a staff draft was disavowed by 
many of the Members of the Majority. And we both, based on press 
reports and other sources of information, had reason to believe it 
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was being still talked about by Majority staff. The Majority has 
since advised in other settings that this was not their plan. So to 
the extent that the timing of a written statement predates this and 
to the extent that, in fact, you and your colleagues are prepared to 
say that you do not, in fact, have a plan, then I would, in fact, cor- 
rect the record. 

Chairman Thomas. If the gentleman had looked at any purloined 
materials, I think he would have realized — and he certainly could 
not have gotten it from reading Washington Post stories over it — 
that, in fact, that was salted constantly with phrases like “alter- 
natives A, B, C,” and “options 1, 2, 3, 4,” and that an entire pano- 
ply — in fact, the universe of suggested topics were part of that pro- 
gram. The stories do not talk about options or alternatives. They 
invariably take the largest or the worst possible scenario and paint 
that as “a Republican plan.” And yet at the same time a reporter 
is playing those kinds of games, the Washington Post is writing an 
editorial that says we ought to at least take a look at it. 

Now, I will assure you there is no plan, notwithstanding your 
statement and then your attempt to trash it based upon assump- 
tions which were not in the plan and options which were not con- 
tained in — and your certainly heard the response of the gentle- 
woman from Connecticut about her concerns in couching any struc- 
ture and that it serves no useful purpose in trying to solve the 
problem that is in front of us by carrying on the kind of political 
dialog. 

Are we looking at every possible option to make sure that Medi- 
care does not go bankrupt? You bet we are. We would be irrespon- 
sible if we did not. Does that mean that that is what we are plac- 
ing in front of the Congress tomorrow? Of course not. Have we 
ended the hearings in terms of trying to get ideas about how to 
solve this problem in front of us? No. And yet you folks decide to 
take the valuable time that we have here playing the kind of cute 
games that you play when you knew there were consumer protec- 
tions in the law under the Medigap provision; the Medicare Select 
is in addition to the 10 Medigap proposals. 

Now, that does not get us an 5 where in trying to resolve the prob- 
lem in front of us. 

In your exchange with the gentleman from California about the 
condition that the trust fund is in vis-a-vis earlier periods, and 
your representation that the trust fund has been in trouble in pre- 
vious periods much more so than currently, in those previous peri- 
ods had the cap on pa 3 T'oll been removed? In fact, when was the 
cap on payroll deductions for the part A trust fund removed. Dr. 
Vladeck? 

Mr. Vladeck. I believe it was removed in OBRA 1993, sir. 

Chairman Thomas. In OBRA 1993, the cap on payroll was re- 
moved. So in previous years, the way in which you partially re- 
solved the trust fund dilemma was to up the dollar amounts that 
people had to pay on payroll deduction into the trust fund? 

Mr. Vladeck. May I note for the record, sir, that every Repub- 
lican in the House of Representatives voted against that change in 
OBRA 1993. 
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Chairman Thomas. I appreciate that very much, because I think 
it is very important as we go along, and I really do appreciate your 
underscoring that. 

Now, back to the question. Was one of the ways in which you 
saved the trust fund from impending bankruptcy increasing the 
amount of income that people were required to deduct for payroll 
deduction into the part A trust fund? 

Mr. VladECK. That was done on a number of occasions, yes, sir. 

Chairman Thomas. Can we do it any more? 

Mr. Vladeck. No, we cannot. 

Chairman Thomas. No. And when was that done? In 1993. You 
have exhausted that option, which was available earlier to do these 
short-term increased-tax approaches to saving Medicare. 

Anything else done in OBRA 1993 to mafo adjustments on the 
Medicare Trust Fund? 

Mr. Vladeck. Yes, there were some reductions in increases in 
payment rates to part A providers. 

Chairman Thomas. About how much was that? 

Mr. Vladeck. I honestly do not recall the number. 

Chairman Thomas. $55.8 billion, revisions 

Mr. Vladeck. That included the B providers. 

Chairman Thomas. $55.8 billion. 

Now, the President submitted a 1996 budget. Were there adjust- 
ments on Medicare in the 1996 budget? 

Mr. Vladeck. No, there were no further adjustments — other 
than extenders of current law. 

Chairman Thomas. There were $10.9 billion of doing what? 

Mr. Vladeck. Of extensions of what would be expiring authori- 
ties. 

Chairman Thomas. You are going to have to explain that a little 
bit. You mean there were reductions already in place that were 
going to expire? 

Mr. Vladeck. That is correct. 

Chairman Thomas. Suggested dates. 

Mr. Vladeck. Pardon? 

Chairman Thomas. What were the suggested dates? When were 
they going to expire? 

Mr. Vladeck. They will expire at the end of fiscal year 1995 un- 
less Congress extends them. 

Chairman Thomas. And so instead of coming up with new reduc- 
tions that were available, basically your arsenal was reduced to 
taking things that were going to stop and extending the date at 
which they continued. So we do not have the payroll-upping proce- 
dure anymore. That cap has completely been blown. You have now 
decided you think you can balance the budget. You do believe it is 
over 10 years, and you do believe there are changes that need to 
be made in Medicare. But in the 1996 budget, what you offered 
were simply extensions of decisions that had b^een made earlier. 

Frankly, one of the reasons we are in the problem we are in is 
because all of the easy decisions have already been made. In the 
mideighties and in the early nineties, including OBRA 1993, you 
folks continued to do what used to save Medicare. That is whack, 
cut back, modify, squeeze providers. And in your 1996 budget you 
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pretty well admit you cannot keep doing that anymore. All you did 
was extend current law. 

Now you have decided that maybe you can go back in and whack 
providers if you need some kind of a model to offset the apparently 
attractive position that the Republicans have advocated that maybe 
we ought to balance the budget and maybe we ought to save the 
trust fund. And one of the things that concerns me very much as 
we try to go forward to save this trust fund is to make the kinds 
of statements that you make out of context; that, Gee, this is no 
different than any other period in terms of the Medicare Trust 
Fund being threatened because we have had serious conditions in 
the past and we have always rectified them. 

Isn’t it true that we have far fewer weapons that have been used 
in the past in our arsenal to deal with the current crisis? Is that 
a fair statement? 

Mr. Vladeck. I think it is fair to say we have one less weapon 
in our arsenal. 

Chairman Thomas. And what is that? 

Mr. Vladeck. We can no longer raise the wage ceiling on the HI 
tax because we have removed the ceiling. Other than that, nothing 
that has been done in the past in principle, in general form, to 
strengthen the trust fund could not be done again. 

Chairman THOMAS. Except that we have a number of current re- 
ductions in the law that all you can do is extent them. And that 
certainly is not, in my opinion, a substitute for a solid policy to 
rethink the system. 

Mr. Vladeck. Mr. Chairmam, the President has laid out the 
shape of a proposal that would extend the life of the trust fund sev- 
eral more years. Our concern about this argument is that, as far 
as we are given to understand, none of the options that have been 
talked about by the Majority in implementing the budget resolution 
dedicate all of the savings to the trust fund. In fact, we have heard 
numbers anywhere from one-third to two-thirds of the $270 billion 
outlay reduction is coming on the part B side or the premium side 
and doing the trust fund no good whatsoever. 

So we think there is a long history that raises questions about 
whether anyone is prepared to have an apolitical discussion of the 
future of the trust fund. We do not envision ourselves at the mo- 
ment of being in the circumstances where the Majority has had a 
straightforward discussion of these issues either because it is clear 
you do not need $270 billion in savings to keep the trust fund going 
through the next decade or through the budget window. And it is 
also clear that even $270 billion in savings will not put the trust 
fund on a long-term, sound actuarial basis. 

Chairman Thomas. If what we are doing will not put the trust 
fund on a sound actuarial basis long term, what is the President 
doing since his objective and the numbers that you stated are far 
less than ours? 

So you would characterize it as what? 

Mr. Vladeck. We believe that the prudent course of action is to 
adopt a set of measures that will keep the trust fund solvent for 
the next 10 years which ought to be enough time for cooler heads 
to prevail and for us to have some long-term, serious, scholarly dis- 
cussion. 
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Chairman Thomas. And that is why it is pnident, but ours is 
not? 

Mr. Vladeck. Pardon? 

Chairman Thomas. You just characterized what we were trying 
to do as not enough money to save the trust fund for the long term. 
Everyone knows, who is tiying to carry on a rational discussion 
about the Medicare Trust Fund, that by 2012, 2013, and certainly 
by 2015 because of the demographic problem of the baby boomers 
coming along, we have to make some fundamental changes. Some- 
body has to start looking at the long-term problems. That is the 
question of age and the question of trying to open up the Medicare 
Trust Fund. 

What you have suggested the President is doing in a prudent 
way is to buy a few more months. And I think what that does is 
get you by November 1996. And, frankly, I think the American peo- 
ple are a little tired of Band-Aid approaches that buy a few more 
months that you say gets you out into the years when cooler heads 
will prevail. 

All your plan does is buy a few months. And if you want to say 
it is a couple of years, you are certainly privileged to say that be- 
cause 24 months is a couple of years and that we have not fun- 
damentally addressed the problem. 

It seems to me that we have an opportunity to lay the ground- 
work to fix Medicare through that next real crunch which is about 
2012. Are you interested in really going to work to solve this first 
wave problem of Medicare to 2012, or are you interested in a few 
little gimmicks that gets you by the election which allow you to say 
that you can push Medicare along until 2004, 2005, depending? 

Mr. Vladeck. Mr. Chairman, it is not the leader or my party or 
peiid political advertising supported by my party that says that 
$270 billion in cuts are necessary to save the trust fund. 

No Democrat of whom I am aware in the executive branch or in 
the legislative branch has claimed that any level of proposed sav- 
ings this year are necessary to save the trust fund. That is an as- 
sertion the Majority has been making, sir. 

Chairman THOMAS. Medicare is not just the part A trust fund. 
I have used the term. Medicare. Medicare is part A and part B. 
Currently what do beneficiaries pay per month for their premium? 

Mr. Vladeck. Approximately $46. 

Chairman THOMAS. That is $46.10 and everyone pays that same 
amount, correct? 

Mr. Vladeck. Essentially, yes, sir. 

Chairman Thomas. And, in fact, you brag about that on the first 
page of your testimony, do you not, that it is available to all Ameri- 
cans no matter how rich or poor. So that there are millionaires 
today who are retired who are subsidized by young taxpayers try- 
ing to make a living to feed, clothe, and house their family, is that 
not correct? 

Mr. Vladeck. It depends on what they are paying in income 
taxes, sir. 

Chairman Thomas. Who? 

Mr. Vladeck. Those retired millionaires. 

Chairman Thomas. Regardless of what they pay in income taxes, 
are they being subsidized? 
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Mr. Vladeck. Their health care is being subsidized, yes, sir. 

Chairman Thomas. And, yet, you, in later pages, t^k about the 
wealthy in a very derogatory way. You brag about the fact that you 
cover the rich, in one sense, and you criticize, in terms of the 
wealthy, in another. I think that is interesting. 

In addition to that you use the term ironic. To try to get you to 
understand how frustrating it is as we are moving forward to deal 
with the problem that the previous Majority simply ignored, except 
by raising taxes, principally, at the bottom of the page you talk 
about, in fact, the Republican Medicare restructuring document 
seems to acknowledge this by directing the Secretary to regulate 
the type of behavior in numerous instances throughout the docu- 
ment. 

This is ironic. Not hopeful. Not encouraging. Not reassuring in 
terms of us being responsible, understanding the inner workings of 
this operation and taking into consideration the need to deal with 
this, but you see it as ironic. 

Do you believe if we move forward in some of these changes in 
a responsible way that we are, in fact, going to have to deal with 
those issues that you have indicated apparently were dealt with in 
a document that you characterize as a Republican one? 

Mr. Vladeck. Absolutely. 

Chairman THOMAS. Then why is that ironic? 

Mr. Vladeck. Well, for those of us who sat here over the last 2 
years being accused of creating all sorts of new bureaucratic inter- 
ventions and regulations in the private market as a part of health 
care reform, we find it ironic. We believe that in order to make a 
real voucher system work fairly for the majority of beneficiaries, 
one would have to create many of the interventions in the insur- 
ance market precisely of the sort for which we were so roundly 
criticized when we suggested them as a part of health care reform. 

Chairman Thomas. So you do 

Mr. Vladeck. And that I find ironic. 

Chairman Thomas [continuing]. Believe that we can have a 
voucher system that works? 

Mr. Vladeck. I believe that in order to have a voucher system 
that works, you would require a level of regulation and bureauc- 
racy that is so extensive that folks who criticized the Health Secu- 
rity Act’s alliances would find very ironic, because it would be even 
more expensive than what we laid out there. 

Chairman Thomas. Is it worth the effort to try to see if we can 
put something together that works? 

Mr. Vladeck. I believe that the fundamental principle of putting 
the beneficiary at risk for growth in the cost of services and 

Chairman THOMAS. I guess you did not hear the gentlewoman 
from Connecticut in her response to you in which she got rather 
emotional because, frankly you did not listen to her then. She said 
we are not going to do that, but you choose not to hear the words. 

Mr. Vladeck. Mr. Chairman, if you have to hit a target of $270 
billion in savings, you have to do that. That is what the budget 
analyses, that is what the CBO numbers show. A voucher indexed 
to produce 270 billion dollars’ worth of savings, with what CBO 
projects to be the increased costs of medical care, will not maintain 
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the same package of benefits at the same level of out-of-pocket li- 
abilities. It just will not do it, sir. 

Chairman Thomas. I appreciate your attitude and willingness to 
move forward with the changes that are necessary in Medicare. It 
is really ironic to find out that even the Washington Post thinks 
that what we are doing is something that is worthwhile and ought 
to go forward because when you are down to looking for editorial 
support from the Washington Post you have gone a long way. But 
I think it is ironic and I really would like to have you folk work 
with us. 

It is difficult when the administration leaks stuff, and it makes 
it even more difficult to tiy do to a job when, in fact, we have had 
assurances that that sort of thing was not going to go on. 

My problem is that if you are down to going back to the old solu- 
tion of raising taxes, now you have got to raise the basic deduction 
amount two to three times, CBO tells us, that is certainly unac- 
ceptable and this Majority is not going to do it. 

If you keep the old fee-for-service and continue to repeat the 
mantra that you have got the fee-for-service and that if you ex- 
trapolate off a fee-for-service base you cannot do any of the things 
you are doing without getting into a new conceptual framework 
about taking what is outside, turning HCFA, in fact, inside out, 
and having some of these changes come in with a full understand- 
ing that the profile of the beneficiaries in the Medicare Program 
are different from the outside, that does not mean we cannot move 
forward with some changes. 

I was pleased with the interchange between the gentleman from 
Maryland and the Administrator of HCFA about the ongoing pur- 
suit for new and novel approaches like employers and unions. 
Frankly, I think we are going to have to look at all of these ap- 
proaches and, of course, we have been criticized because we actu- 
ally are circulating materials from outside organizations, from peo- 
ple within the Congress looking at a lot of different alternatives. 

The goal is not to focus on those alternatives that, perhaps, best 
achieve solving the problem of Medicare. Apparently your job, Mr. 
Vladeck, I do not know if you relish it or not — Dr. "^adeck, excuse 
me — is to focus on what you indicate in your written statement as 
a Republican plan and then create a whole series of suggested 
nightmares wldch will lead to the inevitable result of a failed and 
collapsed system with seniors handed a voucher, shoved out into 
the cold and that this is, of course, an approach that is unaccept- 
able. 

That does not really help us solve the problem in front of us. I 
look forward to the time when either privately or otherwise we can 
sit down and carry on a little more of this conversation. Because 
Republicans want to change the program; they believe there is a 
need to change the program. Even the Washington Post thinks we 
need to restructure Medicare and I would very much like your help 
in restructuring. 

And if you are not willing to do it in the brief time you have left 
in this administration, we will work with the new administration. 

Mr. Vladeck. We look forward to seeing your plan and working 
on it, sir. 
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Chairman Thomas. We look forward to having you come as the 
people who are currently charged fiduciarily with running Medi- 
care to put something specific on the table if you do not like what 
we have offered. That is the American way of doing business. 

Mr. Vladeck. We look forward to that. 

Chairman Thomas. Thank you, very much. 

Mr. Houghton [presiding]. We would like our next panel to come 
forward. Susan Zagame, Dr. Wood, Mr. Van Etten, and Dr. Ben- 
nett. 

All right, we have a little shift in chairmanship here on a tem- 
porary basis. I am delighted you are here. I am going to refer to 
you all as doctors, because I am not sure of Mr. Van Etten or Ms. 
Zagame are. 

So, Dr. Zagame, would you please commence your testimony. 

STATEMENT OF SUSAN K. ZAGAME, VICE PRESIDENT FOR PAY- 
MENT AND HEALTH CARE DELIVERY, HEALTH INDUSTRY 

MANUFACTURERS ASSOCIATION 

Ms. Zagame. Thank you, very much, Mr. Chairman. 

My name is Susan Zagame. I am not a doctor, I am a lawyer, 
however. And I am also the vice president for Payment and Health 
Care Delivery at HIMA, the Health Industpr Manufacturers Asso- 
ciation. HIMA also will be submitting additional written comments 
for the record on Medicare restructuring issues. 

What I would like to address in my testimony today is, however, 
the importance of restoring Medicare coverage for items and serv- 
ices provided as part of a medical device clinical trial and urge pas- 
sage of H.R. 1744, the Advanced Medical Device Access Assurance 
Act of 1995. 

This legislation addresses questions that have been raised about 
Medicare coverage for medical device clinical trials by making it 
clear that HCFA has the authority to pay for this treatment. If en- 
acted, this bill would help to ensure that Medicare patients have 
the same access to new technologies as all other patients and it is 
budget neutral. 

At a time when there are so many important and complex chal- 
lenges surrounding Medicare, not the least of which is proper re- 
structuring, we appreciate the focused leadership and foresight 
that you and Chairman Thomas have brought to this issue. Both 
H.R. 1744 and its Senate companion, S. 955, enjoy remarkably 
broad bipartisan support. HIMA supports their immediate consid- 
eration and enactment. 

Let me say briefly a word about who we are and who we rep- 
resent. We are a Washington, DC, based national trade association 
representing more than 700 manufacturers of medical devices, di- 
agnostic products, and health information systems. Our members 
manufacture more than 90 percent of the nearly $50 billion in an- 
nual domestic sales of health care technology products. 

I would like to take a moment to dispel one of the prevalent 
m 3 ^hs about our industry which is that device manufacturers are 
mainly large corporations. In fact, the opposite is true. Of the 
11,000 firms in the medical device industry, nearly 80 percent are 
smaller firms with annual revenues of less than $20 million who 
generally have fewer than 50 employees. 
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Much of the early stage research and development of medical 
technologies is conducted at thousands of small companies scat- 
tered across the country. Medical device innovation is an incremen- 
tal process, typically involving numerous successive generations of 
product development each requiring clinical trials. 

The cost of the device, itself, as well as the associated health care 
services can be substantial for an individual patient. Reco^izing 
the unique economies of an industry of mostly small companies the 
Food and Drug Administration, by regulation, allows device manu- 
facturers to recover manufacturing, research, development, and 
handling costs for investigational devices with an approved inves- 
tigational device exemption known as an IDE. 

I think this current practice to deny Medicare reimbursement for 
all investigational techmologies has caused some of the Nation’s top 
research centers to terminate studies using medical devices and is 
doing serious damage to this industry’s competitiveness. 

A very important study, released last month, conducted by the 
Wilkerson Group indicated that patients over 65 years of age are 
currently being denied access to new products and therapies be- 
cause of HCFA’s restrictive payment policy. And 7 1 companies that 
were surveyed reported that clinical trials had been suspended by 
hospitals due to Medicare’s refusal to reimburse providers for care 
when investigational devices are used. 

Of these companies, 40 percent reacted by limiting clinical trials 
to non-Medicare patients, thereby, depriving the elderly of access 
to the latest technologies; 59 percent moved projects or clinical 
trials overseas; 57 percent said they planned to move future trials 
overseas; and 67 percent of the cardiovascular companies that have 
had clinical trials suspended as a result of Medicare practices said 
they are moving research projects or clinical trials overseas as a re- 
sult of these practices. 

Mr. Chairman, I do have some more data in my testimony with 
regard to all of the very rigorous requirements that FDA imposes 
upon manufacturers as part of the process. I would like to point out 
the Medicare statute already gives HCFA the authority to pay for 
these types of devices and says only that there shall not be a reim- 
bursement for services that are not reasonable or necessary. 

It is out understanding that HCFA is exploring ways in which 
it can modify its practices. We believe that H.R. 1744 and S. 955 
must be enacted so that there be no doubt, at all, that Congress 
intends HCFA to exercise its broad authority to pay for clinical 
trials. 

As Gail Wilensky, Chair of the Physician Payment Review Com- 
mission stated, “This policy question requires only a relatively 
minor modification to fix Medicare payment practices.” 

In conclusion, we enthusiastically urge the enactment of H.R. 
1744 during this session. It would restore access to important new 
and improved technologies for Medicare patients, would remove a 
significant barrier to the American medical device industry’s ability 
to remain competitive. 

HIMA, Mr. Chairman, respectfully requests that the Subcommit- 
tee recommend approval of this legislation. 

Thank you, and I would be happy to answer any questions. 

[The prepared statement follows:] 
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TESTIMONY BEFORE 
THE SUBCOMMITTEE ON HEALTH 
COMMITTEE ON WAYS AND MEANS 
U.S. HOUSE OF REPRESENTATIVES 


by 

Susan K. Zagame 
Vice lYesident 

Payment and Healtb Care Deliveiy 
Health Industry Manufacturers Association 

July 20, 1995 


Mr. Chairman, my name is Susan K. Zagame, and I am Vice President, Payment 
and Health Care Deliveiy of the Health Industry Manufacturers Association (HIMA). 

I am gratefVil for the opportunity to testily here today to reinforce the importance 
of restoring Medicare coverage for items and services provided as part of a medical 
device clinical trial and urge passage of your bill, H.R. 1744, die "Advanced Medical 
Device Access Assurance Act of 1995." 

Your legislation addresses questions that have been raised about Medicare 
coverage for medical device clinical trials by making it clear that the Health Care 
Financing Administratioo (HCFA) has the authority to pay for this treatment. If 
enacted, your bill would help to ensure diat Medicare patients have the same access to 
new technologies as all other patients. And it is budget neutral. 

At a time when there are so many important and complex challenges 
suiToimding Medicate, not the least of which is proper restructuring, we appreciate the 
focus, leadership, and foresight you have brought to this issue. Bodi H.R. 1 744 and its 
Smate companion, S. 955, enjoy remarkably broad bipartisan support. HIMA supports 
their immediate considoation and enactment. 

The Medical Technology Industry 

Let me say a word about who we are and who we rqrresent. HIMA is a 
Washington, D.C.-based national trade association representing more than 700 
manufacturers of medical devices, diagnostic products, and health information systems. 
HIMA's members manufacture more than 90 percent of the nearly S50 billion in «ntiii«l 
domestic sales of health care technology products. 

I would like to dispel one of die prevalent myths about our industry, which is 
that device manufacturers are mainl y large corporations. In fact, the opposite is true. 

Of the 1 1,000 firms in the medical device industry, nearly 80 percent are smaller firms 
with annual revenues of less than S20 milli on who generally have fewer than 50 
employees. Much of the early stage research and development of medical technologies 
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is conducted at thousands of small companies scattered across the country. 

Medical device innovation is an incremental process typically involving 
numerous successive generations of product development, each requiring clinical trials. 
The cost of the investigational device itself, as well as the associated health care 
services, can be substantial for an individual patient. Recognizing the unique 
economies of an industry of mostly small companies, the Food and Drug 
Administration (FDA), by regulation, allows device manufacturers to "recover 
manufacturing, research, development, and handling costs." 

HCFA's current practice to deny Medicare reimbursement for all investigational 
technologies (i.e. devices that have received an Investigational Device Exemption 
(IDE) from the FDA) has caused some of the nation's top research centers to terminate 
studies using medical devices, thereby denying patients' access, and is doing serious 
damage to this industry's competitiveness. 

A study released last month, conducted by The Wilkerson Group, Inc., indicated 
that patients over 6S years of age are currently being denied access to new products 
and therapies because of HCFA's restrictive payment policy. 

• Seventy-one companies surveyed reported that clinical trials had been 
suspended by hospitals due to Medicare's refrisal to reimburse providers 
for care when investigational devices are used. Of these companies: 

•• Forty percent had reacted by limiting clinical trials to non- 

Medicare patients, thereby depriving the elderly of access to the 
latest technology. 

•• Fifry-nine percent had moved projects or clinical trials overseas. 

•• Fifty-seven percent said they plan to move future trials overseas. 

•• Sixty-seven percent of the cardiovascular companies that have had 
clinical trials suspended as a result of Medicare practices said they 
are moving research projects or clinical trials overseas as a result 
of these practices, since they effectively exclude people 65 and 
over — a necessary patient population — from companies' FDA data 
gathering. 

Clinical Triab 

Patients participating in clinical trials authorized under the Federal Food, Drug 
and Cosmetic Act receive a very high level of care because human testing protocols 
require that patients be monitored more carefully and more frequently than those 
patients not involved in clinical trials. During the entire process from medical device 
design through preclinical laboratory testing to clinical testing in humans, the medical 
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device manufacturer, the clinical investigators who oversee the clinical trials, and the 
Institutional Review Boards (IRBs) are subject to numerous regulations and procedures 
to assure patient safety, such as: 

• Pre-clinical testing - Prior to receiving IDE approval from the FDA, 
products must be rigorously tested in the laboratory. This draws the 
distinctioa between what is investigalional versus what is truly 
experimental . 

• Facility controls - Approved IDE products must be authorized by the 
hospital's IRB, which oversees die way in which the device is being used, 
with special attention paid to controls on patient safety and welfare. 

• Physician qualifications - Only certain physicians are authotized to use 
products subject to an approved IDE and then are limited to specified 
protocols. 

• Informed consent • Patients chosen to be diagnosed or treated with the 
investigational device must give their full consent to participate in a 
clinical trial. 

All of these protections are in addition to Medicare's requirements that ensure 
that services are reasonable and necessary. 

Medicare Ooverayc 

IjlCFA already has the authority to pay for services provided as part of a medical 
device cliiucal trial. The Medicare statute simply states that no payment may be made 
under Parts A or B for any expenses for items or services that are not "reasonable and 
necessary" for die diagnosis or treatment of illness or injury. There is no statutory or 
regulatory language that impels HCFA to deny coverage, on a wholesale basis, for any 
procedure performed in any setting solely because an investigational device is used. In 
fact, HCFA traditionally paid for such services until June of 1994 when an HHS Office 
of Inspector General (OIG) investigation drew attention to the unclear policy. 

Today HCFA denies payment for all services solely on the grounds that a device 
under an IDE was involved. Even if the patient, his or her physician, and the medical 
institution seek treatment with a device in a clinical trial, and all the appropriate FDA 
guidelines are followed. Medicare now flatly denies coverage without exception. 
Several major research institutions decided to stop participating in device clinical trials 
for Medicare patients with a few stopping trials for all patients as a result of this strict 
interpretation. 

It is our understanding that HCFA is exploring ways in which it can modify its 
practice. HIMA believes tiiat H.R. 1744 and S. 9S5 must be enacted so that there is no 
doubt that Congress intends HCFA to exra'cise its broad authority to pay for clinical 
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trial^. As Gail Wilensky, chair of the Physician Payment Review Commission stated 
''during its June 14 meeting, diis policy question requires only a "relatively minor 
modification" to fix Medicare payment practices. 

"The Medical Device Access Assurance Act of 1995" 

In conclusion, we endiusiastically urge the enactment of H.R. 1744 during this 
session. It would restore access to important new and improved technologies for 
Medicare patients. It would remove a significant barrier to the American medical 
device industry's ability to r emain competitive. Provider, patient, and industry groups 
all support your bill. In its 1995 Annual Report to Congress, PPRC recommended dial 
Medicare should pay for FDA-approved clinical trials. It has been scored budget 
neutral by die Congressional Budget Office (CBO). It enjoys bipartisan coqtonsorship 
in both the House and Soiate. 

The Health Industry Manufacturers Association supports H.R. 1744, Mr. 
Chairman, and respectfully requests that the Subcommittee recommend its approval. 
Thank you. I would be htqipy to answer any questions. 
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Mr. Houghton. Thank you, very much, Ms. Zagame. 

Dr. Wood. 

STATEMENT OF DOUGLAS L. WOOD, D.O., PH.D., CHAIRMAN- 

ELECT, BOARD OF GOVERNORS, AMERICAN ASSOCIATION 

OF COLLEGES OF OSTEOPATHIC MEDICINE 

Mr. Wood. Thank you, Mr. Chairman. 

Mr. Chairman, I would like to very briefly summarize my re- 
marks and submit my full written statement for the record. 

Mr. Chairman, and Members of the House Ways and Means Sub- 
committee on Health, my name is Douglas L. Wood, D.O., Ph.D., 
and I am chairman-elect of the Board of Governors of the American 
Association of Colleges of Osteopathic Medicine, which I will refer 
to as AACOM. And for the past 5 years I have been dean of the 
College of Osteopathic Medicine at Michigan State University. 

On behalf of the 16 colleges of osteopathic medicine which are 
members of AACOM, I appreciate the opportunity to present our 
views regarding Medicare funding of graduate medical education 
which I will refer to as GME. 

AACOM supports all congressional initiatives that both assure 
the provision of the best health care in a cost-effective delivery sys- 
tem, and that maintain the capacity to educate outstanding practi- 
tioners to provide these cost-effective services at a level of quality 
that the American public expects and deserves. 

We recognize the responsibility of the Subcommittee to examine 
the Medicare Program and GME with an eye toward increasing fis- 
cal responsibility. However, Congress must also develop a reason- 
able health care work force policy while achieving dollar savings. 
We believe the recommendations of AACOM are entirely consistent 
with these objectives and with the recommendations of the Council 
on Graduate Medical Education in its recently released seventh re- 
port. 

GME funding, through Medicare, can be modified to produce sig- 
nificant savings to the Federal Government while enhancing the 
physician work force’s capacity to meet the primary care needs of 
our citizens. Primary care has always been the centerpiece of osteo- 
pathic medical education. Indeed, more than 60 percent of osteo- 
pathic physicians practice in the primary care fields. 

Similarly, AACOM member schools have a long history of dedica- 
tion to training primary care physicians to work in America’s 
smaller communities. Accordingly, AACOM believes that this Sub- 
committee and the Congress should consider the following rec- 
ommendations. 

First, we urge that graduate medical education providers be paid 
direct medical education or DME and indirect medical education, 
IME payments, for all residents who are graduates of U.S. medical 
schools. 

In addition, DME and IME payments for international medical 
graduates should be gradually reduced to 25 percent of the 1994 
levels. 

Second, AACOM recommends that funding criteria should be 
modified in order to consider the participation of programs in con- 
sortia of educational programs. Osteopathic teaching hospitals, the 
typically smaller community-oriented facilities frequently joined 
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with colleges of osteopathic medicine to form consortia which we 
feel serve to increase the availability of graduate medical education 
for training in family medicine, internal medicine, and other spe- 
cialties within the profession. 

Third, primary care training payments should be upweighted to 
125 percent to provide incentives for physicians to train as general- 
ists and to lower the increasing costs of primary care training. Cor- 
respondingly, we feel that DME and IME should be downweighted 
to 75 percent for nongeneralists positions. 

Fourth, the DME and IME components of the average adjusted 
per capita costs should be removed from Medicare capitation rates 
and these GME funds used specifically for GME purposes. Cur- 
rently, a Medicare GME funds are factored into these payments 
which go to HMO contractors whether they have teaching pro- 
grams or not. 

Fifth, we recommend that direct medical education payments be 
made without reference to a base year. 

And finally, the trend in many cases is to make increasing use 
of ambulatory care settings for teaching purposes. 

So we would like to encourage ambulatory care training, and we 
would recommend that GME payments should be made for primary 
care resident’s time spent in walk-in clinics, physician’s offices, 
group practices, community health centers, and managed care fa- 
cilities. 

Mr. Chairman, AACOM believes that these recommendations 
would generate significant savings while targeting taxpayer funds 
to train primary care physicians in both hospital and nonhospital 
settings. 

I thank you for your time, Mr. Chairman, and Members of the 
Subcommittee, and would be glad to answer any questions. 

[The prepared statement and attachment follow:] 
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STATEMENT OF DOUGLAS L. WOOD, PH.D. 
CHAIRMAN-ELECT, BOARD OF GOVERNORS 
AMERICAN ASSOCIATION OF COLLEGES OF OSTEOPATHIC MEDIONE 

Mr. Chiirman and Monben of the House Wtys and Means Subcommittee on Health, my name is 
Douglas L. Wood, D.O., Ph.D. and I am Chairman-Elect of the Board of Governors of the American 
Association of Colleges of Osteopathic Medicine (AACOM) and for the past five years, I have been 
Dean at Michigan State University College of Osteopathic Medicine. On behalf of the sixteen 
Colleges of Osteopathic Medicine that are membos of AACOM, I would like to take this opportunity 
to present our views regarding Medicare funding of graduate medical education (CME). 

AACOM supports all Congressional initiatives that both assure the provision of the best health care 
in a cost-eSective deCvety system and that maintain the capacity to educate outstanding practitioners 
to provide these cost-effective services at a level of quality that the American public expects and 
deserves. We recognize the responsibility of the Subcommittee to examine the Medicare program 
and GME with an eye toward increasing fiscal responsibility while maintaiiung their effectiveness in 
meeting the health care needs of all Americans. Congress needs to be concerned about developing 
a reasonable health care workforce policy and at the same time achieving dollar savings. Mr. 
Chairman, policies affecting health care delivety and payment should reflect the unique characteristics 
of osteopathic teaching health care facilities and physicians so that their fundamental mission can be 
preserved. We believe that our recommendations are entirety consistent with these objectives, and 
with the recommendations of the Council on Graduate Medical Education (COGME) in its recently 
released Seventh Report. 

GME funding through Medicare can be modified to produce significant savings to the federal 
government while enhancing the physician workforce’s capacity to meet the primary care needs of 
our citizens. Primary care has alyrays been the centerpiece of osteopathic medical education. Indeed 
more than 60% of osteopathic'physicians practice in primary care fields. Similarly, AACOM member 
schools have a long history of dedication to training printary care physicians to work in America’s 
smaller communities. Throughout the continuum of an osteopathic medical student's education, both 
undergraduate and graduate, the principles of osteopathic medical practice and primary care are 
imparted and reinforced. Accordingly, AACOM believes that this Subcommittee and the Congress 
should seriously consider the following recommendations: 

First, consistent with the Council on Graduate Medical Education's (COGME) recommendation, we 
urge that graduate medical education providers be paid Direct Medical Education (DME) and Indirect 
Medical Education (IME) payments for all residents who are graduates of U.S. medical schools. In 
addition, DME and IME payments for International Medical Graduates should be gradually reduced 
to 2S% of the 1994 levels. We are aware that the quality of American medicine is such to attract 
physicians fiom other countries to learn and disseminate our practices. However, public support for 
such training should be separated and distinctly recognized as part of our country's humanitarian 
commitment to other nations, and support for graduate medical positions for IMGs should not be at 
the expense of U.S. medical school graduates (D.O. or M.D.). 

Second, AACOM recommends that funding criteria should be modified in order to consider the 
participation of programs in consortia of educational programs. Osteopathic teaching hospitals are 
typically smaller, community-oriented facilities frequently joined with colleges of osteopathic 
medicine to form consortia which serve to increase the availability of graduate medical education for 
training in 6mily medicine, internal medicine and other specialties within the profession. We believe 
that the formula for reimbursement should be revised to recognize these consortia and fund them 
accordingly. 

Third, primary care training payments should be upweighted to 125% to provide incentives for 
physicians to train as generalists and to lower the increased cost of primary care training. 
Correspondingly, DME and IME should be downweighted to 75% for non-generalist positions. 
Primary care physcians provide services that most effectively meet the public’s needs generally and 
Medicare beneficiaries’ needs specifically. Both generalist and non-generalist positions should be 
downwaghted at 50% for DME and IME after the lesser of five years or initial board certification. 
The net effect of these changes should be significant savings in GME expenditures. 

Fourth, the DME and IME components of the Average Adjusted Per Capita Cost (AAPCC) should 
be removed from Medicare capitation rates and these GME funds used specifically for GME 
purposes. Currently, Medicare GME funds are factored into AAPCC payments which go to HMO 
contractors whether they have teaching programs or not. 
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Fifth, we racoininend that Direct Medical Education payments be made without reference to a base 
year. The DME base year of 1 9S4 is becoming increasingty outdated and inappropriate especially for 
osteopathic graduate meifical education programs. There is great variation of DME payments around 
thecounUy. Osteopathic medicine has traditionally been at the lower end ofthat curve and allopathie 
medicine had been at the upper end. In I9S4, osteopathic graduate medical training sites utilized 
large numbers of volunteer educators. That number has decreased significantly in the last deven 
years with many volunteers being replaced by paid &culty. Accordingly, costs assodated with 
osteopathic GME have risen. We, therefore, suggest that in place of the base year formula per 
resident smounts be based on an adjusted national average of per resident costs. 

Finally, the trend in many cases is to make increasing use of ambulatory care settings for teaching 
purposes. While all specialities could benefit fiom education in ambulatory settings, it is critical for 
the primary care disciplines, namely, fiimily medicine, general internal medicine and pediatrics that 
reimbursements for this training be increased to recognize the higher cost of ambulatory education. 
To encourage ambulatory care training, GME payments should be made for primary care physicians’ 
resident time spent in walk-'in clinics, physicians’ offices, group practices, community health centers, 
and managed care &cilities. 

We also recommend that special reimbursement be provided to clinical settings which are used for 
the education of undergraduate medical students. Osteopathic medical schools have relied heavily 
on the use of volunteer primary care practitioners to provide community-based ambulatory training 
experiences for our students although, as indicated above, the numbers of these volunteers have 
dropped. This emphasis on comlnunity-based, ambulatory clinical education has played a major role 
in maintaining our students’ interests and competencies in primary care. The dedication of our 
volunteer primary care faculty preceptors to the osteopathic medical education process will be in 
danger of contracting even further as health care reform encourages practitioners to enter the 
mansged care sector. 

Health maintenance organizations and similar managed care arrangements have not shown a great 
interest in undergraduate medical education because it would reduce the number of patients that a 
preceptor could see during a working day. Ironically, just as the nation has begun to recognize the 
value of community-based medical education (which has always been at the heart of osteopathic 
medical education), the economic forces generated by reform may be a barrier to community-based 
participation in undergraduate medical education. As more and more attention is paid to the “bottom 
line," colleges will be forced to utilize hospitals and tertiary care centers for almost all of their clinical 
education, losing the benefits of ambulatory training; or, the costs of that education would 
substantially increase as a significant number of primary care preceptors drop out of the volunteer 
faculty network. 

With the above concerns in mind, AACOM recommends that special funding be established for 
undergraduste training in ambulatory care settings when the GME reimbursement formulas are 
restructured: For example, creation of an all-payor pool for training programs that foster primary 
care. 

Mr. Chairman, AACOM believes that these recommendations will generate significant savings while 
targeting taxpayer funds to train primary care physicians in both hospital and non-hospital settings. 
Thank you for your consideration and AACOM looks forward to working with the Subcommittee 
to achieve these objectives. 
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AMERICAN ASSOCIATION OF COLLEGES OF OSTEOPATHIC MEDICINE 

Chicago College of Osteopathic Medicine of Midwestern University 
5SS 3 1st Street, Downers Grove, Illinois 60315-1235 

College of Osteopathic Medicine of the Pacific 
College Plaza, Pomona, California 91766-1889 

Kirksville College of Osteopathic Medicine 
800 West Jefferson Street, Kirksville, Missouri 63501 

Lake Erie College of Osteopathic Medicine 

1858 West Grandview Boulevard, Erie, Permsylvania 16509 

Michigan State University College of Osteopathic Medicine 
East Fee Hall, East Lansing, Michigan 48824 

New York College of Osteopathic Medicine of the New York Institute of Technology 
Wheatley Road, Box 170, Old Westbury, New York 1 1568 

Nova Southeastern University College of Osteopathic Medicine 
1750 N.E. 167th Street, Norm Miami Beach, Florida 33 162-3097 

Ohio University College of Osteopathic Medicine 
Grosvenor and Irvine Halls, Athens, Ohio 45701 

Oklahoma State University College of Osteopathic Medicine 
1111 West 17th Street, Tulsa, Oklahoma 74107 

Philadelphia College of Osteopathic Medicine 
4170 City Avenue, Philadelphia, Pennsylvania 19131 

The University of Health Sciences College of Osteopathic Medicine 
2105 Independence Boulevard, Kansas City, Missouri 64124 

University of Medicine and Dentistry of New Jersey-School of Osteopathic Medicine 
One Medical Center Drive, Suite 3 12, Stratford, New Jersey 08084 

University of New England College of Osteopathic Medicine 
1 1 Hills Beach Road, Biddeford, Maine 04005 

University of North Texas Health Science Center at Fort Worth 
Texas College of Osteopathic Medicine 
3500 Camp Bowie Boulevard, Fort Worth, Texas 76107 

University of Osteopathic Medicine and Health Sciences/College of Osteopathic 

Medicine and Surgery 

3200 Grand Avenue, Des Moines, Iowa 503 12 

West Virginia School of Osteopathic Medicine 
400 North Lee Street, Lewisburg, West Virginia 24901 
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Mr. Houghton. Thank you, very much, Dr. Wood. 

We are going to have a vote here, so we are going to have Mr. 
Van Etten go ahead and we might even be able to squeeze Dr. Ben- 
nett in and then we will have the vote and come on back. 

Go right ahead, Mr. Van Etten. 

STATEMENT OF PETER W. VAN ETTEN, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, STANFORD HEALTH SERVICES, STAN- 
FORD, CALIFORNIA; ON BEHALF OF ASSOCIATION OF AMER- 
ICAN MEDICAL COLLEGES 

Mr. Van Etten. Good morning, Mr. Chairman. 

I am Peter Van Etten, president and chief executive officer of 
Stanford University Hospital. While I am here today representing 
all of the Nation’s medical schools and their associated teaching 
hospitals, I would like to focus my initial remarks on the situation 
faced by Stanford in Northern California. 

In the two counties adjacent to Stanford, nearly all of the em- 
ployed population and 40 percent of Medicare recipients belong to 
managed care plans. The result has been beneficial to employers 
who pay for health insurance. However, it has been catastrophic for 
doctors and hospitals and, as a result, the jury is out as to what 
the long-term effect will be upon the general population. 

Most hospitals in the bay area are losing money, including the 
two regional teaching hospitals, UCSF and Stanford. Stanford’s an- 
nual profitability has declined by $40 million in the last few years, 
despite increased admissions and $80 million of cost reductions due 
to declining prices. 

Now, I fear that the same economic forces that resulted in pay- 
ment well below our cost for HMDs, for employed managed care pa- 
tients, will be used to reduce Medicare patients. I have the follow- 
ing concerns regarding these proposals. 

First, several recent studies have concluded that under present 
payment methodologies it costs the government around 5 percent 
more for the 9 percent of the Medicare population enrolled in 
HMOs than it would if these recipients were enrolled in traditional 
Medicare Programs. This problem is due to adverse selection. Five 
percent of the Medicare population uses 50 percent of the Medicare 
resources; 10 percent utilizes 70 percent. To put it another way, the 
10-percent lowest cost Medicare recipients have average costs to 
Medicare of $1,300 a year. The 10-percent highest cost recipients 
have average costs of $28,000 a year. 

Is it any wonder that HMOs have signed up healthy recipients 
rather than those with acute illnesses? Teaching hospitals are par- 
ticularly exposed to adverse selection since they are the institutions 
of last resort. I believe that much more work needs to be done de- 
signing adequate risk adjustment mechanisms so that Medicare 
managed care can be implemented in the manner that results in 
savings to the government and fair payment to providers. 

My second concern is that during the last few years, there has 
been a massive redistribution of money in California from doctors 
and hospitals to HMOs, most of which are for-profit, publicly trad- 
ed, billion dollar corporations. Last December the Wall Street Jour- 
nal ran an article entitled “HMOs Pile Up Billions in Cash, Try To 
Decide What To Do With It.” 
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Whereas Medicare administrative costs are approximately 2 per- 
cent of toted costs, the five largest publicly traded HMOs have ad- 
ministrative costs including profits of 22 percent. Would it be ap- 
propriate for public moneys now paid for nurses and other care 
givers to be directed to Wall Street investors? 

My third concern is that I am particularly concerned with the 
present AAPCC methodology used to pay HMOs who enroll Medi- 
care recipients. This rate includes all Medicare expenditures in the 
county, including DME, IME, and disproportionate share pay- 
ments. However, there is no assurance that the teaching hospitals, 
which originally earned these payments will receive them. In fact, 
none of the HMOs which we deal with have offered to pay their 
share of DME, IME, or disproportionate share payments. 

If all of Stanford’s Medicare recipients sign up for a Medicare 
HMO tomorrow, under present methodologies, Stanford would lose 
$40 million of revenue. 

We believe these payments should be excluded from the AAPCC 
and paid directly to teaching hospitals. Our written testimony ex- 
plains how we would do this. This is an urgent matter for teaching 
hospitals. The longer we wait to correct this problem, the harder 
it will be to remove these dollars from the rate. 

Compounding this problem are present discussions to reduce 
Medicare spending cuts in the level of payment for both the direct 
and indirect costs associated with graduate medical education. The 
particulars about how to do so involve issues that could undermine 
the viability of the Nation’s health care. These decisions, including 
decisions about IME and DME payments, must be informed, fair, 
and should not be disproportionate. 

Further, what I have discussed demonstrates the need to move 
to a system of shared responsibility for costs related to the unique 
missions of academic medicine. I would like to make one last point 
about the fragile nature of medical school financing. Revenue from 
clinical faculty practice plans accounts for one-third of total reve- 
nue school revenues. As the environment becomes more competi- 
tive, less money will be available from the faculty practice plan to 
support educational and research efforts. 

You may have seen the July 21 issue of U.S. News and World 
Report which lists America’s best hospitals. Of the 128 hospitals 
listed, virtually all are teaching hospitals. Academic medical cen- 
ters are ready, willing, and able to do their fair share. However, 
changes in Medicare pa 3 mients will substantially affect the ability 
of teaching hospitals to tolflll their traditional missions. 

We urge caution as you consider Medicare reform and the pro- 
gram’s level of spending. 

I would be happy to answer your questions. 

[The prepared statement and attachment follow:] 
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STATEM^ OF PETER W. VAN ETTEN 
PRESOENT AND CHEF EXECUTIVE OFFICER 
STANFORD »«ALTH SERVICES 

Mr. Qiaimai and acmbcn of the Conminee. I am Peter W. Vie Eaea, Pitsidcnt and CEO of Stanford Health Senrices in Sanford. 
Califoinia. The AAMC welcomes cbe opponuoiq' to testify on ibe i m po na nce of Medicare paymena to boqntab and their 

■««rtriAfpri medical schools and faculty in providing da best medical cate in the world. The Association represents all of the nation's 
125 accredited medical schools, approximately 300 major teaching hospitals that patticipaie in the Medicare program, the foculty of 
these insdiutiotts ifarou^ 92 constituent academic society memben, and the more than 160,000 men and women in medical educaiion 
as students and residents. 

Hie health care delivery system is evolving as both public and private payers struggle to control health care expenditures, and 
academic medicine is prepared and willing to meet the deliveiy systm's new inqieraiives. Teaching hospitals, medical schools and 
foculty practice plans have recognized the need for change within dieir own organizations and are actively engaged in leformulaiii^ 
the h^th delivery system, finding ways to reduce the rate of increase in health care costs, improving accountability, and Rnhanring 
the quality of care. 

Academic medicine is adapting to a market-driven health care delivery system, but is concerned about proposals that would jeopardize 
its ability to fulfill its core missions. There are three fundamental principles which the AAMC believes should guide changes in the 
delivery system and the Medicare program: 

1. The AAMC bcUeva lo a "shared rcspoodbiltty" approach to ftnancliig the special mWon of academic mcdklac. All 
payers should rcoognlzc and pay for the costs asnekt^ with diese mlu i nsM . Teaching hospitals and their associated medical 
schools sod faculty sit importaoi compoDeius of the health care system because they: 

provide all levels of patient care-from {mvemive to tertiary services>-often to the most disadvantaged memben of our 
society; 

ensure the availability of trained heal± can providen, including jdiysicians. nurses and allied health professkmals. by serving 
as principal sites for clmical education; and 

provide the environment for the conduct of clinical and behavioral research and the introduction of new technologies. 

The costs of these additional missiofts trsditkmlly have been supported by patient care revenues from public and private payers. For 
example, patient service revenues have supported medical education and research, and paymenu fiom paying patients have supported 
charity care patients. 

The AAMC believes that the ability of teaching hospitals and teaching physicians lo fund their mission-related costs through charges 
to patients is eroding. In a price-c<Miscious delivery system, privuc payers of paiiem care services increasingly limit their payments 
to only those specific services that their eorollees receive. Teaching hospitals cannot require or receive higher prices for their services. 
Additionally, some state Medicaid programs, which traditioiully have recognized coso associated with the academic missions, are 
retreating from die inclusion of e^licii payments for these miuions in their financing structures. 

At a time when it is most needed, the AAMC regrets that the possibility of establishing all-payer funds for the special missions of 
teaching hoqiitalS and medical SChotria appean to have diminished . However, the AxinriErinn cnnrimiei tn einphaMi7.e ihe fiindamentat 
importance of the princ^le that all payen of patient care services must support the training of the work force as well as providing 
an environment in which educatioo and clinical research can flourish. 

2. The AAMC beliera tbaC teaching bospftab and teaching physicians aboold not bear more than their "foir share" of 
reductloQs in the rale of projected Medicare spending. Teaching hospitals rely heavily w the two Medicare payments with an 
educational label; the direct graduate medical education (DCME) payment and the indirect medica] education (IME) adjustment. In 
the absence of a marketplace where all insuren or sponsors of patient care programs share responsibility for supporting the academic 
missions, these historical, explicit payments to teaching hospitals take on added importance. 

The AAMC recognizes that unrestrained growth in Medicare spending threatens the long-term solvency of the Federal Hospital 
Insurance (HI) Trust Fund, and stqiports reforms to align trust fund income and outiays. But any reductions proposed for DOME 
and IME payments are real cuts for teaching hospitals. These proposed reductions, coupled with private sector losses, reductions in 
Medicaid spending and other cuts in projected Medicare payments, will force teaching b^iials to bear an imfoir burden of Medicare 
payment reductions, making it more difficult for them to sustain their additional missions. 

3. Any changes in Medicare payment policy should be implemented gradually with an annual evaluatfon of their fanpect on 
the financial viahflify of dUTerent groups of hospitals. The AAMC believa that Congressitmal decisions on Medicare payment 
policies should be made in (he context of (heir impact on the entire health care system. Nonfederal members of the AAMC's Council 
of Teaching Hospitals (COTH) account for 6 percent of the nation's hospitals, but nearly 2 million, or almost 20 percent, of all 
Medicare discharges. For many COTH member hospitals. Medicare paymenis comprise from one-quarter to one-third of ail their 
revenue. Clearly, changes in Medicare payments will have a profound impact on these iosiicuiicnu. 

As the Congress turns its aneotion from the overall level of federal spending, the particulars about whkh programs and payments to 
reduce become difficult. These decisknis, including those about Medicare support for graduate medical education and for the higher 
costs incurred by teaching hospitals in fulfUlmeni of their special missions, must be informed and fair, and based on objective analyses 
of the impact of various options on Medicare benefleiaries and other patients and on the financial viability of health care providers. 

I urge the members of this Committee to consider carefully Us Medicare payment policy recommendations. Teaching boqiitals and 
teaching physicians play critical roles in our health care delivery systtm. They could be damaged severely unless changes are crafted 
carefully and are based on an extensive understanding of the education and service missions of academic medicine. Massive reductions 
in Medicare paymenu for activities related to graduate medical education will negatively affect these institutions' continued excellence 
and touch every American’s life. 

Today, I would like to comment specifically on four issues of significance to academic medicine: 1) the role of Medicare paymenis 
for DOME cosu in support of residency training; 2) the imponance of the Medicare IME adjustment to the financial viability of 
warhing bospitals; 3) the methodology for calculating cbe adjusted average per capita cost (AAPCC), the rate that the Medicare 
program pays to risk contractors; and 4) the importance of clinical practice income as a source of financial support for the nation's 
medical schools. 
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While maoy uiuler^iand ibe iiopofUDce of DGME sod IME paymeou to boq>ital$, fiiluie to address (he way is which they 

aai the disproportionate share (DSH) paymeot are iocorpor^ed in the AAPCC rate poses a threat to the financ ial viability of teaching 
hospitals. Finally, it should be understood how changes in the delivery system threaten the ability of the clinical faculty to make their 
traditional contribution to medical schools in suppon of the schools' education and research activities. 

Direct Graduate Medkal Education Payments 

In addition to providing health care, teaching hospitals provide the resources for the clinical education of physiciaiu. nurses, and allied 
health personnel. To provide this formal, experientially-based clinical training, hospitals incur costs beyond those necessary for patient 
care. These added ducci costs include: salaries and fringe benefits for trances and the faculty who supervise them: classroom space: 
the salaries and benefits of administrative and clerical staff in the graduate medical education office: and allocated institutional 
overhead costs, such as costs for electricity and maintenarKC. 

The Purpos e and Hlscar.- nf the Me dicare Direct Graduate Mfdical FAtga tioa Payment 

When Congress esublished the Medicare program in 1965. it acknowledged that educational activities enhanced the quality of care 
in instimtions and recognized the need to support residency training programs to help meet the public need for fully-trained health 
professionals. In drafting the initial Medicare legislation. Congress stared: 

Educational activities enhance the quality of care in an instituiicm. and it is intended, until the community undertakes to bear 
such education costs in some other way. that a part of the net cost of such activities (including stipends of trainees, as well 
as compensation of teachers and other costs) should be borne to an appropriate extent by the hospital insurance program 
rHousg Rgpnn Number 213. 89ih Congress. Ist Sess. 32 (1965) and Senate Repon Number 404. Pt. I. g9ih Congress. 1st 
Sess. 36(1965)). 

Similarly, in the regulations governing the Medicare program, the .Secretary of Health. Education and Welfare stated: 

It is recognized that the costs of such educational activities ^ould be borne by the community. However, many communities 
have not assumed responsibility for financing these programs and it is necessary that support be provided by those purchasing 
health care. Until conununities undertake to bear these costs, the program will participate appropriately in the support of 
these activities (42 C.F.R. Section 413.85 {formerly Section 405. 421<c)]}. 

Thus, since its inception the Medicare program has assumed some responsibility for graduate medical education costs, pairing separate 
payments to teaching hospitals. If (here was ever an assumption th^ the ‘community* would take responsibility for its share of these 
costs, it certainly is not occurring in the current competitive enviroomeDt. 

Until the mid 19g0s. Medicare paid for its share of DGME costs based mt the hospital's historical and reasonable costs as determined 
by an audit. Reimbursement was open-ended in that a portion of ‘reasonable and allowable* DOME costs incurred every year was 
‘passed through* to the Medicare program. DOME payments also were open-ended because there was no reatrictioo on the number 
of years that Medicare reimbursement would finaacUlly suppocr a resident's training. 

In April 1986. Congress passed (be Consolidated Omnibus Budget Reconciliation Act (COBRA) of 1985 (P.L. 99-72), which 
dramatically altered the DGME payment methodology from one based on annual historical DOME costs to a prospective per resident 
amoutu. The Medicare program now pays its proponioiute share of a hospital-specific per resident amount based on audited costs 
from a base year and updated for inflation rather than on the basis of DGME costs acbi^ly incurred. Today, a hospital's DGME 
payment is calculated by multiplying the hospital's fixed amount per resident by the current number of residents and then multiplying 
that result by Medicare's share of inpatient days at the hospital. Other legislative and regulatory changes have been made since 
COBRA, but the basic methodology for calculating (be DGME paymeni remains the same. 

In addition to changing the payment methodology, COBRA placed limits on the number of resident trainee years for which full 
Medicare payment would apply. In a subsequent change. Congress chose to restrict full support to the direct costs of those residents 
within the minimum number of years of formal training necessary to satisfy the educational requirements for initial board certificatioD, 
up to a maximum of five yean. Payments for residents beyond eitber tlu; period for initial board cenificatios or the five-year level 
are reduced by 50 percent. The five-year count is suspended, however, for a period of up to two years for training in a geriatric or 
preventive medicine residency or fellowshqt program. 

The change in DGME payment methodology required by COBRA, which il» AAMC did not oppose, terminated the previous open- 
ended commitment to fmancing graduate medical education. Although COBRA limits DOME payments, it still acknowledges (be 
historical scope of direct graduate medical education costs, including the salaries and fringe beoefiis of residents and supervising 
faculty physicians and insriiuQonal overhead costs. 

Proposals to Change Medicare Pay ments for DGME Costs 

Nearly ten years after COBRA'S passage, policy makers again are examining proposals to reform Medicare EXjME payments. Many 
of these proposals are iniended to limit the growth in Medicare expendimres. Several seek to achieve a more appropriately configured 
physician work force by shifting the balance of generalist and oongeoeralist physicians, or placing limits on the total number of 
physicians-in training. Among the more frequently mentioned prqrosals that seem to have captured the attention of some policy 
maken are: 

facilitating the development of non-bospitai-based ambulamry training by allowing entities other than hospitals to receive 
Medicare DGME payments and by encouraging the formation of graduate medkal education consortia; 

Uffliong payments to Che period required for initial board certificatioD: 

limiting payments only to graduates of U.S. medical and ostec^aihic schools; 

weighting Medicare payments by specialty to' encourage training in the generalist specialties: and 

constructing a national average per resident payment methodology to reduce the variation in hospital-specific per resident 
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paymeois. 

Each of these proposals and its potential impact on graduate medical education is discussed below: 

Facilitating the development of non-hospUal-bosed ambulatory training sites. The AAMC supports changes in Medicare DGME 
funding to encourage residency training in non-hospital, ambulatory sites, such as private physicians' offices, freestanding clinics, 
or nursing homes. 

Fniitien Eligible for Medicare DGME Paymecus . Training sites ch(»en by residency program directors should be selected because 
they offer appropriate educational experiences, not because they are more easily funded. However, the law regarding Medicare 
DGME paymertts explicitly states that DGME payments may be made only to hospitals. On the other hand, the law and implementing 
regulations allow hospitals to receive DGME payments for the training of residents in non-hospital, ambulatory settings (subject to 
ceruin requirements). Although an ambulatory site may not at present receive a Medicare payment directly for any DGME costs it 
might incur, nothing in the law prevents it from negotiating for a paynKnt from a hospital for the residents that the non-hospital site 
accepts. 

The Association believes that Medicare DGME paymenu should be made to the entity that inctirs the cost. Recipients of payments 
could be teaching hospitals, medical schools, multi-specialty group jM'actices or organixations. such as graduate medical education 
(GME) consortia, that incur training costs. Funding for graduate medical education should support residents and programs in the 
ambulatory and inpatient training sites that are most appropriate for the educational needs of the residents. However, the AAMC does 
not support payments being awarded directly to training programs, since uliinuiely the organization in which the program functions 
must determine the institutional commitment to graduate medical education. 

Formation of GME Consortia . The AAMC strongly encourages the formation of GME consortia. Local or regional educational 
consortia have been advanced as mechanisms for enhancing the quality of medical education, especially graduate medical education, 
while at the same rime bener aligning the physician work force with the needs of the newly emerging health eare system. GME 
consortia are defined as formal partnerships, involving two or more separate institutions involved in graduate medical education, 
formed to reorganize or strengthen medical education and characterized 1^ shared and joint decision making. 

In 1993, (he AAMC and the Maine Medical Center jointly conducted a national survey to determine the number, composition and 
accomplishments of existing GME consortia. These ftndings were subsequently published, and led to another research effort. At 
present, the AAMC, in conjunction with the Center for the Health Professions at the University of California, San Francisco, is 
conducting an in-depib study of GME consortia. 

The AAMC urges Congress to consider modifying the statutory requirement that only hospitals may receive Medicare DGME 
paymeois and to permit other entities to receive payments if they incur the cost of training. A payment methodology would have to 
be developed based on the costs of training at those sites. To e:q>}ore the issues inherent in su<^ a change, the AAMC supports the 
interest of (be Health Care Financing Administraiion (HCFA) in designing a research and demonstration project to encourage the 
development of new integrated training sites aod/or OME cotuortta. Under such a project, HCFA could experiment and monitor the 
impact of allowing noih4ospiul sites to receive DGME paymems if they run the training programs and incur the costs. 

Limiting Payments to the Period Required for Initial Board Certifiearion. Curremly the Medicare program restricts full support to (be 
direct costs of those residents within the minimum number of years of formal tr aining necessary to satisfy the educational requirements 
for initial board ceitifkation. up to a maximum of five yean. The five year count is suspended, however, for a period of up to two 
years for training in a geriatric or preventive medicine residency or fellowship program. Paymem for residents beyond either the 
period for initial board certification or the five-year level are reduced by 50 percent. The Medicare program then continues to suppon 
residents at the 50 percent level indefmitely, as long as (hey remain in a training program approved by the ACGME, the AOA, or 
in a specialty for which a member organization of (he American Board of Medical Specialties (ABMS) issues a certificate. 

Several policy maken have proposed imposing additional limits on the length of time for which the Medicare program should provide 
its stqiporl. Some have si^g^ted that Medicare should pay only through the period required for initial board certification in a 
specialty or pay only for a three-year period, regardless of (be specialty. 

The AAMC believes that stq)por( through initial board eligibility is an essential minimum training period that every patient service 
payer should help fmaoce. Medicine involves a number of different specialties, and each specialty area has developed its own 
residency training period. The iutial skills and techniques needed by difierent specialties require different lengths of training. The 
AAMC believes that the variable length of training for each specialty area is appropriate and in the national interest, but recognizes 
that Medicare payment policies must be bilartced. 

Tabic A, derived from the AAMC's DGME microsimulalion paymem model, shows the financial impact of limiting Medicare support 
to the period required for initial board certification on all teaching hospitals. The financial impact would reduce significantly the 
viability of many training programs. If this policy were to:q>lememed for Federal FY 1996. DGME payments would decrease S342 
fflillioo. or 19 percmit, ctnnpared to what Medicare would expect to pay ne;a year under current policy. Those groups e;iqierieocing 
the greatest average losses would be integrated academic medical center hospitals, hospitals with intern and residem-to-bed ratios 
greater than 0.40, and major tMching hospitab that receive DSH payments. (An integrated academic medical center hospital is either 
under common ownership with a college of medicine, or has the departmem chairmen ai the school also serving as the chiefs of 
service at the hospital.) 

Another often-discussed policy option would limit Medicare support for graduate medical ed u cati o n to three years. The AAMC 
believes that on stqiport should not be arbitrary or inconsistent with adequate minimal residency trainii^. In its March 1993 
r ep ort to the Congress, tte Pt^sician Paymem Review CommisiiOD (PPRC) also 'rejected as unwise the options of paying only for 
primary care positions or only fin- the ^t three years of traiaiog' (page 66). The commissioo concluded that (be lution would 
fnntriw^ to requitt well-trained physicians in all specialties, and that such a policy would not be 'sufficiently flexible* if changes in 
the Imalth nfr^ of the population called for fdiysicians in specialties that required more than three years of training. 
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Limiting Payments Only to Graduates of U.S. Medical and Osteopathic Schools. The Medicare program currently secs no limit on 
tbe number of residents it will support. Additionally. Medicare provides support for medical school graduates regardless of whether 
they are graduates of U S. or foreign medical schools. International medical graduates (IMGs). or those U.S. citizens or nationals 
of ocher countries who have gradual^ from overseas medical schools must, however, pass Steps 1 and 2 of the United States Medical 
Licensing Ejumination (USMLE) and be in an approved training program. 

Some policy makers have called for an examination of national policy on IMGs in light of a growing consensus that U.S. medical 
and osteopathic schools have sufficient capacity to train an adequate number of {riiysicians for the nation. They also have questioned 
whether it is appropriate to use public funds, mcludmg Medicare payments, to support the large number of foreign-trained physicians 
entering residency programs in the U.S. when many agree that there is an oversupply of physicians. These policy makers point out 
that the majority of IMGs who participate in graduate medical education ultimately enter practice in the U S. . adding to the projected 
oversupply of physicians and aggregate health care costs. 

Data show that in the past few years, the number of physicians-in-training has continued to increase. While the number of graduates 
of U.S. allopathic medical schools has remained relatively stable for several years, the number of international medical graduates 
(IMGs) receivmg iraming in this country has increased substantially. Between 19S8 and 1993. the number of IMGs in graduate 
medical education nearly doubled from approximately 12.000 to nearly 23.000. In 1993-94, nearly 27 percent of all first-year 
residency training slots in allopathic and osteopathic programs were filled by IMGs. 

In response toconcems regarding overall physician supply, on June 22. 1995. the AAMC Executive Council adopted a policy position 
on the physician work force and the participation of IMGs in graduate medical education: 

That the Association of American Medical Colleges, in recognition of the growing oversupply of physicians in the United 
States, pursue and undertake initiatives to address the future supply of physicians consonant with legal restrictions and 
requirements. While tbe Association should consider all available options for addressing this oversupply, it should-ftrst 
and foremosi'-pursue options to diminish the number of international medical graduates pursuing graduate m^dir ai 
education in the United Sutes and remaining in tbe United States following tbe completion of their graduate training. Any 
options suf^rted by the Association chat would result in constraints on the number of international medical graduates 
receiving training must include mechanisms to mitigate the impact on hospitals that currently train IMGs and those hospitals 
that are highly dependent on IMGs for maintenance of their patient care programs. 

It should be understood that for some hospitals, where residents provide a large proportion of patient services, the im mfedia fft 
elimination of Medicare support for IMGs would cause substantia] access and service problems for Medicare beoeficiaries. One of 
the issues that policy makers would need to address in enacting such a change would be tbe implemetuation of a process and a lime 
cable so that patient access to services would not be reduced precipitously. Additionally, mechanisms would be needed to mitigate 
(be impact on hospitals that curreotly train IMGs and on hospitals that are highly dependent on IMGs for maintenance of their patient 
care programs. 

Table B demonstrates the significant financial impact on teaching hospitals in FY 1996 if Medicare payments were limited only to 
graduates of U.S. allopathic and osteopathic medical schools. Medicare DOME paymeou would decrease $374 million, or 21 percent, 
compared to what the Medicare program would expect to pay in 1996 undercurrent payment rules. Tbe greatest average losses would 
be for hospitals with SO to 100 residents: resident-to-bed ratios between .10 and .40; major teaching hospitals with no DSH payments: 
other teaching hospitals that receive DSH payments; and hospitals in the Middle Atlantic states. 

A variation of (his proposal offered by some policy maken would limit Medicare DGME payments to a defined number of residents. 
One option could Ik to freeze the number of fuU-time equivalent (FTE) residents that the Medicare program would support at the 
curreni number of residents in the training system. A more aggressive option that has been suggested might be to impose an aggregate 
limit on tbe total number of positions, e.g., the number of U.S. graduates plus sense add-on percentage for IMGs. It should be 
understood that these proposals could require the establiahmem of control or regulatory mechanisms. 

Weighting Payments by Specialty. For several years, some policy makers have proposed changes in Medicare payments for DGME 
costs to provide incentives for training generalist physicians and «> eliminate the variation in hospital-specific per resident amounts. 
Additionally, these proposals could reduce the Medicare program's role in GME funding. 

Weighting proposals would attempt to accomplish these policy goals by paying relatively favorable amounts for generalist residencies, 
and substantially less favorable payment amounts for all other resideiicies. For example. Medicare DGME payments could be based 
on I per resident amount that would then be weighted based on die specialty area that a resident is pursuing. The Medicare program 
would make a higher payment for a resident in a generalist special^ than for a non-generalist resident. Thus, a hospital's total 
DGME payment would be based not on its costs, but on the specialty mix of its trainees. 

Current Medicare payment policy includes modest differential payoKius for residents in generalist specialties. OBRA 1993 (P.L. 103- 
66) created separate hospital-specific payment rates for generalist and nongeneralist residents. In FY 1994 and 1995, only hospitals' 
per resident payments for residents in generalist disciplines were updated by the annual inflaiioo factor. Per resident payment levels 
for all other residents were frozen. 

The Association did am oppose the change adopted in OBRA 1993 and strongly supports more individuals entering generalist practice. 
However, the AAMC does not believe that more intensive weighting of DGME payments by specialty would achieve its intended 
objective. 

The Association recognizes that the present system has not produced the number of generalist physicians that society may need in a 
reconfigured health care system. An Association policy adopted three years ago calls for: 

an overall national goal (bat a majority of graduating cnedicai students be committed to generalist careers (family medicine, 
general internal medicine and general pediatrics) and that appropriate efforts be made by all schools so that this goal can 
be reached within the shortest possible time. 
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The AAMC's policy rests on the implemenution of voluntary, private sector initiatives. Personal incentives such as loan forgiveness, 
tax benefits, and other inducements to narrow the tocome gap between generalist and aon>generalisi (rfiysicians, are more likely to 
result in greater numbers of U.S. medical school graduates entering the generalist disciplines. There are already a variety of federally- 
sponsored student loan trpayment programs that could be bolstered. If monetary incentives are to be provided, they should be aimed 
at individuals, not hospitals and their sponsored residency programs. 

The nation's medical schools have implemented programs to increase the awareness and attractiveness of generalist medicine. More 
schools are adding required clerkships in one of the generalist disciplines during the third- and fourth-year of the curriculum. Schools 
ha\'e convened primary care task forces, appointed new Associate Deans for Primary Care, and developed new departments of family 
medicine and divisions of general internal medicine and general pediatrics. 

The AAMC is pleased that medical schools' efforts are bearing fruit as medical students' interest in generalist practice continues to 
increase. Although data on medical students' career choice from as recently as the graduating class of 1989 showed a declining 
selection of the generalist specialties, more recent data signal that medical school graduates continue to respond to changes in the 
health care environment. In 1994, the percentage of medical school graduates indicating their intention to pursue certificuion in one 
of the generalist disciplines increased again. Of graduating medical students. 22.8 percent indicated an intent to choose a generalist 
career in 1994 compared to 14.6 percent in 1992 and 19.3 percent in 19^. In addition, results from the National Residency Matching 
Program (NRMP), released on March IS. 199S. showed chat medical students ‘matched* into family medicine residency programs 
at the highest rate in the NRMP's 43-year history. Over 2,000 graduating seniors from U.S. medical schools, or tS.4 percent of those 
seeking first-year residency posioons, matched into a family medicine residency. 17111 compares to 14.0 percent of all U.S. seniors 
in 1994. 

Additionally, data on career choices of medical school graduates indicate that medical smdents' selection of residency training 
programs is affected not by Medicare payments to hospitals, but by market conditions and personal suitability to a particular specialty. 
At present, there are more generalist (raining positions offered than there are interested students to fill them. In March 1993, the 
PPRC concluded chat weighting EKjME payments to hospitals is undesirable. The commission indicated that there was already a 
sufficient number of existing generalist training slots, and wet^dng would have little influence on hospital management's and 
residency program directors' decision making. 

While proponents of preferential weighting proposals indicate that a hi^er payment differential would be enacted only for generalist 
disciplines, it is likely that many clinical specialties would argue that they also deserve a ‘special weighting factor. ' It is unclear what 
criteria would be used to define a ‘primary care* program. The AAMC notes that emergency me^tiej TK was added as a primary care 
category to the House Ways and Meaiu Committee proposal in 1991, and that physical medicine and child psychiatry immediately 
made a case for inclusion because these specialties are in short suf^ly. 

The AAMC stqiports strategies to develop the generalist physician work force. Strong residency programs require continuity of effort 
and stable support, but proposals to weight Medicare OGM£ payments based on specialty, if enacted, would only comribuie to the 
mstahility of GME funding. 

Consmeting a National Average Payment Amount for DOME Costs. Last year, during the debate over comprehensive health care 
refonn, some policy makers recommended the development of a national average per resident payment methodology with payment 
adjustments for regional differences in wages and/or wage-rdated costs, b some instances, the proposals excluded certain types of 
costs, such as direct overhead costs or allocated institutional overhead costs. These changes were suggested b (he context of a 
package of proposals for graduate medical education reform, including an all-payer funtUng mechanism that was to be separate ftom 
payments for patient care services. 

The AAMC supports the continuation of the current Medicare hospiul-specific per resident payment method becaus e it recognizes 
structural facton (bat legicimaiely affect a hospital's per resideiu costs. The overall fmancing of teaching hospitals and medicaJ schools 
often is driven by historic circumstances, which have led to certain costs, especially bculty costs, being borne variably 1^ the medical 
school or teaching hospital. The diversity of support for the costs of faculty who stqwrvise residenu is probably the most important 
reason for the variaiion in Medicare per resident amounts. A^tionally, there are legitimate differences m fpivuu 

depending on (he specialty and (be instimtion. Wide variation in per resident amounts exists among hospitals m the availability and 
amount of support from noo-hospicai sources, inctuding public subsidies and faculty practice earnings. Residency programs also may 
have unique histories and differences in the funding available to them, such as state or local government ^ipropriations. While some 
proposals would adjust (he Medicare national average per resideiu payment for differeoces m wages and other wage-related costs, 
these other smicrural factors would not be reflected in the natioaal average payment methodology, creating inappropriate wimieis and 
losers. ' ' 

Last year, at its January 1994 meeting, the Prospective Paymetu Assessment Commission (ProPAC) discussed r wmnuTimrtarinng nn 
graduate medical education financii^ for its March 1994 repon. Reviewing a staff analysis of graduate medical educatitm costs and 
payments, the Commisstonen noted the complexity of die distribution of these payments to hospitals. Chairman Stuart H. Al tman , 
Ph.D., cautioned those who would prefer a national average payment methodology for DCME cosu without incorporating a number 
of payment adjustments. Citing the commission's eleven-year eiqierwnce with the prospective payment system (PPS)-tbe first attempt 
by the federal government to standardize paymenu based on national averages~Dr. Altman noted bow many adjustments had been 
added to the PPS over the years to achieve payment equity. ProPAC's analysis of graduate medical education costs found significam 
relationships between per resident costs and hospital size; its share of full-time equivalem residents m the outpatient setting; its share 
of cosu related to faculty physicians' salaries; geographic region; location in a metropolitan statistical area; and area wages. 

The AAMC also supports the current mediodology because it recognizes all types of cosu. including salaries and fringe benefits of 
the foculty who supervise the residenu; direct overhead cosu, such as malpractice cosu, and the salaries and benefiu of administrative 
and clerical support staff in the graduate medical education office; and allocated institutional overhead costs, such as cosu for 
mainr^nance and utilities. Tbc AAMC opposcs proposals to exclude certain types of DGME cosu, such as bculty supervision cosu 
or direct or allocated Institutional overhead cosu. from the calculation of the Medicare per resident amount. The current method 
recognizes (he diversity in how graduate medical education is organized and fmanced. Further, ample faculty supervision is necessary 
to monitor appropriately residenu' development in an enviroomeac of rapidly fJiangtng patterns of practice. Graduate medical 
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education in all specialties is based on the premise that restdenu learn best by participadDg, under supervision, in the day-to-day care 
of padenis. Supervising physicians must judge die clinical capabilities of residents, provide residents with the t^iportuniues to exercise 
progressively greater independence, and ensure chat the care of patients is not compromised. This supervising responsibility requires 
substantial time and commicmeiu, and must be compensated. 

The AAMC believes chat, within certain policy parameters, the Congress should consider changes that would ensure equitable, 
economically jusiified Medicare DGME payments among training sites, including non-bospital and ambulatory settings. The AAMC 
believes that the payment system should recognixe the significant diversity across instimtions chat participate in gi^uaie medical 
education. Graduate medical education rests upon a relatively fragile interweaving of multiple insiicutional capabilities, individual 
goals, foregone compensation and personal initiative. It is a system that could be easily damaged unless any changes to it are carefully 
crafted and are based on an extensive understanding of both the nature of tbe teaching hospitals and other settings in which it is 
conducted and tbe nature of graduate medical education itself. 

Indirect Medical Education (IME) Adjustment 

Since the inception of the Medicare PPS in 1983, Congress has recognized that the additional missions of teac hin g hospitals increase 
their costs and has supplemented Medicare inpatient paymeius to leaching hospitals with the indirect medical education (IME) 
adjustment. The IME adjustment is an important equity factor chat recognizes the additional roles and costs of teaching hospitals. 

The Purpose of the IME AdjiLitmenr 

While its label has led many to believe that this adjustment compensates hospitals solely for graduate medical education, its purpose 
is much broader. Both the Senate Finance and the House Ways and Means Committees specifically identified tbe rationale behind 
tbe adjustment: 

This adjustment is provided in light of doubts. ..abotu tltt ability of the DRG case classification system to 
account ^ly for factors such as severity of illness of patients requiring the specialized services and treatment 
programs provided by teaching institutions and tbe additional costs associated with ihe teaching of residents. . .the 
adjustment for indirect medical education costs is only a proxy to account for a number of factors which may 
legitimately increase costs in teaching hospitals (House Ways and Means Comminee Report. Number 98-25, 

March 4, 1983 and Senate Finance Comminee Report. Number 98-23, March 11. 1983 ). 

Tbe IME adjusifflcni is not to be confused with the Medicare payment for OGME costs. Payments for Medicare's share of tbe direct 
costs of graduate medical education programs are separate from the PPS and serve a dilTerent purpose. 

Tbg Impomnce of IMF PaymeaM t o Teaching Hospitals 

As the Congress contemplates adjustments in the annual growth rate of the Medicare program, payments for hospital services are 
principal targets and changes in payment policy naturally affect not only the total amoum but the distribution of payments. PPS 
operaitng cosu represeni the largest single source of payment for the Medicare program. In FY 1995. Medicare payments for bospiiaJ 
services are e:qKcted to total S105.7 billioo, with tbe largest portion of tbe total, $66.5 billion or 63 percent, artributable to PPS 
operating payments. PPS operating payments include the basic I^gDosis-Relaied Group (BRC) payment, and. if warranted, payments 
for outliers. IME and DSH. [ME paymenu, expected to be about $3.9 billion in 1995. represent 3.7 percent of all Medicare payments 
to hospitals and 5.9 percent of all PPS operating payments. DSH payments are expected to account for 3.6 percent of all Medicare 
payments to hospitals, and 5.7 percent of total PPS qieraimg payments, or about $3.8 billion. 

Proposals to slow the growth in PPS operating payments have centered on three specific elements: tbe annual increase in the basic 
PPS price for all hospitals, called the update factor, and two add-on payments, the IME and DSH adjustments. All hospitals' 
Medicare payments are affected by changes in the update factor, but only certain types of hospitals experience tbe effect of changes 
in IME and DSH payment policy. While teaching hospitals recognize the need to control Medicare expenditures to protect tbe long- 
term solvency of tbe program, these instituuons would be affected not only by IME reductions, but also by reductions in the update 
factor and DSH paymenu. At tbe levels being proposed by some policy makers, these would be real cuts in paymenu that would 
endanger the ability of teaching hospitals to fulfUl their core missioQS of patient care, education and research. 

Hu Financial ViabiUry of Teaching Hospitals. Since the inception of the PPS. the IME adjustment has been reduced twice from iu 
original level of 1 1 .59 percent. In recent years, however, Congress has indicated that tbe level of (be IME adjustment should reflect 
the broader mission and overall fmancial viability of teaching hospitals to assure access and quality of care for Medicare beneficiaries 
and other patieou. Similarly. ProPAC has recognized that the financial success or failure of tearhip g hospitals could affect access 
to care and quality of care for all Americans. 

Historically, leaching hospitals have had higher PPS inpatient operating margins-tbe e.xcess or loss of revenue attributable to PPS 
patieou expressed as a percentage-on average than non-teaching hospitals, but leaching hospitals' total margins— the finaocial mar gins 
from all padentt-bave remained coosisienUy lower than other hospitals' total margins. As analyzed by ProPAC in iu June 1995 
report and shown in Table C below, data from tbe tenth-year of PK (1993-94). the most recent infoimatxHi publicly available, show 
that average PPS margins for noD-teaching hospitals were minus 4.0 percent, but total margina were plus 4.8 percent. Major M»arhing 
hospitals, however, posted PPS operating margins of 11.7 percem, but their average total margins were substantially lower at 2.7 
percem. Tbe avenge total margin for all hospitals was 4.3 percent. 
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An analysts of FY 1994 financial data supplied by 91 hospitals belonging to AAMC's COTH shows that a precipitous reduction 
in the IME adjustment would substantially harm teaching hospitals, (testroying the relative equity that has been achieved with the 
current level of the IME adjustment. If the IME adjustment were reduced trom 7.7 to 3.0 percent, as proposed in one of the 
three Medicare restructuring (^lions by Congressmen Christopher Shays (R-CT), Dave Hobson (R-OH), Dan Miller (R-FL), and 
Steve t-arggnt (R-OK). the average PPS margin in 1994 would fall a positive 11.75 to a negative 1.49 percent, a reduction 
of 13.24 percentage points. The impact on average total margins would be substantial. The average total margin in 1994 would 
fall from 5. 1 percem to 2.8 percent, a decrease of 2.3 percentage points. 

PPS Improvemenu that Would Distribuie Payments More Etfuitably. Now in its twelfth year, the prospective payment system 
continues to be based on national average rates that do not by themselves recognize important differences is hospital costs. 
Originally developed to create a 'level playing field” for teaching and non-teaching hospitals, the IME adjustment serves as a 
proxy (0 adjust for inadequacies in the PPS, including: 

inadequate recognition of differences within a DRG of the complexity of disease, intensity of care required, and 
resources utilized by patients in teaching hospitals: 

non-recogniiioD of the teaching hospital's costs of maintainin g a broader and more specialized scc^ of services, often 
at the regional level, and the capacity for introducing new technology: 

failure of the wage adjustment to account for differences between central city and suburban wage rates within 
metropolitan areas; 

unavoidable decreases in productivity stemming ^m the presence of trainees: and 
additional ancillary services ordered by trainees as they learn how to diagnose and treat patients. 

The AAMC sui^rts efforts to improve payment accuracy and die equitable distribution of PPS payments. The Association 
believes that improvements could be made in the PPS. such as the ioiroduction of better measures of severity of illness, that 
would distribuie payments more equitably across hospitals. The overall payment impact of changes in the DRG patient 
classification system must be budget neutral. Therefore, more accuram measurement of severity of illness would nor increase 
Medicare expenditures. The primary payment impact would be a different allocation of PPS payments across hospitals, all other 
things being equal. 

The inability of the DRG system to distinguish severity of illness widiin diagnostic groups, or account for other characteristics 
that are likely to affect a patient's costs, such as whether the patient was transferred from another facility, has led to research on 
ioqiroved measures of severity. For example, HCFA has developed a new patient classification system that incorporates severity 
rerinemeou, called the Refined DRGs. This new set of DRGs. if implemented, would result to more accurate patient 
classification and paymem for PPS cases. 

The AAMC understands that the use of better severity measures likely would result in a reduction in the empirical level of the 
IME adjususeat. However, teaching hospitals may experience less urtceruiniy hrom year to year if severity of illness were 
captured in the DRGs and were paid through the case mix index. The AAMC believes that a complete analysis of the integration 
of a new DRG system would be required, including the impact of the new system on outlier policy and the interaction of the IME 
and DSH adjustments. 

Similarly, research efforts also could focus on improvements in the Area Wage Index (AWI). which accounts for variation in 
hospital wage rates across geogr^hic areas. As with the DRG classification system, the overall payment impact of changes in 
(he AWT must be budget neutral. The current labor market areas used to determine the AWI. which are based on fixed county 
and state boundaries, fail to account for the higher labor costs faced hospitals located in central, inner city areas compared to 
hospitals in suburban areas. To some unknown degree, these central city/subuiban ring cost differences are incorporated in the 
level of the IME adjustment. 

Finally, the AAMC supports a more equitable approach to outlier policy that targets outlier payments to the highest cost cases. 
Adjustments to outlier payment policy should be considered to protect ho^itals ffom the risk of large losses on some cases. 
Teaching bo^icals, because of their special missions, treat groups of patients who are more likely to become unusually costly 
cases, resulting in costs chat are much greater than the DRG payment. Under current policy, costly cases treated in teaching 
and/or DSH hospitals are less likely to qualify for cost outlier payments and when these cases do, the outlier payment is smaller 
than one in a non-teaching, noo-DSH hospii^. 

The AAMC urges the Congress to consider carefully the impact of a reduction in the IME adjustment on ail teaching hospitals. 
Teaching hospitals undersund that to protect the solvency of the HI Trust Fund. Congress must moderate the projected growth in 
Medicare spending. However, teaching hospitals also are concerned (hat they will be asked to bear a disproportionate burden of 
(be proposed payment reductions. For these institutions, the proposed levels of Medicare spending growth would mean real cuts 
in their paymem levels. Adjustments can be made to the PPS to improve payment equity, but the financial position of teaching 
hospitals, as measured by total margins, is tenuous. Teaching hospitals are concerned about their ability to hdfill their missions, 
including the provision of high technology care, costly services for referred patients, and community services such as bum and 
trauma units. 


Adjusted Average Per Capita Cost (AAPCC) 

As (he delivery system moves toward capitated payments for patients, separating the payment for DOME costs and for patient 
care costs attributable to the special roles of teaching hospitals (IME and DSH) ffom patient care revenue becomes necessary. 

The AAMC believes that the current method of calculating the Medicare AAPCC. the rate that the program pays to a risk 
cofUractor, results in a payment system that creates an uneven playing field between teaching and non-teaching hospitals. 

The AAPCC incorporates all Medicare expenditures, including (he DGME, IME and DSH payments. These payments 

are intmd*^ respectively to compensate hospitals for specific missions (graduate medical education), or for providing services to 
atypical patients who are severely ill or are of low-income socioeconomic status. Once these payments have been included in the 
AAPCC and paid to a risk contractor, there is no assurance that these dollars are used for the purposes intended by the Coi^ress. 
Thus, hosptuls ate St a competitive disadvanuge when they aaempt to contract with risk contractors because the risk 
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comnctors receive (be same AAPCC amount regardless of with whom (be risk contractor has a contract. 

ProPAC recenily noted this problem in its March 199S report to (be Congress: 

Medicare's capitated payment under its managed care risk contracting program does not ap pr opr i ately distribute 
payments for tbe costs of teaching programs or of caring for a disprt^ortionaie share of low>income panents. Tbe 
capiuted rate reflects the extra Me^care payments provided to teaching and dispropoitionate share b^itals in the fn- 
for -service sector, regardless of whether Medicare enrollecs receive care in those hospitals. Tbe relationship between 
HMOs and the teaching and disproportionate share hospitals in ibeir service area warrants further evaluation (pages 7- 
8 ). 

On May 24. 1995. Gail R. Wilensky, Ph.D., Chair of the PPRC, noted that changes are needed in how the Medicare program 
pays HMOs. In testimony before the Subcommittee on Health of the House Ways and Means Committee. Dr. Wilensky 
e.iplained that ’Medicare's current payment methodology for risk-contracting HMOs has a flaw that results in overpaying many 
HMOs for expenses related to graduate medical education.* As pan of its work plan, tbe PPRC will assess the impact of this 
policy in the coming months and analyze the implications of moving towards alternative financing approaches. 

In recent months, (be AAMC has been working to develop a methodology for removing these costs and distributing these 
payments to the appropriate hospitals for (he special costs they incur. The AAMC believes that both near-term actions to address 
tbe imniwtiatf issue at hand, as well as longer-term actions to resolve issues surrounding tbe current Medicare payment 
methodologies (DGME. IME, DSH, and AAPCC) should be pursued. Based on an analysis fur tbe AAMC by Deloitte and 
Touche and discussions with hospital groi^ about the results, the AAMC recommends the following near-term and long-term 
actions. 

Sear-Term Actions. Tbe AAMC believes that DGME, IME. and DSH payments should be removed prior to tbe calculation of 
tbe AAPCC rates and paid directly as intended by Congress to teaching and non-teaching DSH hospitals that incur tbe costs of 
these activities. These *carved-ou(* mission-related payments should be made to teaching institutions when Medicare risk 
contractor eoroUees utilize their services. The AAMC recommends that separate payment methodologies, which mirror tbe 
current Medicare regulati<His and are administratively feasible, be applied to each component of the DGME. IME and DSH 
payments. This approach could be accomplished through direct payments to the providers by continuing to use the cumni 
.Medicare payment methodologies and settlement process with some relatively minor changes; 

Direct Graduate Media ai PAigatirw Using the cunciu fficcbodology for DGME, identify tbe number of inpatient days 
that are incurred by Medicare risk plan enrollees. Allow tbe utaching institution to count these days as part of the 
formula for calculating Medicare's share of DGME c<Mts. 

Indirect Mwlirat Because caje for Medicare risk plan padenu is paid for at a rate negotiated between tbe 

hospital and the risk contractor, there is no longer a DRG p^mem against which to apply the IME adjustment. 
However, when a teaching hospital cares for Medicare risk plan enrollees. it would compute what tbe DRG payments 
would have been for these patients. This amount would then be combined with the actual DRG payments for 
remaining Medicare fee-for-servicc patients, and tbe IME formula would be applied. 

Disprpp ortinnare Chare Thc DSH formula Would bc uscd io the same 'shadow bill* manner. In tbe cases of risk 
comraa Methcare ii^MUents, the teaching hospital would calculate wbai the DRG payments would have been under the 
prospective payment system. This amount would then bc added to (he actual DRG payments of tbe fcc-for-service 
patienu. and tbe DSH formula would be applied. 

Long-Term Actions. Initiauves should be undertaken to identify and study potential alternative contracting to the 

.AATCC methodology, and to reform payments for the education-related missions and tbe care of low-income patients. 

Tbe AAMC urges the Congress to address this methodological issue io an urgent manner as part of its package of prt^osals to 
reform the Medicare program. The Association recogmzes that while diis problem is more prevalent in some pans of the country 
[Han in others, it will be increasingly difficult to resolve as national eorolimeni in Medicare risk -based contracts grow, 
.additionally, tbe same issues will arise under proposals to give vouchers to beneficiaries so that they may pirchase other ^pes of 
insurance. The AAMC believes that modifying AAPCC calculadon would at least partially ameliorate tbe competitive 
disadvantage that teaching hospitals bring to the negotiating table, remove barriers to e;q>anding risk-based conincts among 
.Medicare beneficiaries and strengthen tbe existing, risk-based coordinated care program. 

Medkal School Financing In an Emerging Mce Conpethive Eovlronmeat 

Thus far. this testimony has addressed the impact of potential changes in Medicare on teaching hospital payments. Finally, I 
would like 10 make members of the Coramittee aware of bow tbe emerging competitive delivery system threatens (he fragile 
nanire of medical school financing and the importance of clinical income to the financial viability of tbe nation's medkal schools. 
Tbe competitive environmem is beginning to unravel medical schools' etuire f inancing system at a time when medical schot^ and 
teaching physicians are being called on to transform (be medical education system fiom one that focuses on specialist training in 
hospital inpatient settings to a more expensive system of small group education and generalist curricula carried out in ambulatory 
sites. 


Like leaching hospitals, medical schools finance education and research activities through a complex system of cross- 
subsidization. Education, research and patient care exist as Joint products. Undergraduate medical education in tbe clinical 
setting, directed by the medical school, is not recognized explicit^ by any payment system. Like other academk costs, it has 
been financed indirectly through patient care dollars. Even at public schools, undergraduate medical education derives minimal 
support from tuition, fees and state appropriations. Tuition accounted for 4.1 percent and state appre^riations for 11.5 percou of 
total medical school revenues in 1991-92. Education and research programs rely in large pan on revenues from tbe delivery of 
medical services by tbe faculty of the school. Clinical faculty practice plans represented 32.4 percent of total medical school 
revenue in 1991-92; by contrast, in 1980-81, medical service revenue contributed only 15.7 percent of tbe total. Hospitals also 
support medical schools for activities conducted in the hospital . Paymrau from hospitals have increased from 6.2 percent in 
19ft>-81 to 11.4 percent of total medical school revenue in 1991-1992. Research is siqtported partly by federal and local grants 
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md coMracts. Gnms nd co ttricti repreieiied about ooe-diird of total medical $tbo6l revenue m 1991-92. Fbiiaadiropic 
nppoct imi d e i Muti dne aouroes, but by theouelvea (faeae ftada remais iacufflcieaL Educatkm also be a e fiu from an elaboiaie 
system of noupaid volumaiy fmlty drawn from the community. 

For several reasons, medical scfaods are having difficulty suatiming this cooficx Anancial system undergirding the educa tion and 
research missioas. Federal suppon for reseaich U increasingly oooatrained. with medical icboda expe ct ed to accept a greater 
ibaie of the costs. Pressures brou^ to bear on «*»****^«* service cosb will likely lead to dedining from the faculty 
clinical practice, and less money available to suppon educaiioual and research effore. To preserve the patient base critical for 
medical and research, foculiy physicians are being drawn imo developing networks with affiliated hospitals and 

lie being asked to accept capitattd or discounted peymeius from private peyen. As conumiaity physicians art forced to ai^ 
with various health plau in integrated networks, their willingness to 'contribute* teaching services may even be ihreaiened. The 
shift to a more explicit fuancing system threaiem the ability of medical schools and teaching hospitals to fund educatioo and 
research. 


Coo d arioa 

The AAMC regrets that the possibilicy of establishing all-payer ftmdi for the special missiODs of teaching hospitals and medical 
schools apparently has diminisbed. Iliis 'shared respousibility” ipproach to floancing the special fflissH»s of academic medicine 
is an issue that deserves the Commioee's attendoa. All evid^ice indicates (hat the health care delivery system will continue to 
emphasize price compeddon. chellrnging the fmaacial viability of teaching hoepitali and teaching physicians. Tlie AAMC is 
de^ly concerned that (be fundamental stniecunl changes now occurring in the health delivery system will undermine the ability 
of academic medkiae to adapt to (be new environmeni and to fulfill its unique miuioitt. 

National policy on health care delivery and payment must recognize the unique characteristics and diversity of »***^*<*"g 
and rwhing ^lyiicians so that tbeir fundamental muskws can be preserved. Reducdons in Medicare payments to w^*»»»>g 
hospitals and teaching physkiaos will undermine die ability of ibew instinnicms to ftilfill their muld|rie respooaibiliues at the same 
dme they are struggling to adapt co a new delivery environmeni. Academic medkine suppons those chan^ that assure the 
proviskn of high quality health cue in a cost effective delivecy sysrem. a vibrant research capability and the capaci^ to 
nMntJiidiwg imKdtioaers. Academk insdoidons need die understanding and support of society to ftilfill tbeir obligadoos. The 
AAMC looks forward to woAin| with tfae members of the Committee and tbeir staff to meet these commoo goals. 
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Mr. Houghton. Thank you, very much. 

Dr. Bennett, please give us sort of a quick summary within 5 
minutes and then I will have to duck out and then I will come 
back. 

STATEMENT OF RICHARD G. BENNETT, M.D., ASSOCIATE 

PROFESSOR OF MEDICINE, JOHNS HOPKINS UNIVERSITY 

SCHOOL OF MEDICINE, BALTIMORE, MARYLAND; ON BE- 
HALF OF AMERICAN GERIATRICS SOCIETY 

Dr. Bennett. I am Richard Bennett. I am a physician and a ger- 
iatrician. I am an associate professor of medicine at Johns Hopkins 
and the Johns Hopkins Geriatric Center. I would like to thank the 
Subcommittee for the opportunity to testify here today on behalf of 
the American Geriatrics Society. 

The American Geriatrics Society is an organization of over 6,000 
geriatricians. Geriatricians are physicians who are specially trained 
in the health and illnesses of older persons. Geriatricians specifi- 
cally focus on the care of the chronically ill Medicare beneficiaries. 
Today, I would like to specifically focus my comments on proposals 
to revise Medicare support for graduate medical education for geri- 
atricians. 

As you know, current Medicare rules provide full support for the 
direct cost of training residents for first board certification up to 5 
years. Payment for all other residents are reduced by 50 percent. 
Current law includes a special rule for geriatric medicine. This ex- 
ception provides full support for the additional 2 years of training 
in a geriatric fellowship program. 

We understand that the Subcommittee is considering various op- 
tions to revise Medicare payments for GME. Some of these options 
would limit Medicare payments to training required for the first 
board certification only. We urge the Subcommittee to maintain the 
special rules that now apply to geriatrics. Unless si^cial provisions 
are authorized, geriatric medicine will not be eligible for funding 
since training occurs after initiEil certification for family practice or 
internal medicine. 

We believe that full funding for training is justified for the fol- 
lowing four reasons. First, geriatrics is the only discipline to focus 
solely on Medicare patients. If Medicare is to provide training sup- 
port for any medical discipline, we believe geriatrics must be a pri- 
ority. Geriatrics is, by definition, the study and delivery of care to 
the most frail and most vulnerable of Medicare beneficiaries. 

Second, geriatrics is not a subspecialty. Training in geriatrics oc- 
curs after the completion of a 3-year residency in family practice 
or internal medicine. Rather than a subspecialty board certifi- 
cation, both the American Board of Internal Medicine and the 
American Board of Family Practice jointly offer a certificate of 
added qualification in geriatric medicine. These fellowships expand 
the primary care training of physicians rather than diverting them 
to specialized or procedural care. In our own practice, over 98 per- 
cent of our clinical billings are for primary care, not for sub- 
specialty care. 

Third, there is a significant shortage of geriatricians to meet the 
growing needs of the elderly. This has been recognized by several 
major institutions, including the Institute of Medicine, the NIA, 
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and the Council on Graduate Medical Education. During the last 
decade there has been a growing recognition that there is a signifi- 
cant need for physicians who are better trained to care for older 
persons. Because of advances in aging research, there is a growing 
body of knowledge that this needs to be done. 

Fourth, we believe that training in geriatric medicine represents 
an investment paid back in savings of future Medicare dollars. 
Geriatricians are taught to provide rational, goal-directed, cost- 
effective primary care. 

In conclusion, geriatrics is a relatively new field in this country. 
If geriatrics training is not supported by Medicare, it will not be 
possible to train the numbers of geriatricians needed to care for the 
growing numbers of older Americans. This could destroy a young 
field that must continue to mature and expand to provide cost- 
effective care for the increasing number of older adults in the Unit- 
ed States. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF RICHARD BENNETT, M.D. 
ASSOCIATE PROFESSOR OF MEDICINE 
JOHNS HOPKINS UNIVERSITY SCHOOL OF MEDICINE 
ON BEHALF OF AMERICAN GERIATRICS SOCIETY 


Mr. Chairman, I am Dr. Richard Beonea, Associate Professor of Medicine at the Johns 
Hopkins University School of Medicine. Thank you for the oppoitunity to appear today on 
behalf of the American Geriatrics Society. The American Geriatrics S^iety is an 
organization of over 6,000 geriatricians ~ physicians who focus on the care of chronically 
ill, frail Medicare benenciaries. 

Today, we would like to focus our comments on proposals to reduce Medicare 
reimbursement for graduate medical education. Specifically, we urge the Committee to 
maintain the special reimbursement rules that currently apply to geriatric training. 

Funding for geriatrics education is critical to train an ad^ate number of physicians needed 
to care for the growing population of older patients. 

Current Medicare Rules for Direct Medical Education 

Current Medicare rules provide full funding for geriatric education. Training in geriatric 
medicine takes place after the completion of a three year residency program in family 
practice or internal medicine followed by a two year program. The Medicate program fully 
supports the direct costs of residents for the number of years of training necessary for initial 
board certification, up to a maximum of S years. Paymem for all other residents (beyond the 
initial five years arrd beyond flrst board certification) are reduced by SO percent. Support for 
geriatric medicirs: would be so reduced but for a special exception wbkb provides full 
support for the arlditional two years of training in a geriatric fellowship program. 

Current Geriatric Medicine Training Requirements 

During the last 10 years, there has been a growing recognition that theie is a significant need 
for physicians who are better trained to cate for older patients. As medical advances through 
aging research have been made over the past two decades, there is a growing body of 
knowledge about the health of older persons that has led to therapies that can improve the 
quality of life. Disease manifests itself differently in older persons. They ate affected by 
prescription drugs differently than younger persons. When drugs are not prescribed 
appropriately, they can actually cause illness in older patients, iiEreasing health care costs 
and n^less suffering. Multiple chronic illnesses are quite common in older persons 
particularly those over age 7S. Geriatricians focus on these areas and teach primary cate 
physicians how to arldress the special needs of older persons. 

Geriatrics is not a subspecialty. Rather than a subspecialty board certification, the 
American Board of Internal Medicine and the American Board of Family Practice jointly 
offer a "Certificate of Added Qualifications in Geriatric Medicine. ’ This certification 
process began in 1988 and provides a means by which internists and family physicians can 
obtain formal recognition of their expertise in geriatric medicine. Certification requires both 
attaining clinical skills and the passing of a certifying examination. 

Up until 1994, physicians were eligible to sit for the exam based on substantial clinical 
practice experience with older patients. This pathway has now expired, such that all 
physicians who wish to attain this certification of additional qualifications must complete 
formal geriatrics training. 

Training in geriatrics emphasizes the unique aspects of the health and illnesses of older 
persons; functional assessment: and ttcatment/maoagement of multiple chronic conditions. 
Training supports an interdisciplinary approach to meeting the patient's needs and involves 
coordination of care among the various health cr« providers, e.g., physician specialists, 
nurses, speech/physical therapists, home health agencies, nursing homes, etc. 

Positions offered in geriatric fellowship programs have increased significantly in recent 
years. There were 341 positions offered in 1993, compared to 201 positions in 1990. 
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Shortage of Geriatricians 

Today there are over 8000 certified geriatriciam in the United Slates. Most of these 
geriatricians who were not trained in fellowships and received needed training some years 
ago will soon retire. Therefore, the actual number of geriatricians is expected to fall by the 
year 2000. Moreover, the number of geriatrics faculty is also expected to drop in the next 
decade. 

Various expert panels have recommended a substantia] expansion in the number of trained 
geriatrics faculty and practitioners, including the Council on Graduate Medical Education, the 
National Institute on Aging, the Institute of Medicine Committee on Leadership for 
Academic Geriatric Medicine, and a special committee of the United States Department of 
Health and Human Services. 

There are currently more than 3.3 million Americans over the age of 85. That number is 
expected to nearly double over the next IS years. Federal policies must encourage and 
support training in geriatric medicine for physicians who will care for these individuals. 

Proposed Graduate Medical Education Reforms 

We understand the Committee is considering a proposal to eliminate Medicare reimbursement 
for training beyond first board certification. Unless special provisions are authorized, 
geriatric medicine will not be eligible for funding since training occurs after initial 
certification for family practice or internal medicine. We strongly urge the Committee to 
continue the special geriatric provision now included under current law. 

We believe this special treatment is justified because: 

• Geriatrics is the only discipline to focus solely on Medicare patients. If Medicare is 
to provide training support for any medical discipline, we believe geriatrics must be a 
priority. Geriatrics by defmition is the study and delivery of care to the most frail 
and vulnerable Medicare beneficiaries. 

• Geriatrics is not a subspecialty. Rather, as stated above, the Boards offer a 
"Certificate of Added Qualifications" for geriatrics education. These fellowships 
expand the primary care training of physicians rather than diverting them to 
specialized or procedural care. 

• There is a significant shortage of geriatricians to meet the growing needs of the 
elderly. 

The American Medical Association (AMA) has recognized the special needs of geriatric 
medicine in its graduate medical education proposal. In the proposal, "Tiansforming 
Medicare," the AMA proposes to decrease the number of funded residency positions. AMA 
would provide full funding only to the years leading to initial board certification plus funding 
for the full length of geriatric training programs. Geriatrics is the only exception 
recommended by the AMA. 

Conclusion 

In closing, the country is capable of making much greater strides in improving care for older 
Americans. To achieve this goal, the nation needs to train an adequate number of physicians 
with formal geriatrics education to provide direct care to frail, chronically ill patients and to 
teach other primary care physicians the skills necessary to care for older people and their 
special problems. If geriatrics training is not supported by Medicare, it will not be possible 
to train the numbers of geriatricians needed to care for the growing numbers of older 
patients. 
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Mr. Houghton. Thank you. Doctor, thank you very much. This 
obviously is an area of tremendous concern to us. We do not quite 
know how we are going to maneuver the shoals but we appreciate 
your being here. I am going to have to duck out for a vote, I will 
be back, and maybe some of my associates will also. 

Thanks very much. If you could just hold here. 

[Recess.] 

Mr. Houghton. OK. If we can begin again. Thank you very 
much for your patience. We will not try to keep you too long. As 
you can see, I am surrounded by hordes of people here in this Sub- 
committee. I apologize. It is sort of a scattered day. We are all over 
the place. 

Obviously, I would like to continue the whole concept of paying 
for medical education. And if I understand it — and maybe I am say- 
ing things that you will disagree with — that you feel that there is 
no way, under the HMO system, that they are going to give up part 
of their profits and pay for the type of medication which we ought 
to have. Is that right? Does anybody disagree? 

[No response.] 

Dr. Bennett. No one has offered us any money at John Hopkins 
yet. From HMDs there has been no offer of money in that regard. 
One anticipates that you will not see that kind of money from 
HMOs. 

Mr. Houghton. Right. So you do not think there is even any pos- 
sibility of levying sort of a surtax, just assuming their responsibil- 
ity as citizens of this country, that they somehow divvy up? 

Mr. Van Etten. Well, Mr. Chairman, what the AAMC would like 
to see is some form of sharing of the cost of teaching spread across 
all payers. Absent that, some way to carve out these costs and to 
have reimbursement outside of the AAPCC system seems to us to 
make the most sense. 

Mr. Houghton. OK. Now, just to continue on with you, Mr. Van 
Etten, I think you have in^cated the possibility of eliminating 
graduate medical education for international medical graduates. 

Mr. Van Etten. No, that was not my testimony. 

Mr. Houghton. How do you propose to take care of the inter- 
national doctors or doctors to be? 

Mr. Van Etten. The position of the AAMC is that there should 
be strong consideration of options to diminish the number of inter- 
national medical graduates. However, that should only be done 
with very careful consideration of what the effects would be in 
many of the communities that do depend upon international grad- 
uates. 

So we recognize that there does need to be strong review of man- 
power needs of physicians. On the other hand, we are very con- 
cerned about what the implications would be of an abrupt reduc- 
tion in the payment for international medical graduates. 

Mr. Houghton. Now, let me ask all of you a question. Obviously, 
we are wrestling with this issue. And I, particularly, am represent- 
ing a district in New York State and recognize the importance of 
medical education in New York State, not only to the Nation but 
to the State. 

But the question is, what are the options that we have? We 
would like to throw this thing back, more into the system, rather 
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than holding back and having a special category of payments to the 
medical institutions. 

Is there any way that we can work this so that the accounting 
is a little more simple and that the responsibility is on the shoul- 
ders of everybody rather than just saying, x percent will be for the 
graduate medical education program? 

Maybe you have got some comments on that, anybody? 

Mr. Wood. Well, Mr. Chair, as you have already recognized, this 
is a complex issue. It is not a simple issue whatsoever. There are 
probably payment methods simpler than we have right now with 
the IME and the DME allocation. However, I do not think that I 
can offer, from my perspective, anything that would replace where 
we are right now without causing significant upheaval in the sys- 
tem. 

Mr. Houghton. Well, should Medicare pay entities other than 
the hospital for graduate medical education? 

Mr. Wood. Should they pay other? 

Mr. Houghton. Yes. 

Mr. Wood. I believe, as has already been stated, and I think the 
organization I represent believes that all payers should be involved 
in some way or another in bearing the costs of graduate medical 
education. 

Mr. Houghton. Would anybody like to elaborate on that? 

Mr. Van Etten. We would agree, as well, that the payment for 
graduate medical education should relate to who bears the cost of 
providing those services. We have, in AAMC, been very active in 
pursuing consortia. 

Mr. Houghton. Well, everybody bears the cost. It is just the ac- 
counting procedure you set up. 

Mr. Van Etten. Well, the question would be, who bears the di- 
rect cost of providing support for the graduate medical education? 
And we would, indeed, support spreading that beyond hospitals, 
particularly to ambulatory facilities or to consortia that are estab- 
lished. 

We would also in AAMC be happy to provide suggestions as to 
how one might spread the cost of graduate medical education to a 
broader population and, indeed, feel that is the most effective way 
in which to pay for these costs. 

Mr. Houghton. Another question. Mr. Van Etten, you suggested 
the freezing of the number of residents, if I am not mistaken. 

Mr. Van Etten. No. 

Mr. Houghton. You did not. All right, so, do you think freezing 
the number should be possible? Is that a good idea that we some- 
how cut down on the number of people flowing through the system? 

Mr. Van Etten. I think that it needs a great deal more atten- 
tion. We need to better understand what our manpower needs will 
be in the future. We have seen, in the past, that arbitrary freezes 
in the past have had untoward effects. There needs to be, again, 
just a better, broader understanding of what the manpower needs 
will be over the next 10 to 15 years. 

These are decisions that have such long-range implications that 
there needs to be a great deal more thought before a freeze is im- 
plemented. 
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Mr. Houghton. Sure. OK, now let me just step back I minute. 
For anybody on this panel, we have a system for pa 3 ring for grad- 
uate medical education now. We are in a cross-crunch for a variety 
of different reasons. We are trying to keep the graduate medical 
education, while at the same time, find other ways of paying for 
this thing and having a more moderate approach as we move into 
uncharted territory. 

Have you got other suggestions that we ought to specifically re- 
member as we go here, other than what you propose in your testi- 
mony? Anybody? 

Mr. Van Etten. We do not have other suggestions. I would note, 
however, that as the update factor is reduced and is less than infla- 
tion, that will result in reductions in supporting graduate medical 
education. So that there is an automatic racheting down of grad- 
uate medical education expenses as the update factor is removed. 
So that there would be some diminution over time. 

Mr. Houghton. I think the worry that I have is that we have 
an accounting procedure that has gone along a particular path and 
then that may not be sufficient as we look over the next hill into 
the future. 

And other people ought to maybe help us in assuming the cost 
of training our doctors. And it now falls on, many times, those big 
city hospitals who have the double responsibility of taking care of 
Medicaid patients, and it is an overwhelming cost burden on them. 

Are there other approaches which you can think of which have 
a broader sense of cost responsibility throughout this society of 
ours? 

Mr. Van Etten. Well, again, I think that taking the payments 
and spreading them across a broader payer, across many payers 
would be the most effective way of doing so, of not requiring it to 
be borne strictly by Medicare. 

Mr. Houghton. Fine. And at the end of the day, if you looked 
at 100 percent of the costs, how would those costs be allocated 
amongst taxpayers and directly or indirectly to hospitals? What 
would that chart look like? 

Mr. Van Etten. Well, it might be — if it were charged to various 
health care, to, let us say to HMOs and to others providing health 
insurance — it would be indirectly paid through higher prices ulti- 
mately, or in the case of HMOs, perhaps by sm^ler profits and 
smaller administrative costs than presently are earned. 

Mr. Houghton. OK fine, thank you. 

I am going to turn you over to my associate here who would like 
to ask a question. 

Mr. Ensign. Thank you, Mr. Chairman. 

I just would like to address the whole concept of residents and 
try to understand a little better why residents cost hospitals or the 
places where residents are, teaching hospitals, why is the cost to 
the teaching hospital? In my experience, residents usually are, you 
know, 70-, 80-, 90-, 100-hour-a-week people and their s^aries are 
$25,000 to $35,000 usually. It seems a lot of the work that resi- 
dents do, they do in lieu of a normal clinician, chief of staff, or the 
senior team person. 

And, because they are being paid a lot less, doing it for less cost 
to the hospital. And I have not been able to have it explained to 
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me effectively, at least, or maybe I am not bright enough to under- 
stand, why they cost money? 

In other words, why are not these profit centers? 

Dr. Bennett. Let me give you an example. 

You go into the hospital with chest pain. You go to a teaching 
hospital. The first person that is going to see you may be an intern. 
The intern may spend 1 hour with you evaluating you, maybe he 
will spend 15 minutes if he thinks you are really sick. 

The next person that comes in may be the attending physician 
that decides you need to be admitted to the CCU. There is an inter- 
action between those two folks that you do not see outside your 
room, where teaching occurs. That intern, with you the first time, 
is really going through a learning process understanding how to 
take care of someone. So, in fact, it is not clear that that person 
is really providing much service to the hospital at that stage. 

Mr. Ensign. By the way, just for your background, I am a veteri- 
narian who went through an internship. I understand the process. 

Dr. Bennett. OK, fine, but in the next process, as well, the per- 
son is admitted to the medical service. An intern does an evalua- 
tion. A resident does an evaluation. The attending physician does 
an evaluation. Those kinds of interactions really are very expensive 
interactions and they do cost extremely. 

Mr. Ensign. OK. The intern is obviously the lowest, the first 
year resident, whatever you want to call him now. Third-year resi- 
dent, maybe tops, $35,000, in most places? 

Dr. Bennett. That is ballpark. 

Mr. Ensign. If you look at an 80-hour week, most of these people 
work about 80 hours a week, and multiply that down on an hourly 
wage, we are looking in the $4 or $5 an hour type of a reach. My 
internship paid $14,000 a year and we were the lowest paid people, 
including kennel workers, and we averaged, I think, $2.75 an hour 
that year. 

And it still, even taking that into account, because your hourly 
wage is so low, you still save the senior clinicians work. Because 
residents do a lot of things on their own that the senior person 
never has to do. The senior person that is making $250,000 a year 
never has to do these things. Only $35,000 up to, maybe, the 
$35,000 a year person, but even the first and second year people 
still do a lot of that work. 

I still do not understand how — ^because in veterinary medicine, a 
lot of times you have residents and you have internships because 
it is a profit center. The transfer is that, yes, you are teaching, that 
is the tradeoff that you do. That you say to do this internship or 
to do this residency I know that I am going to get paid slave wages 
but my tradeoff is that I am going to learn sometWng for the next 
three or 4 years and I am going to have a specialty afterward. The 
teaching hospital makes money off of you doing those 4 years in ex- 
change for teaching. 

Now, that is purely a free market situation. I realize that you are 
not truly in a free market because you have government subsidies. 
But I do not understand why it does not work the same in human 
medicine, when medicine is medicine. 

Mr. Van Etten. Congressman, I would not argue that residents 
are not a bargain and that is that they provide very significant 
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services. What is important to recognize in a teaching hospital is 
that the resident plays an absolutely critical role in treating acute- 
ly ill patients. Most of the patients at Stanford or Johns Hopkins 
could not be treated in a community hospital with a normal treat- 
ment of an attending physician who comes in once or twice a day 
and 

Mr. Ensign. Oh, I totally agree with residents being valuable, in- 
ternships being valuable. The training, the whole way we do all of 
that is incredibly important to our future medical system. What I 
do not understand is why the government needs to subsidize it in 
the first place, why did they ever need to subsidize it because these 
people are profit centers. 

Mr. Van Etten. I do not think we are asking to subsidize. We 
are asking simply for the government 

Mr. Ensign. What is graduate medical education for if that is not 
a subsidy? 

Mr. Van Etten. To pay its cost, to pay the cost. The government, 
through the Medicare Program reimburses the providers for the 
cost of providing services. These are legitimate costs of providing 
services, the direct medical education costs associated with resi- 
dents. 

So it is another form, it is like paying for the nursing costs. The 
problem was it was not included within the DRG because the DRG 
payments only were related to all hospitals. So the DME, the direct 
medical education costs, were excluded and paid through a sepa- 
rate formula. 

So in many ways it is not dissimilar from the other forms of 
Medicare reimbursement. 

Mr. Ensign. Correct this if I am wrong, it sounds like to me from 
a logic standpoint, that the government has created a problem by 
not including, that now it cannot get out of. 

Mr. Van Etten. But the dilemma was, that the government, 
there was no way, it was very difficult to come up with a technical 
way to include the cost of education within the DRG payment. And 
so it was determined it was better to pay it, externally, paying the 
direct medical education costs explicitly and the indirect medical 
education costs, which are the indirect costs associated with the se- 
verity of patients treated, separately from the DRG payment. It is 
not a subsidy. 

Mr. Ensign. And as most cost-plus systems, though, it ends up 
skyrocketing the 

Mr. Van Etten. Well, hopefully not cost-plus because there is a 
base at which, of 1984, at which the costs are established. 

Mr. Ensign. OK, thmik you, Mr. Chairman. 

Mr. Houghton. Thank you, very much. 

Let me just get back to the international medical graduates. 
There have been a variety of different suggestions that you could 
put freezes on them and we were talking about this thing earlier. 
And the one suggestion I think, Mr. Van Etten, you had is to have 
some sort of a ratio. 

I do not know whether that makes any sense at all. I know that 
it will probably hurt the smaller hospitals in areas that I represent 
because they have had a tremendous impact up there. And I won- 
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der whether we do want to put some sort of a hold back on the 
international medical graduate. Anybody can answer? 

Mr. Van Etten. Again, it seems to me it is an issue that needs 
a great deal more study. I would suggest in the next panel, Dr. 
Foreman, from Montefiore Hospital, is extremely knowledgeable 
about this issue and I think could well explain to you the role of 
international medical graduates and the critical role that they play 
in an urban hospital setting. 

Mr. Houghton. Fine. But how do you feel? 

Mr. Van Etten. I think, well, again, the AAMC position is that 
there does need to be consideration of manpower needs. We need 
to look at international medical graduates and their role. There 
does need to be some change in the present form, but it needs more 
study before a final decision is made. 

Mr. Houghton. Ms. Zagame, Dr. Wood, Dr. Bennett, are there 
any particular things you would like to drive home as you leave 
here because there is so much information, we are jamming so 
much into these 2 days, any special ending comments that you 
have? 

Ms. Zagame. Well, I would certainly reiterate the plea for report- 
ing out of this Subcommittee, as soon as possible, the Chairman’s 
bill on investigational devices. Medicare reimbursement for those 
investigational devices is a very important issue for Americans. 

Mr. Wood. Mr. Chair, we would ask that the Subcommittee 
would take a careful look at our recommendations. We feel they are 
valid recommendations and would result in cost savings, and I 
agree strongly with Dr. Bennett that we need to take a very careful 
look at work force needs in this country. 

Dr. Bennett. I would like to just urge the Subcommittee to ex- 
tend and continue the narrow exception for geriatricians and their 
training to be funded beyond first certification. 

Mr. Houghton. Thank you, very much. 

Mr. Laughlin, would you like to inquire? 

Mr. Laughlin. No questions, Mr. Chairman. 

Mr. Houghton. All right, fine. Ladies and gentlemen, thank you, 
very much. We certainly appreciate your being with us. 

Now, we have Dr. Foreman and Mr. Hall. If you would come up, 
we would appreciate that. 

Gentlemen, welcome and thank you very much for being with us 
today. Dr. Foreman, Mr. Hall, we are delighted to have you here 
and to have you share your wisdom with us. Maybe after you have 
had that glass of water. Dr. Foreman, you would like to start. 

STATEMENT OF SPENCER FOREMAN, M.D., PRESmENT, 

MONTEFIORE MEDICAL CENTER, NEW YORK, NEW YORK; ON 

BEHALF OF GREATER NEW YORK HOSPITAL ASSOCIATION 

Dr. Foreman. Thank you very much, Mr. Chairman, gentlemen 
of the Subcommittee. I am Dr. Spencer Foreman and I am the re- 
cent chairman of the Greater New York Hospital Association, 
which represents 170 voluntary, not-for-profit private and public 
hospitals and nursing homes in New York. In addition, I have had 
the privilege of appearing before this Subcommittee in the past as 
the chairman of the Association of American Medical Colleges. 
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At the risk of turning this hearing into an echo chamber, I would 
like to say some things that you have heard before and some 
things, perhaps, that you have not heard said quite the way I hope 
to say them. 

I will primarily focus on the preservation and protection of two 
critical aspects of the Medicare Program, its historic commitment 
to graduate medical education, which has been crucial in the pres- 
ervation of America’s preeminence in medicine; and the dispropor- 
tionate share hospital program which has enabled institutions serv- 
ing low-income patients to fulfill their missions. 

The Greater New York Hospital Association urges the Sub- 
committee to recommend the maintenance of Medicare’s historic 
commitment to these programs. In addition, we ask the Sub- 
committee to make crucial changes in the Medicare managed care 
pa 3 nnent methodologies in order to make Medicare restructuring 
comprehensive and effective, and finally I will offer some comments 
regarding Medicare payment for international medical graduates. 

Direct medical education payments recognize the costs incurred 
by hospitals to employ resident physicians and to pay for super- 
vising physicians and related overhead costs. Medicare has paid its 
share of these costs in one form or another since the inception of 
the program. 

The indirect medical education adjustment serves a wholly dif- 
ferent function. It was developed to pay for observed extra costs in- 
curred by teaching hospitals which are in addition to those rep- 
resented by the direct medical education costs. 

The disproportionate share adjustments were desired to assist 
hospitals that treat large numbers of low-income patients in meet- 
ing the costs these institutions incur due to their need to provide 
extra services to these populations. 

Moreover and, importantly, there is a vei^ significant overlap be- 
tween hospitals that receive graduate medical education payments 
and those that receive disproportionate payments. Teaching hos- 
pitals account for 66 percent of all disproportionate share pay- 
ments. 

The vast majority of all teaching hospitals, in Greater New 
York’s membership, are eligible for payments under the dispropor- 
tionate share program, and most of them, including my own, qual- 
ify as high disproportionate share institutions. 

Each of these payments is extremely important to sustaining the 
variety of activities that these teaching hospitals conduct. We be- 
lieve that reductions in both of these programs would be devastat- 
ing. 

I would like to make a comment about New York’s unique envi- 
ronment. New York’s teaching hospitals are essential to the public 
health of the city and the Nation because the problems that pla^e 
American society are particularly pronounced in urban areas like 
ours. For example, 20 percent of all AIDS cases, nationwide, are in 
New York City and New York’s hospitals see more cases of tuber- 
culosis than all of the hospitals in the cities of Atlanta, Boston, 
Chicago, Houston, Los Angeles, Miami, and San Francisco com- 
bined. 

As you know. New York’s hospitals have operated for the past 12 
years under one of the most regulated systems in the country. Our 
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State established a social contract which sought to achieve 
prospectivity in hospital reimbursement, contain hospital costs, and 
assure the universal access through its public and private hospital 
system for those unable to pay. 

That contract largely succeeded. With respect to cost contain- 
ment, New York had the lowest hospital inflation rate in the coun- 
ter throughout the decade of the eighties and those low prices con- 
tinued into the nineties. Moreover, it has created a system which 
provides high-quality care to New Yorkers, no matter what their 
ability to pay. But an unfortunate outcome of the regulatory system 
was its effect on the hospitals’ financial condition. 

Thus, while total margins have hovered around 4.4 percent for 
hospitals nationally, with somewhat lower margins for teaching 
hospitals. New York’s hospitals’ margins have consistently ranked 
last in the Nation. Overall, the hospitals in New York lose money 
on an annual basis at a rate of nearly minus 2 percent. Even the 
private voluntary hospitals have not been able to produce a signifi- 
cant or consistent margin and have an average margin rate of zero. 

I recite this profile because it is crucial for the Subcommittee to 
understand the fragility of the institutions that comprise the New 
York biomedical system. All teaching and disproportionate share 
hospitals face the same threats from the Medicare reductions now 
under discussion, but New York’s hospitals will reach the last stop 
sooner due to their poorer financial condition. 

Like the Association of American Medical Colleges, we believe 
that it is extremely important that our Nation’s teaching hospitals 
do not bear more than their fair share of the sacrifices necessary 
to balance the budget. Severe cuts in Medicare reimbursements for 
graduate medical education and for the institutions that serve a 
large proportion of poor are not merely reductions in the growth of 
costs, they are really cuts in the actual funding of these institu- 
tions and would have a devastating effect on our community. 

Reducing prospective payments through cuts in the update factor 
will naturally ripple through and reduce IME and disproportionate 
share payments, as well. Separately reducing IME and dispropor- 
tionate share factors would impose an additional and actual cut 
targeted at a group of hospitals least able to withstand them. 

In addition to those changes, I would like to take a moment to 
make a few comments about Medicare managed care. The Congress 
is looking at many ways to restructure the Medicare Program. All 
of these restructuring proposals share a common goal to enroll a 
much greater proportion of Medicare beneficiaries in managed care 
plans. Even without statutory changes. Medicare managed care en- 
rollment is rapidly increasing. The move to Medicare managed care 
makes a great deal of sense, but a fundamental flaw now exists in 
the way that Medicare HMOs are paid and it has been mentioned 
by previous speakers. Basically, it is that the graduate medical 
education pa 5 Tnents and disproportionate share payments get 
rolled up into the average per capita cost payments that are given 
to HMOs, but those educational and disproportionate share pay- 
ments never find their way back to the teaching hospitals for which 
they were intended. 

Until now my testimony has supported positions espoused by the 
Association of American Medical Colleges. The Greater New York 
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Hospital Association disagrees with the position AMC has taken 
with respect to graduate medical education for graduates of schools 
not in the United States or Canada. The AMC has recommended 
that we reduce or eliminate payment to support such positions. 

The contention that there is an excess of physicians in the Unit- 
ed States which has been described as the principal justification 
behind proposals to deny support to programs that use foreign- 
educated doctors, is part of a very complicated debate. Much of the 
concern over a physician surplus has been pounded in the econom- 
ics of medical care on a fee-for-service basis. And market changes 
have now dramatically changed the incentives and competitive 
forces and any analysis of physician excess must, likewise, be 
changed. Even using fee-for-service assumptions, many policy- 
makers and researchers have disagreed as to whether there is a 
physician oversupply. 

The principle reasons for continuing to fund graduate medical 
education for international medical graduates are these. The major- 
ity of international medical graduates are either American citizens 
or permanent U.S. residents. They are concentrated in programs 
serving poorer communities and provide essential care for those 
communities. And they have made a historic contribution upon 
graduation to the care of Americans across the Nation. Our associa- 
tion urges the Subcommittee to reject any proposals that will re- 
strict graduate medical education funding to positions filled by 
international medical graduates. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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TESTIMONY OF 

SPENCER FOREMAN, M.D., PRESIDENT 
MONTEnORE MEDICAL CENT^t 

PAST CHAIRMAN, GREATER NEW YORK HOSPITAL ASSOCUTION 

HEARING ON MEDICARE 

HOUSE WAYS AND MEANS SUBCOMMITTEE ON HEALTH 
UNITED STATES HOUSE OF REPRESENTATIVES 

JULY 20, 1995 


Thank you Mr. Chairman and members of the Subcommittee for inviting me to testify before 
you today on efforts to restructure the Medicare program. 1 welcome the opportunity to share 
my views on this challenging endeavor. 

My name is Dr. Spencer Foreman. I am the President of the Montefiore Medical Center in the 
Bronx, the principal academic affiliate of the Albert Einstein College of Medicine and the largest 
Medicare provider in the United States. I am a past Chairman of the Greater New York 
Hospital Association (GNYHA), which represents 170 voluntary, not-for-profit private and 
public hospitals and nursing homes in the metropolitan New York area, the largest physician 
training ground in the nation. I am also a past Chairman of the Association of American 
Medical Colleges (AAMC). 

You have called this hearing today to discuss ways to "preserve, protect, and improve" the 
Medicare program. While there is certainly much to improve in order to place the Medicare 
program on a more secure financial footing and to bring the program more in line with the 
changes taking place in the health care marketplace, I will primarily focus on the preservation 
and protection of two critical aspects of the Medicare program. These include the program’s 
historic commitment to (1) graduate medical education (GME), which has been a crucial 
component of America’s preeminence in medical science and has improved the health outcomes 
of the Medicare population; and (2) the Disproportionate Share Hospital (DSH) program, which 
has enabled institutions serving low income patients to fulfill their missions to deliver services 
to medically underserved communities. 

We urge the Subcommittee to maintain Medicare’s historic commitment to these programs, at 
a minimum, by refraining from imposing a greater share of any Medicare reductions on teaching 
and DSH institutions than on hospitals not carrying out these missions. 

In addition, we ask the Subcommittee to make crucial changes in Medicare managed care 
payment methodologies to make Medicare restructuring comprehensive and effective. 

Finally, 1 will offer some comments regarding Medicare payment for International Medical 
Graduates (IMGs), i.e., physician residents who received their medical college degrees abroad. 

Brief Overview of the Medicare GME and DSH Programs 

Medicare pays for GME through two mechanisms. The first, direct medical education (DME), 
recognizes the costs incurred by hospitals to employ resident physicians and pay for supervising 
physician services and related overhead costs. DME payments are currently calculated from 
audited costs in a 1984 base year, translated into an amount per resident, and updated by an 
inflation factor to the current rate year. Medicare pays for its share of this cost based upon the 
proportion of Medicare inpatient days to total inpatient days delivered by a hospital. In addition. 
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Medicare restricts payments for the later years of residency training, favoring instead those 
necessary for initial board certification, up to five years. The program has also paid slightly 
more for generalist residency positions than for nongeneralists through application of a trend 
factor for the former but not the latter. Medicare has paid for OME in one form or another 
since the inception of the program. 

The indirect medical education (IME) adjustment is very different from DME reimbursement 
and serves a wholly different function. The IME adjustment was developed with the creation 
of the Prospective Payment System (PPS). TTie rationale behind it was expressed by the Senate 
Finance and House Ways and Means Committees as follows; 

This adjustment is provided in light of doubts. . .about the ability of the DRG case 
classification system to account fully for factors such as severity of illness of patients 
requiring the specialized services and treannent programs provided by teaching 
institutions and the additional costs associated with the teaching of residents... The 
adjustment for indirect medical education costs is only a proxy to account for a number 
of factors which may legitimately increase costs in teaching hospitals. (Senate Finance 
Committee Report, Number 98-23, March 11, 1983; House Ways and Means Committee 
Report, Number 98-25, March 4, 1983). 

Thus, the IME adjustment was developed to pay for observed extra costs incurred by teaching 
hospitals in addition to those represented by DME costs. 

The DSH adjustment was also developed as a component of PPS because rural and urban 
hospitals that treat large numbers of low-income patients have higher costs than otherwise similar 
institutions due to the provision of extra services such as translation, increased security, social 
support, and other factors. The formula used to calculate a hospital’s eligibility fpr DSH 
payments is based upon the proportion of inpatient days it provides to Medicaid and low income 
Medicare beneficiaries. This calculation produces a disproportionate patient percentage for each 
hospital. Hospitals with a percentage of 15% or greater qualify for DSH payments. Hospitals 
with percentages of 20.2% or higher are considered by the Medicare program to be "high DSH" 
institutions, a designation relevant to calculation of the add-on. 

Overlap between GME and DSH 

There is a significant overlap between hospitals that receive GME and DSH payments nationally. 
Thus, teaching hospitals account for 66% of all DSH payments, while DSH hospitals account 
for 76% of all IME payments. The overlap is even greater in some states than others. The vast 
majority of all teaching hospitals in GNYHA’s membership are eligible for payments under the 
DSH program, and most of them, including Montefiore, qualify as "high DSH" institutions. 
Each program is extremely important to sustaining the varied activities of major teaching 
hospitals today such that reductions in either GME or DSH would have a major negative effect 
our entire membership. Reductions in both would be devastating. 

New York’s Teaching Hospitals 

GNYHA's more than 80 teaching hospital members are quite diverse. They include academic 
medical centers affiliated with the region’s eight medical schools; large, free-standing teaching 
hospitals; and the 11 hospitals comprising the City’s Health and Hospitals Corporation (HHC). 
Collectively, these institutions train more than 12,000 physician residents per year, or more than 
12% of the nation’s total. 

The medical schools with which these institutions are affiliated, and the hospitals themselves, 
comprise New York City’s biomedical research complex. Montefiore Medical Center, for 
example, conducts substantial undergraduate, graduate medical education, and biomedical 
research programs. New York State itself is home to 13 medical schools and trains almost 15% 
of the nation’s residents ~ 60% more than California, the next largest state. Applying 
methodologies developed by the Council on Graduate Medical Education (COGME) to estimate 
primary versus specialty care mix, in 1993, 41 % of the residents in training in GNYHA member 
hospitals were in primary care and obstelrics/gynecology specialties (37 % without ob/gyn) and 
59% were being trained in nongeneralist fields. These proportions are at or slightly better than 
the national average for generalist training. 
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New York’s teaching hospitals are also essential to the public health of the City and nation 
because the problems that plague American society are particularly pronounced in urban areas 
like ours - violence, substance abuse, homelessness and public health epidemics. Twenty 
percent of all AIDS cases nationwide are treated in New York City. New York hospitals also 
see more cases of tuberculosis than all the hospitals in the cities of Atlanta, Boston, Chicago, 
Houston, Los Angeles, Miami, and San Francisco combined. The biomedical complex thus has 
been essential to providing care to many of our nation's most vulnerable citizens and would be 
hard pressed to continue in similar fashion if either Medicare GME or DSH funding were cut. 

From these statistics it is clear that New York’s teaching complex is the center of advanced 
science, medicine, and education for the world. Patients come from all over the country - 
indeed, from throughout the world - to receive care in our institutions. The New York 
biomedical industry is a national treasure that enriches our lives, America’s status in the world, 
our national economy, and the health care of all Americans. As such, it is in the interest of all 
Americans to preserve this vital resource. 

The importance of our biomedical institutions to the community can be better appreciated by 
describing the activities of a specific hospital center. I am particularly proud of the track record 
that Montefiore Medical Center has established as an academic medical center that has 
purposefully oriented itself to meeting community needs. 

Montefiore has accomplished this in the Bronx, where 1.2 million people live, among them some 
of our nation’s most impoverished. We provide institutional care through two hospitals and 
three skilled nursing facilities. We offer related health care services through a large network, 
including the nation’s oldest and largest hospital-based home health agency, nine community- 
based, primary care centers with many more in development, a nine-site multispecialty group 
practice, seven school-based clinics, an 8S0-physician faculty practice plan providing the full 
spectrum of primary and specialty care, an affiliated Medicaid managed care organization, and 
a range of other community based health services including drug treatment and renal dialysis. 
We provide services to North Central Bronx Hospital under an affiliation contract with HHC, 
and, under contract with New York City's Department of Health, we provide health and mental 
health services to 105,000 inmates a year at the Riker’s Island Detention Center. Montefiore, 
HHC, and AECOM collaborate to provide medical and related services at the Bronx Municipal 
Hospital Center. Finally, our orientation to community needs is reflected in a range of services 
that surpass medical treatments and include, for example, a Child Protection Center for abused 
children, a Lead Poisoning Prevention Program, and Homeless Health Teams. 

We have established this record of service as part of our mission to serve the community, and 
the residents and undergraduate medical students we train are an integral part of it. We provide 
training to more than 300 undergraduate medical students and 1 ,000 house staff armually. These 
programs include training for 60 primary care residents in conununity settings, 75 X of whom 
choose medically underserved inner city practice sites for their first jobs upon graduation from 
the program, and 60% of whom are still working in such sites. 

The New York Environment 

As you know. New York’s hospitals have operated for the past 12 years under one of the most 
regulated systems in the country. The issues presented by current budget discussions are the 
same for all teaching and DSH institutions across the country, in New York, however, regulation 
gives them a harder edge and sharper bite. 

Since 1983, New York has strictly regulated hospital inpatient rates for all payers and, since 
1985, for all payers except Medicare. We have operated under a stringent Certificate of Need 
(CON) process for the approval of capital expenditures and major modernization projects which 
continues in force today, as well as under tte New York Prospective Hospital Reimbursement 
System (NYPHRM), which is set to expire in the middle of next year. 

Under NYPHRM, our State essentially established a social contract that, through State- 
established inpatient rates for all non-Medicaie payers, sought to achieve prospectivity in hospital 
reimbursement, contain hospital costs, and assure universal access through its public and private 
hospital system for those unable to pay. NYPHRM did this by tying commercial payer rates to 
rates paid by Medicaid, thus restricting cost shifting from public to private payers to the lowest 
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rate of any state in the country > and by creating innovative payment mechanisms for 
uncompensated hospital care. 

With respect to cost containment, NYPHRM appears to have done its job, as studies of health 
care inflation in the 1980s show that New York had the lowest inflation rate of any state in that 
decade. Low prices for hospital prices persisted in the 1990s. In 1993, New York’s institutions 
had the sixth lowest price per inpatient discharge adjusted for regional wage and illness severity 
factors, and the second lowest wage-adjusted price per outpatient visit of any slate. 

Another NYPHRM goal, to create one system of care for all, also succeeded. New York’s 
hospitals provide a greater proportion of dieir services to indigent populations than the national 
average. Thus, while M^icaid inpatient discharges comprised 3i% of New York City’s 
voluntary hospital discharges in 1993 and 69% of public hospital cases, less than 14% of the 
country’s hospital inpatient services were rendered to Medicaid beneficiaries, with 19% at major 
teaching hospitals nationally. 

An unfortunate outcome of NYPHRM is the effect it has had on hospital financial conditions. 
Thus, while total margins have hovered around 4.4 % nationally, with lower margins for major 
teaching hospitals. New York’s hospital margins rank last in the nation. According to the New 
York State Department of Health, statewide in 1993, the weighted average total hospital margin 
was -.03%. In New York City, public and private hospitals combined had total margins of 
-1.9%. Private, voluntary hospitals had no margins, at 0.0%. 

New York’s hospitals also labor under severe cash flow constraints. A recent study by the 
United Hospital Fund found that while New York City academic medical centers are efficient 
at collecting receivables when compared to their national counterparts, they had only 3. 3 days 
cash on hand in 1993. This compared to a national average of 40 days for U.S. teaching 
hospitals. And, in all other significant economic indicators, New York’s hospitals rank at the 
bottom. 

I recite this profile because it is crucial for the Committee to understand the fragility of the 
institutions that comprise the New York biomedical system when contemplating reforms in 
Medicare. As stated earlier, all teaching and DSH hospitals face the same threats from the 
Medicare cuts under discussion. New York’s hospitals will reach the last stop sooner due \o 
their poor financial conditions. 

Hospitals Will Bear Their Fair Share of Sacrifice 

The I04th Congress has embarked on a historic mission: to balance the Federal budget by 2002. 
This is a laudable, though daunting, undertaking. As a part of this challenging effort, the Joint 
Budget Resolution calls for reductions in projected Medicare spending of $270 billion over seven 
years. 

Congress has indicated its intent to reduce the rate of growth in all Medicare expenditures, and 
we in New York do not expect to be exempted from any such actions. Given the financial 
picture of New York’s hospitals, and the fact that they have already engaged in massive cost 
reduction programs, however. Medicare reductions will be difficult to bear. Cuts will mean 
dislocation, downsizing, loss of services to the community. 

Teaching and DSH Hospitals Cannot Survive More ’Than Their Fair Share of Sacrifice 

Having said this, it is extremely important that our nation’s teaching hospitals do not bear more 
than their fair share of the sacrifices necessary to balance the budget or, quite simply, we will 
lose them. Severe cuts in Medicare reimbursements for graduate medical education and for 
institutions that serve a large proportion of poor patients, over and above reductions in the rate 
of growth in Medicare expenditures, are r^ cuts and will have a devastating - and perhaps, 
deadly - impact upon our biomedical infrastructure and upon quality of care for everyone. 

in testimony before the House Ways and Means Subcommittee on Health, the Prospective 
Payment Assessment Commission made just this point on March 23, 1993; 

Teaching hospitals are an important source of care for Medicare enrollees... These 
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hospitals are responsible for over 40 percent of all PPS discharges and half of PPS 
payments.. .[DJirect and indirect graduate medical education payments [and] 
disproportionate share payments.. .have helped many major teaching hospitals to avoid 
severe financial stress and to continue to provide access to care for Medicare enrollees, 
while maintaining their teaching mission. Accelerating price competition in the private 
sector is reducing the ability of teaching hospitals to obtain the higher patient care rates 
from other payers that traditionally have contributed to financing the costs of medical 
education. In addition, as Medicare's risk contracting program grows, teaching hospitals 
may not be benefitting as intended from the medical education payments included in the 
capitated payment. 

Add to this statement the pressures of rate regulation under which New York hospitals have 
labored for decades, and it becomes readily apparent that Medicare reimbursement cuts to 
teaching hospitals, beyond cuts to hospitals generally, are a prescription for disaster. 

The reason teaching hospitals are at risk of bearing more than their fair share of reductions is 
because of the focus, to date, on three elements to reduce Medicare hospital payments: cuts in 
the annual inflation adjustment, or update factor, to all PPS rates; cuts specifically in the IME 
factor; and cuts specifically to DSH payments. If Congress were to achieve Medicare savings 
in this way, it would impose a multiple blow to all teaching hospitals with even greater harm 
inflicted on teaching hospitals that also rely upon DSH payments. 

This is because the IME and DSH add-ons are calculated upon the base of PPS payments. 
Reducing PPS payments through cuts in the update factor is intended to reduce the rate of 
growth in Medicare hospital payments, and will naturally ripple through to reduce IME and DSH 
add-ons. Separately reducing the IME or the DSH factors would impose an actual cut, not just 
a reduction in growth, targeted at a group of hospitals least able to withstand them, and which 
constitute the core of our nation's commitment to medicine. 

Given these facts, it is our position that, in that teaching hospitals will see reductions in GME 
and DSH payments simply as a result of cuts in the update factors, further reductions are 
unwarranted and dangerous. We believe Medicare should continue to pay for GME and 
disproportionate share using the current Medicare payment methodologies in order to avoid 
severe damage to our nation's GME and biomedical infrastructures. 

I should also note that significant reductions in support for teaching and DSH hospitals would 
counteract to the efforts to engage in fundamental restructuring of the Medicare program through 
increased managed care. As noted by ProPAC and the Association of American Medical 
Colleges (AAMC) in its testimony today, teaching hospitals provide a disproportionately large 
degree of services to the Medicare population, and do so with assurances to their patients of the 
highest quality and access to the latest medical advances that science has Ur offer. Teaching 
hospitals thus are a key part of the delivery system infrastructure to be relied upon in delivering 
Medicare managed care and assuring quality in the process. Maintaining the ability of teaching 
hospitals to help create superior alternatives in the Medicare program will be a crucial 
component of any strategy to implement Medicare managed care. 

Medicare Restructuring Must Recognize Teaching and DSH Hospital Costs 

The Congress is looking at many ways to restructure the Medicare program and to bring it more 
into line with private sector innovations. While restructuring proposals are diverse - from 
providing vouchers to Medicare beneficiaries to enable them to buy private insurance products 
to encouraging more beneficiaries to enroll in Medicare risk programs - all resnucturing 
proposals share a common goal; to enroll a much greater proportion of Medicare beneficiaries 
in managed care plans. 

Even without statutory changes. Medicare managed care enrollment is rapidly increasing. In 
some states, most notably California, Medicare managed care enrollment is approaching 30%. 
In New York, Medicare managed care enrollment has reached 7% Statewide and is close to 10% 
in New York City. Marketing efforts by Medicare HMDs in our area are exploding, with some 
plans reporting enrollments of more than 4000 new members per month. 

The move to Medicare managed care makes sense, particularly given private sector trends. We 
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urge that, as Congress engages in this restructuring, it do so in a thorough manner that converts 
all elements of the system to one that is compatible with a more market-oriented environment. 

In this regard, a fundamental flaw now exists in the way that Medicare HMDs are paid. The 
GME and DSH payments discussed above were developed to support public benefits delivered 
by teaching and other hospitals, and payment mechanisms were formulated in the context of the 
regulated fee-for-service environment. When Medicare managed care premiums, or the Adjusted 
Average Per Capita Cost (AAPCC), are develtqjed, however, these payments are rolled into the 
premiums paid to Medicare HMDs and lose their special distinction as teaching and DSH 
payments. Thus, there is no requirement that HMDs contract with, much less pay the costs of, 
teaching and DSH institutions. Ironically, the costs of these programs are the source of higher 
Medicare premiums to HMOs, particularly in teaching intensive areas like New York City. 

Because of the inherent competitive disadvantage of teaching hospitals in the managed care 
market, action is urgently needed to transfer GME and DSH payments out of the premium and 
pay them to the institutions and programs they are intended to fund. This proposal would not 
affect the total amount Medicare would spend under managed care, but would change the 
payment mechanics to ensure the support for GME and other public benefits is maintained. 
GNYHA therefore strongly supports the AAMC’s proposal outlined today to address these 
concerns. I cannot overstate the importance of this issue to hospitals, and the very real threat 
that lack of swift action will pose to the very existence of our nation's most preeminent medical 
centers. 

We believe Medicare managed care can offer many of the benefits that managed care has 
bestowed upon commercial populations and payers. However, not all hospitals are alike, a fact 
reflected in the programs they sponsor and related cost structures. If we are to preserve the best 
in our system, we need to recognize those differences in the way we pay premiums to HMOs. 

Specific Proposals to Reduce or Restructure GME Payments 

In its testimony today, the AAMC has cogently and comprehensively explained the importance 
of DME and IME payments to support the teaching hospital mission, as well as analyzed the 
pros and cons of specific proposals. As noted above, GNYHA similarly does not believe that 
reductions in the IME or DSH factors would be equitable or sensible as they would force 
teaching hospitals to bear a greater share of the burden of reductions than hospitals that do not 
perform these missions, and because leaching hospitals are crucial components of the American 
health care system and any resuucturing that might occur within it. 

With respect specifically to DME, various proposals that have been made over time, and are 
discussed in the AAMC's testimony, include Militating the development of ambulatory Gaining 
sites, limiting payments based on the period required for initial board certification, weighting 
DME payments by specialty, and creating a national average per resident amount. GNYHA 
supports the AAMC's analysis and positions on these issues. 

On one issue, however, we would like to offer a different perspective. This concerns proposals 
to limit Medicare payments to residency positions only when they are filled by graduates of 
American medical colleges, and denying such payment in years when they are filled by 
International Medical Graduates (IMGs). 

IMGs are U.S. citizens and persons of foreign citizenship who attend foreign medical schools. 
Medicare does not currently discriminate in its support of residency programs on the basis of 
whether the resident is an IMG or a graduate of a U.S. medical college so long as the IMG 
resident is in a qualified residency program and has passed Parts I and II of the National Board 
of Medical Examiners test. This test is equally applicable to both American and foreign IMGs. 

The contention that there is an excess of physicians — the principle Justification behind proposals 
to deny support to programs that use foreign educated doctors - is part of a complicated debate. 
Much of the concern over a physician surplus has been grounded in the economics of medical 
care in a fee-for-service system, where physicians are autonomous drivers of health care 
utilization through the tests, procedures, m^ications, and treatments they prescribe. However, 
market trends have changed this dynamic by introducing new incentives and competitive forces, 
and analyses of physician excess must likewise change. 
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Evcq using fee-for-service assumptions, many policy makers and researchers have disagreed 
^bbout whether there is a physician oversupply, in what specialties, and what the trend line for 
future demand will be. - Even assuming t^t a physician surplus emerged, it is not at all clear 
that this should be staved off given the dynamics of the new marketplace. 

At Montefiore, we have witnessed a changing physician environment. My instimtion has been 
aggressively pursuing the development of ambulatory care capacity in both low income and 
middle class neighborhoods, and is currently engaged in the development of IS such centers. 
Given our commitment to underserved areas, we are grateful to ^d that physician recruitment 
has become easier, and it appears that physicians are exploring a wider array of options than 
they had in the past. 

Proposing to cut Medicare GME expenditures by drawing a bright line distinction based upon 
medical school location has a supeificial appeal as an easy way to cut GME programs. Of 
course, states that rely heavily upon graduates of foreign medical schools, such as New York, 
New Jersey, Nevada, North Dakota, Illinois, Connecticut, Michigan, and others, would be hard 
hit hy such an approach, which would strip their accredited training programs of the support 
given to identical programs in other parts of the country. 

Needless to say, such an approach would not distinguish among physician residents based upon 
quality. Many of our foreign-trained residents are among the best and brightest new physicians 
I have seen, and many IMGs practice in rural and urban areas of the country that are medically 
underserved. Withdrawing Medicare funding for residency positions when they are filled by 
graduates of foreign medical schools would also have a devastating impact on the communities 
served by such physicians during their training years. Many foreign-educated physicians supply 
essential services to hospitals in medically underserved communities, particularly in urban areas. 
Denying Medicare reimbursement for positions filled by such persons would cripple such 
institutions, and deny services to communities that rely upon them without any associated 
replacement funding or alternative workforce cations. 

GNYHA therefore urges the Committee to reject any proposals to restrict GME funding only 
to residency positions when they are filled by U.S. m^ical graduates as an action that would 
harm underserved communities and that would draw arbitrary distinctions not related to quality, 
service, or workforce goals. 

The Importance of Maintaining DSH Payments 

As noted above, hospitals around the country in both rural and urban areas have relied on DSH 
adjustments to their PPS rates to maintain their financial stability and capacity to provide 
services to a wide range of patients. The DSH adjustment was created in recognition of the fact 
that hospitals with high proportions of low income patients, measured by services to low income 
Medicare and Medicaid beneficiaries, experience higher costs than hospitals without such 
characteristics and whose costs are expected to be covered by PPS rates. As recognized by 
Congress when it enacted the DSH adjustment in 1985, hospit^s with large proportions of low 
income patients must provide associated services not offered in other hospitals, such as increased 
security, translation, and social support and related activities, which give rise to a higher cost 
structure. 

Such services also occur more frequently in teaching hospitals than in non-teaching hospitals, 
because the missions of academic centers include not just teaching and research, but also include 
providing the latest and best in medical care to the general population, serving the public health 
through specialized, advanced services to treat diseases like tuberculosis and HIV, and serving 
their communities. I outlined at the beginning of my testimony the myriad of patient care 
services delivered by my own institution, of which I am very proud, many of which are targeted 
at improving the health of low income persons. Missions lite ours, and the patients we serve, 
are characteristics shared by many academic centers across the couno^, and give rise to a 
different complement of cost structures that should continue to be recognized by . the Medicare 
program. 

DSH funding is not an isolated component of our budgets that is reserved to care for low income 
patients; rather, it is an integral part of a medical center's revenue stream that enables us u> 
deliver high quality services to all of our patients. Possible reductions in DSH funding would 
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deal a devastating blow to the ability of rural and urban hospitals to continue fulfilling their 
missions of delivering patient care to a broad spectrum of patients. 

Conclusion 

GNYHA and its member institutions are living in a new health care environment, one in which 
the marketplace has prompted many changes in the way we do business. We ask Congress to 
undertake changes in the Medicare program and to maintain its strong commitment to change. 
At the same time, we urge you to proceed with extreme caution to preserve and to protect those 
elements of the system that are the best that American medicine h^ to offer. We stand ready 
to assist Committee members in any possible way as you embark upon this task. 
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Mr. Ensign [presiding]. Thank you for your testimony. Mr. Hall, 
Congressman Hilliard was supposed to be here and he apologizes 
that he cannot. He wanted to thank you for being here and he 
wanted to, personally, introduce you and I am to make his apolo- 
gies. We appreciate your testimony. 

STATEMENT OF DENNIS A. HALL, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, BAPTIST HEALTH SYSTEM, 

BIRMINGHAM, ALABAMA 

Mr. Hall. Thank you, very much. 

I am delighted to be here today and to have the opportunity to 
address this Subcommittee on your budget reconciliation debate 
and specifically its impact on Medicare. I am the president of the 
Baptist Health System based in Birmingham, Alabama. We operate 
11 hospitals, 7 long-term skilled care centers, 50-some clinics 
across the State, and 7 home health agencies. We admit about 
75,000 patients a year, see another 600,000 patients as outpatients. 
In fact, we have emerged as the largest health care delivery system 
in our State and we now employ about 10,000 employees. So we 
have a great interest in this debate, here today. 

I think, as all of you on this Subcommittee know, the Health 
Care Financing Administration for years has attempted to manage 
the skyrocketing costs of Medicare by simply racheting down pay- 
ments to providers at rates lower than medical inflation. This 
strategy has backfired in every way possible because it has never 
addressed the root causes of the problem — overcapacity, lack of in- 
centives to promote efficiency and public sector cost shifting. The 
latter, resulting in things we all hear about like $24 aspirins ap- 
pearing on fully insured patient’s bills. Well, the cost-shifting win- 
dow is quickly being slammed shut as employers and purchasers 
are now moving into managed care plans, HMOs, and PPOs, and 
negotiating deep-pocket discounted fee schedules, per diems, and 
even the more aggressive capitation programs. 

Last year our system lost $13.5 million taking care of Medicare 
beneficiaries. And that was $750 per patient. Medicare pays us ap- 
proximately 90 cents for every dollar of expenditures that we lay 
out taking care of Medicare beneficiaries. And even though we have 
been reducing these losses, our costs are rising faster than the re- 
imbursement for Medicare patients. 

As we see it, you have about three options. You can raise taxes. 
I have not heard that discussed here today nor in any other forum. 
I do not think that is a politically viable option. Your second option 
is simply to continue to cut reimbursement to the providers. Since 
the eighties, when the prospective payment system was put in. 
Medicare funding has had absolutely no ties to the cost of provid- 
ing care to the beneficiaries. 

Our organization, like institutions all across this country, have 
squeezed about as much as we can out of our costs in an attempt 
to provide cost-effective, high-quality care and, to some extent, we 
have been successful. However, our projections indicate that over 
the next 7 years, the impact of this $270 billion cutback in Medi- 
care funding could cause our system to lose more than $122 million 
taking care of Medicare beneficiaries. 
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Obviously, if we begin to report these kind of financial losses, our 
access to capital is quickly cut off and we are not able to obtain 
the kind of information technology that we need to computerize 
medical records and administrative procedures to bring even more 
efficiencies to our system or even to monitor clinical outcomes and 
to acquire or replace medical technology. 

We believe the only viable option that you have is to reduce 
health care utilization by Medicare beneficiaries. We need to 
change provider incentives to encourage what, we would call, care 
shifting instead of cost shifting. And certainly we have learned by 
now that regulatory micromanagement does not work. 

There are all kinds of examples of regulatory barriers to effi- 
ciencies. To name just a few; Regulations that require patients to 
spend 3 days in a hospital before they can go into a skilled nursing 
unit; regulations that require long-term hospitalized patients, who 
are candidates for long-term hospital care, to be admitted to an- 
other facility, outside your hospital, before Medicare will pay for it, 
or require you to lease space in your hospital to some other com- 
pany or organization before Medicare will pay for it; regulations 
that will not pay for unskilled care at home and result in Medicare 
beneficiaries ending up in rehabilitation facilities at a much higher 
costs. There are all kinds of examples of these kinds of regulatory 
barriers. 

The most significant opportunity that you have to change the 
rate of utilization of health care services by Medicare beneficiaries, 
in our opinion, is to encourage more beneficiaries to join Medicare 
HMOs or Medicare risk plans. All the estimates that I see, and all 
the examples around the country, in spite of testimony that I have 
heard here earlier today, indicate that we could cut hospitalization 
rates in half with Medicare risk plans. We operate a Medicare risk 
plan in Alabama with 4,000 Medicare beneficiaries and that has 
certainly been our experience, let alone the elimination of many di- 
agnostic interventions. 

In addition, it would strip out millions of dollars of administra- 
tive expenses in terms of managing the current Medicare billing 
situation. We spend about $6 million a year in our system simply 
managing the administrative side of Medicare that would be com- 
pletely unnecessary if, indeed, we were taking care of Medicare 
beneficiaries through a Medicare risk plan. 

And perhaps one of the last things that I would like to reinforce 
is the American Hospital Association’s position that we need to es- 
tablish a citizens’ commission similar to the Federal Reserve or the 
Securities and Exchange Commission to ensure that health policy 
decisions regarding the future Medicare funding are based on the 
actual cost of delivering medical services to beneficiaries, and to 
depoliticize this process of deliberating about the future funding of 
health care. 

I would like to, perhaps, conclude my remarks by simply saying 
to you that we want to emphasize that by simply cutting Medicare 
payments to providers is not going to achieve the results that any- 
one wants. These results are simply going to cripple the many al- 
ready weakened health care organizations, placing even more bur- 
den on the remaining providers to take up the slack. 
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What we really need is a transformation of our delivery system, 
and this Subcommittee can recommend legislative incentives to en- 
courage providers to work toward cost-effective, high-quality care. 

I think the only hope to reduce the cost of care for all patients, 
including Medicare beneficiaries, is through more efficient pro- 
grams of managed care and coordinated care. It is the only tool 
that I know that we have demonstrated that works in this country. 
The choice that you are going to make is not whether Medicare 
survives or languishes, but it is going to be how are we going to 
meet our obligation to provide adequate and accessible health care 
to all Americans, regardless of their age, gender, or race. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF DENNIS A. HALL 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 
BAPTIST HEALTH SYSTEM 

Good Morning, Mr. Chairman and members of the Committee. My name is 
Dennis Hall. I am president of the Baptist Health System in Birmingham, 
Alabama. 

I want to thank the members of this committee for allowing me to address some 
of the most critical issues surrounding the budget reconciliation debate and 
specifically its impact on Medicare. It is indeed an honor to represent the Baptist 
Health System and the many other not-for-profit hospitals like ours across the 
country which are struggling to deliver the most cost-efficient high quality health 
care in the communities we serve in this rapidly changing regulatory and business 
environment. 

I come to you today as the president of Alabama's largest not-for-profit private 
health care delivery system, the Baptist Health System, headquartered in 
Birmingham. Our system is the majority shareholder of the state's third largest 
HMO with over nearly 70,000 members including nearly 4,000 Medicare risk 
members, as well as a preferred provider organization with 100,00 members 
throughout the state. We have eleven owned, leased and managed hospitals with 
over 2,100 acute care beds. We treat nearly 75,000 inpatients and 600,000 
outpatients each year. The system offers the complete continuum of care 
including seven skilled nursing, home care and primary care in 50 clinics with 
over 120 physicians. Net revenues for our system this year wiU be 
approximately $700 million. We employ nearly 10,000 employees state wide. 

TTie Health Care Financing Administration (HCFA), for years, has attempted to 
manage the skyrocketing growth of Medicare spending by continually ratcheting 
down on payments to providers at rates lower than medical inflation. By all 
accounts, this strategy has backfired because it never addressed the root causes of 
the problem: over capacity, lack of incentives to promote efficiency, and public- 
sector cost shifting. The latter condition has forced providers to cover their 
losses on Medicare by shifting costs which are not reimbursed to their insured 
patients; hence the infamous "$24 aspirin" which appears on privately insured 
patients' bills. But the "cost-shifting" window is slamming shut. More and more 
commercially insured employers are moving their employees to managed care 
plans- either through preferred provider plans offering discounted charges or 
set fee schedules, or health maintenance organizations that negotiate per diem 
hospitalization rates with providers or more aggressive capitation programs. 
Future opportunities to shift costs have evaporated for many hospitals. 

Last year our system lost over $13.5 million on providing care for Medicare 
patients. Medicare pays us roughly 900 for every $1.00 of our cost. Although 
our Medicare losses have been gradually declining, we do not expect that trend to 
continue as our costs are rising faster that reimbursement rates. Obviously, 
finding ways to at least break-even on Medicare is a major challenge for us, as it 
is for many not-for-profit institutions, since our policy has been and will continue 
to be to accept any patient, regardless of insurance status or ability to pay. 


Options to Keep the Medicare Hospital Insurance Trust Fund Solvent 

As we see it, there are three options to keep the tmst fund solvent and preserve 
Medicare. The first is to immediately raise the current payroll taxes rate by 44 
percent or more according to government estimates. It seems such an action may 
not be politically acceptable, based on the voters' reaction last November. 
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The second option is to cut reimbursement to providers. Since the 
implementation of the prospective payment system in the mid 1980s, development 
of health policy and decisions on Medicare funding have had no ties to the cost of 
providing care. We, like many other institutions, have squeezed about as much as 
we can out of our costs in an attempt to provide cost-effective high-quality care 
for Medicare patients under the current fee-for-service structure of our system. 
To a certain extent we have been successful. Over the last four years we have 
managed to reduce our Medicare losses by almost $4.0 million. However, our 
projections indicate that over the next 7 years, the impact of a $270 billion 
cutback in Medicare funding will cause our system to lose more than $122 
million. And, as mentioned earlier, those losses can no longer be recovered by 
shifting the burden to our commercial customers. 

Furthermore, as soon as our organization begins to report financial losses, our 
bond rating will likely drop. The resulting higher interest rates on future bond 
issues will make it nearly impossible to raise the capital necessary to support 
investments in essential systems like computerized patient records which are 
needed to monitor patient care "real time" and electronic billing which is 
required to improve administrative efficiency. We would also have to postpone 
the acquisition of infomiation technology used to analyze and report clinical 
outcomes data. 

The third and, we believe, the only viable option is to reduce health care 
utilization by Medicare beneficiaries. There are a number of programs the 
government can implement to help hospitals and physicians curb utilization and 
lessen the strain on the trust fund. 


Change Provider Incentives: 

First, we need to change provider incentives to encourage what we call "care 
shifting" as opposed to cost shifting. Certainly we should have learned by now 
that regulatory micro-management does not work. HCFA has been so 
concerned that providers will find loopholes and ways to creatively but legally 
game the system that they established rules that are counter productive and 
more costly to the system. For example. Medicare requires a patient to spend 
three days in the hospital before a skilled nursing stay is reimbursed, causing 
Medicare to pay for an unnecessary hospital admission. Another example 
relates to the Medicare beneficiary whose illness requires a hospital stay in 
excess of 25 days. In many cases care could be provided in a less costly long 
term care hospital environment. However. Medicare will only pay for this 
care if the hospital has a separate building, or pays an unrelated company to 
lease space in the hospital to provide the care. Both these alternatives increase 
the total cost of care. Our goal is to match patient acuity levels to the most 
appropriate and cost-effective care settings. Medicare regulations often 
prevent us from achieving that goal. 

Under the current Medicare rules, approved home health agencies are not 
reimbursed for provided unskilled care as a stand-alone service, such as the 
use of a home health aide for personal care and assistance with activities of 
daily living. As a result. Medicare patients who are not sick enough to be in 
the hospital but too sick to be at home unassisted cannot take advantage of less 
costly home care services. For instance, a patient recovering from hip 
surgery may have to use inpatient rehabilitation costing an average of $5,000 a 
week as compared to home care services which may cost less that $ 1 ,000 a 
week. 
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Home health care has moved well beyond its traditional boundaries, making it 
possible for millions of patients to reduce or eliminate altogether their need 
for more costly inpatient treatment which holds down the total cost of care. 
For example, a home care program in Connecticut has decreased costs for 
managing patients with chronic obstmctive pulmonary disease (COPD). The 
goal of the program was to provide more comprehensive home care services 
to COPD patients who previously required frequent hospitalizations. Average 
monthly costs for those patients' hospitalizations, emergency room visits, and 
home care fell from $2,836 per patient to $2,508 per patient, a savings of 
$328 per patient. Home care programs in our own system reduced cost of 
care for patients with ischemic heart disease by 77%, from $320 per day to 
$72 per day (excluding pharmacy and medical supply costs). 


Change Beneficiary Incentives: 

We also see a need to change incentives for beneficiaries to encourage them to 
seek preventive health care by taking advantage of health screening programs 
that can offer early detection of serious medical problems. If we can help 
beneficiaries identify health risks then it seems logical that we should be able 
to help them reduce those risks and thereby reduce health care costs. Those 
individuals who might be at risk for such catastrophic problems as heart attack 
or stroke could possibly be managed on an outpatient basis at a much lower 
cost than inpatient care. These measures may not just postpone the 
"inevitable," but potentially prevent costly medical interventions. Clearly, 
employers who have adopted health promotion programs see the returns on 
their investment in terms in reductions of their total cost of care. 

We might also encourage beneficiaries to seek healthier life styles by 
maintaining ongoing relationships with them. BHS instituted such a 
membership program called Senior Choice which has grown to over 25,000 
members in the ten years since its inception. The program offers members 
various health information and conducts wellness-oriented activities. 


F.xpand Medicare Managed Care Programs: 

Probably the most significant opportunity to change the rate of utilization of 
health care services by Medicare beneficiaries is to encourage more 
beneficiaries to join Medicare HMDs. Conservative estimates are that under 
managed care. Medicare inpatient days would drop to about 1 ,200 days or 
lower per 1,(X)0 population from the current level of 2,700 days under the 
fee-for-service system, without compromising the quality of clinical outcome. 
A managed care structure can reduce cost while providing an integrated 
continuum of care- better care at less cost. 

One possible fallout of expanding Medicare HMO's would be to substantially 
reduce provider administrative costs. The Baptist Health System spends 
approximately $6 million annually for administration of Medicare claims 
including a portion of our business office, information systems and medical 
records. Other providers and physicians probably experience similar costs 
proportional to the size of their Medicare clientele. Eliminating Medicare 
claims processing would essentially eliminate most of these administrative 
costs. 
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Independent Citizens Commission: 

An independent citizens commission similar to the Federal Reserve Board or 
the Securities and Exchange Commission should be established to ensure health 
policy decisions regarding Medicare funding are based on the actual cost of 
delivering medical services to beneficiaries. As proposed by the American 
Hospital Association, such a commission would de-politicize the Medicare 
program and allow Congress and the administration to respond more quickly 
to problems that could contribute to trust fund insolvency. 


Medical Liability Reform: 

Another way to reduce costs is medical liability reform. Clearly, malpractice 
insurance costs are reflected in Medicare payment rates. Medical liability 
reform will reduce premiums and consequently lower Medicare costs. The 
California Medical Injury Compensation Reform Act of 1975 seems to be a 
successful model which could be adopted at the federal level. Under such a 
program, caps would be set to limit non-economic damages. Double recovery 
of medical-expense damages would be eliminated. Future award payments 
would be made periodically rather than as a lump sum payment. The statute 
of limitations would be reduced, and a sliding scale would be set to decrease 
the attorney's contingency fee as the award increases. 

Hospitals pay millions of dollars in malpractice liability insurance premiums 
annually and maintain large reserves for medical liability, money that could 
otherwise be devoted to improving patient care services. Physicians carry a 
similar burden. An experienced obstetrician, for instance, may pay as much 
as $65,000 in malpractice insurance premiums annually. And if a doctor has 
had a successful claim, the premium can jump to $80,000 or $90,000 per year. 
The Southern Medical Group, Inc., an emergency room management company 
of which BHS is a minority shareholder, pays over $350,000 in malpractice 
premiums for the six hospitals which contract with it to provide emergency 
room coverage. This translates to higher costs of care for everyone. 


Antitrust: 

Although antitrust laws are essential to prevent unfair business practices and 
promote competition, such protection as applied to health care can result in 
unnecessary and expensive duplication of resources and excess capacity. We 
believe the government should offer clear guidance to hospitals with respect to 
antitrust matters which encourages collaboration among providers based on 
the health needs of the local market. Such collaboration should reduce 
duplication, over capacity and lower costs. Today, with the uncertainty in this 
area, providers are hesitant to initiate creative arrangements that might have a 
positive impact on cost of care if there is a possibility of incurring an antitrust 
violation and the resulting treble damages. 

Providers are not waiting for legislated health care reform or the impact of 
balanced budget to reinvent the health care delivery system. We are working 
together with employers and other health agencies to reduce costs while 
maintaining or improving the quality of care in terms of clinical outcomes and 
customer satisfaction. The Baptist Health System have a number of initiatives that 
have been underway for some time to ensure more efficient coordination of care 
within and among our various facilities and levels of care. The anticipated 
savings are dramatic- almost $9 million as a result of downsizing our work 
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force, $4.5 million by standardizing medical supplies, another $4.5 million 
through clinical case management activities and $2 million through consolidation 
of clinical services. 

However, there is a point of diminishing marginal returns. At some point 
continued efforts to cut staff and reduce services in an effort to control costs will 
ultimately have a negative impact on patient satisfaction and certainly on the 
quality of care. The people who come to us for care are sicker than ever before. 
Yet we have still managed to reduce the average length of stay from 6.23 days to 
5.37 days, a 14% decrease. 

Congressmen, 1 must emphasize that simply cutting Medicare payments to 
providers will not achieve the results you desire. Instead, such cuts will probably 
cripple many already-weakened health care organizations, placing even more 
burden on the remaining providers to take up the slack. What is needed is a 
transformation of our delivery system. This subcommittee can recommend 
legislative incentives to encourage providers on the path toward cost effective 
high-quality health care. Our only hope to generate cost savings for Medicare 
and other patients is through more efficient programs of managed care. 

The choice we make is not just whether Medicare survives or languishes, but how 
we are going to meet our obligation to provide adequate and accessible health 
care to all Americans regardless of race, gender or age. 
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Mr. Ensign. Thank you, both, for your testimony. 

We you like to inquire, Mr. Laughlin? 

Mr. Laughlin. Yes, thank you, Mr. Chairman. 

Dr. Foreman, when Mr. Van Etten testified, he suggested that 
we eliminate payment of graduate medical school education. Could 
you tell us what the effect of this policy would have on an institu- 
tion such as yours? 

Dr. Foreman. I think, if I am not mistaken, did he recommend 
the elimination of all support of graduate medical education or just 
for international medical graduates? I think it was just the inter- 
national medical graduates, sir. 

Mr. Laughlin. The question was given to me by somebody who 
was here when he testified and I was not here, so I do not know 
if that is much help. 

Dr. Foreman. Yes, Mr. Houghton gave you that question, I saw 
it. 

Mr. Laughlin. That is correct. Dr. Foreman. 

Dr. Foreman. Thank you, very much. 

International medical graduates have come under discussion ex- 
tensively in the last several years. And this is as a consequence of 
a growing concern on the part of a number of organizations about 
excess physician number in the work force and whether that is a 
bad thing and if it is a bad thing, what is the appropriate way to 
correct it? 

Since we admit into graduate medical education about one-half 
as many international medical graduates each year as American 
medical graduates, and those graduates ultimately find their way 
into the physician work force, they represent a substantial portion 
of our physician supply in the United States, and those who believe 
that there is an excess of physicians, think that any reductions 
ought to take place first among international medical graduates. 

But, it is not at all clear that we have an excess of physicians 
in the sense that their numbers are creating unwanted con- 
sequences. As a matter of fact, a number of people believe that it 
has taken a significant increase in the number of physicians in 
order for managed care to take hold in the United States. 

There is very little doubt that international medical graduates 
have provided a vital service, both while they are in graduate med- 
ical education and after they graduate and go into practice. 

Significantly, there has been a very high concentration of inter- 
national medical graduates in institutions in large urban areas 
that serve the poor. There have been estimates made by credible 
researchers that indicate that between 75 and 300 hospitals in 
inner-city areas that are critically important to the provision of 
care of poor communities are dependent upon international medical 
graduates to provide that care. 

This is particularly true in New York City. A very substantial 
number of the institutions, particularly the public general hospitals 
that serve the poor, get their medical care from international medi- 
cal graduates. 

The final point I wanted to reiterate is that although we think 
of international medical graduates as being foreigners, one-half of 
them, at least, are either American citizens, naturalized or native- 
born, or permanent residents in the United States. 
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It is our contention that if we were to remove graduate medical 
education funding for international medical graduates, we would 
critically impair the ability of those hospitals to deliver care to the 
inner-city poor. 

Mr. Laughlin. Mr. Chairman, do you have time for one more 
question? 

Mr. Ensign. Yes. 

Mr. Laughlin. Dr. Foreman, I represent a very large rural area. 
Some of the counties I represent have no hospital in it, and of the 
22 counties I represent, only 1 has more than 1 hospital in it. And 
I represent numerous communities in the range of 2,000 and small- 
er that have no doctor in there. My question to you is, what is your 
institution doing to influence or cause your graduates to go to rural 
America? Everything that you heard from the four Members of 
Congress who provide the leadership to the rural health coalition, 
representing both political parties, is absolutely true in the district 
I represent. I wonder what, in ad^tion, does your institution do to 
provide this needed medical service? What suggestions do you have 
that we might better serve Rural America? 

Dr. Foreman. There have been two historically underserved pop- 
ulations; one in rural America and one in inner-city America. And 
each has been historically underserved for different reasons. The 
inner-city populations have been underserved primarily because 
there has not been payment for medical services sufficient to at- 
tract medical practitioners, and because the practicing in the condi- 
tions in an impoverished community are very difficult. 

In rural communities, isolation has been a very important factor 
in getting physicians into those areas. There is very good evidence, 
at least in the seventies, that as the numbers of physicians in- 
creased in the United States, there was a significant improvement 
in the penetration of physicians into rural areas. It is not clear, 
however, whether that progress has continued in the eighties and 
nineties. 

There are areas of rural America, at least anecdotally, in which 
there has been a very substantial increase in the number of physi- 
cians serving rural populations, although not necessarily in the 
tiniest towns. That is, if one looks at north-central Pennsylvania, 
for instance, what has happened in towns like Williamsport or 
Danville where there are large institutions is that those institu- 
tions have attracted a large number of practitioners who serve the 
whole country, although the little villages in the countryside may 
not have the same increase in physicians. 

Our institution is in the Bronx, not surprisingly that is not a 
rural county. It is, however, a highly urban and distressed county 
and we have had a substantial impact on moving physicians into 
the service of the urban poor. We now operate ambulatory care cen- 
ters with over 70 physicians serving the poorest residents in our 
community. We are dedicated to expanding that network. 

It is our belief that the growing number of physicians — I will not 
call it a surplus — in the competitive health care system which is 
now developing as a result of managed care — will reduce the eco- 
nomic opportunities in affluent, suburban metropolitan areas and 
create the conditions which will serve to foster the outmigration of 
physicians, both into rural areas and inner-cities. I think that that 
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is going to be a positive consequence of the growing physician work 
force. 

Mr. Laughlin. Thank you, Mr. Chairman. 

Dr. Foreman. Thank you, sir. 

Mr. Ensign. We just have a couple of minutes left, and we have 
a vote on, and we will have to take a break. 

I just have a couple of questions. First of all, we know we have 
a limited amount of funds. We know that Medicare is going broke 
and the only way for this system to survive is to make some fairly 
significant institutional reforms to the whole Medicare system. 

If we know we have a limited amount of dollars to use, first of 
all, would your suggestions be that since more of the inner-city hos- 
pitals — and this would be to Dr. Foreman obviously — serve the 
poor, should the graduate medical assistance dollars be going to 
more of those areas that serve the poor and let the wealthier hos- 
pitals fend for themselves and let the market play there? 

What I am trying to set up here is that that is what they were 
trying to do to you. 

Dr. Foreman. I understand. Let me go back to some questions, 
if I might, that I heard you ask one of the prior panelists because 
I think it is worth examining what the true costs of graduate medi- 
cal education are, who pays them, and why they are what they are. 

There is no doubt that graduate medical education trainees 
render a vital and important service. It just so happens though 
that that service costs more than it earns for the institution. And 
the evidence for that is pretty compelling on a macroeconomic 
basis. That is to say that if you look at the way that nonteaching 
hospitals have operated over the past decade, they have consist- 
ently had more than twice the amount of margin that the teaching 
hospitals have had across the country. 

Mr. Ensign. Does that take into account more unpaid bills? 

Dr. Foreman. I am sorry? 

Mr. Ensign. In Las Vegas we have our county hospital, so you 
are having a lot of lower income people that do not pay their bills — 
does that take that into account? 

Dr. Foreman. Yes. The overall teaching hospitals carry a mixed 
bag of burdens and responsibilities. They provide teaching, they 
provide high-tech services which are often underreimbursed. 

Mr. Ensign. Maybe I did not state my point clearly. In other 
words, if you factored in that those people had paid their bills, now, 
do residents cost more — in other words, do hospitals with residents 
cost more than hospitals without? 

Dr. Foreman. Yes. That is to say that even if you made up the 
underpayment for the uninsured, you would still have higher costs 
in teaching hospitals than you do in nonteaching hospitals, and 
there would still be lower margins based on the way patients care 
is paid for. 

Mr. Ensign. Why? 

Dr. Foreman. Basically because teaching hospitals have cost bur- 
dens, some of which are direct and measurable. 

Let us look at the three pa3mxents that I discussed in my testi- 
mony today. If there were adequate payment for the poor, there 
would not be the requirement for disproportionate share payment. 
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That is clearly a payment targeted at the care of the poor and sub- 
stitutes for those costs and, therefore, they would not be necessary. 

But the direct medical education costs add in the measurable, 
auditable costs of the resident — salary, fringe benefits, faculty 
costs, and overhead. The indirect medical costs are a more com- 
plicated bag. They measure a lot of things indirectly. 

Mr. Ensign. I understand how all those work, but why — I still 
have not had that addressed — ^why they are more expensive? Why 
is a hospital with residents more expensive? Where do the costs 
come in that make them less profitable? 

Dr. Foreman. Well, they occur in several ways. First of all, 
teaching hospitals have a very substantial burden associated with 
complex care which is not recognized in the DRG system. That is 
to say a gall bladder is not a gall bladder is not a gall bladder. If 
you remove a gall bladder from a 35-year-old healthy young female, 
it is a relatively simple operation. If you take a gall bladder out 
from a 75-year-old patient who is overweight, has heart disease, 
and chronic lung difficulty, that is a different illness. 

And those factors are not adequately accounted for in the pay^ 
ment scheme of DRGs. The result has been that the indirect medi- 
cal education payments have served substantially as a proxy for 
complex care. They have also paid for the costs of introducing tech- 
nology, and finally they have paid for the inefficiencies in the 
teaching process. 

Mr. Ensign. OK. I guess you know my suggestion would have 
been to set up the system to clearly reflect the realities of what is 
happening, so that if you want to cut, you know where you are cut- 
ting, and if you do not want to cut, I think it would have been fair- 
er to the entire system and would have worked out better in the 
long run. And perhaps we could at least make that part of our re- 
forms that the costs are more indicative of what is going on out 
there. 

I apologize. I have 3 minutes to go and vote and I will excuse 
you both, and I will call the next panel up, following the recess, in 
about 10 minutes. 

Without objection. Congressman Hilliard’s full statement will be 
made a part of the record. 

[Congressman Hilliard’s statement was not available at the time 
of printing.] 

[Recess.] 

Mr. Ensign. I would like to welcome the panel. We have Howard 
Hughes, former billionaire, with Geisinger Health Systems, 
Danville, Pennsylvania; Glenn Nelson, chair. Rural Policy Research 
Institute Regional Modeling Work Group; Keith Mueller, member. 
Rural Policy Research Institute; and Charlotte Hardt, member. 
Board of Trustees, National Rural Health Association. 

I would like to welcome the panel and you have 5 minutes. We 
would appreciate your keeping your comments to around 5 min- 
utes. 

Dr. Hughes. 
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STATEMENT OF HOWARD G. HUGHES, M.D., GEISINGER 
HEALTH SYSTEM, DANVILLE, PENNSYLVANIA 

Dr. Hughes. Thank you, Mr. Chairman for the opportunity to 
present on behalf of the Geisinger Health System. I would like to 
, ask that my full testimony be included in the hearing record. 

Mr. Ensign. Without objection. 

Dr. Hughes. My name is Dr. Howard Hughes. By training, I am 
an emergency medicine physician and I am responsible for the op- 
eration of Geisinger’s managed care programs. Briefly, the 
Geisinger Medical Center, founded 80 years ago, is a 577-bed facil- 
ity in Danville, Pennsylvania. The medical system is a part of the 
Geisinger Health System which is the Nation’s largest rural health 
care system. The medical center serves as the region’s tertiary re- 
ferral and the only level one trauma center in rural Pennsylvania. 

Geisinger is a fully integrated health care system, serving more 
than 31 counties and 2.3 million Pennsylvanians. Because of the 
rural and diverse geographical nature of the Geisinger system, our 
physicians face unique challenges in providing timely and quality 
health care services to our rural elderly population. 

Geisinger’s HMO is the country’s largest rural HMO with over 
170,000 members, including a Medicare risk component with 6,000 
members. We anticipate that our Medicare-Eligible Program will 
grow to over 15,000 members over the next 3 years. 

The Geisinger Health Plan is a not-for-profit HMO. Our account- 
ability is to the patients and employers we serve, not to the owners 
of a corporate entity. As a result, we have the highest percentage 
of premium dollars going directly to medical services and patient 
care, almost 93 percent, compared to the 82-percent average of the 
13 other HMOs in the State of Pennsylvania. 

At least 30 percent of our hospital admissions are Medicare pa- 
tients, and we view with significant alarm the magnitude of pro- 
posed further cutbacks in Medicare funding that are planned over 
the next 7 years. Despite our efficiency, the current level of Medi- 
care payments does not cover our costs and Geisinger loses money 
on every Medicare patient. Two years ago, Geisinger was under- 
compensated by almost $12 million. 

With the proposed reductions in Medicare, we may lose signifi- 
cantly more than that on an annual basis, l^flule managed care is 
a driving strategy of the Geisinger system, we believe that Medi- 
care recipients should have a choice of coverage. Our experience 
proves that managed care offers, perhaps, the most realistic option 
for bringing about major efficiencies in our Nation’s health care 
system. These advantages accrue for the benefit of all parties — the 
patient, the provider, and the government. 

As Congress moves toward reforming the Medicare system, there 
is the expectation that providers will do better with less. To make 
certain that the full impact of whatever reforms forthcoming are 
positive. Congress must be attentive to the special infrastructure 
needed for rural providers. 

First, there must be a sufficient amount of funds for medical edu- 
cation. Any decline in funding for the teaching institutions will di- 
rectly limit the future supply of rural physicians. This ultimately 
will limit access to the health care system for the elderly and al- 
ready underserved rural areas. 
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Second, to make health care reform truly efficient, technology 
must play an increasing role. We urge that any plan for reform in- 
clude funding or, at a minimum, adequate reimbursement for tele- 
communications/telemedicine programs. At a time of declining reve- 
nues and margins, most rural providers, including Gleisinger, will 
be unable to implement this necessary tool without Federal assist- 
ance. 

Let me conclude by offering some specific recommendations that 
relate to Medicare in the rural marketplace. HCFA’s payment rates 
vary widely between adjacent counties, whereas the HMO would 
observe no cost differences relating to which counties the members 
reside. 

The current geographic areas should be redefined to achieve 
more homogeneous cost areas than the current county-by-county 
configuration. The AAPCC should be based on metropolitan statis- 
tical areas rather than counties. Rural counties should be grouped 
together rather than being given separate rates. HCFA should ex- 
plore an alternative to the AAPCC to allow development of more 
rural plans. 

Pa3ment methods should eventually evolve into a market-driven 
process, thereby affording the benefits of a free market system to 
HMOs. Once an alternative plan is approved by HCFA, there 
should be a simple process for expanding the plan service area into 
contiguous counties. If the new counties are approved by the 
State’s regulatory agency, that should be sufficient. The Federal ex- 
pansion of the service area requirements should be streamlined. 

Medicare beneficiaries should be able to purchase HMO coverage 
as supplemental coverage, as an alternative to Medicare risk cov- 
erage. The HMO rate would be based on the incremental benefits 
offered by the HMO over and above Medicare. Medicare would be 
the primary carrier and the HMO would provide coverage, under 
its rules, for the incremental benefits. This kind of carved-out plan 
was feasible until the Medicare supplemental reform of the late 
eighties. But now it is not available even though it offers substan- 
tial savings for the beneficiaries. 

Allow Medicare risk plans to sell point-of-service plans, also 
called self-referred plans, or SROs, allow tax-exempt status for 
nonprofit plans that offer points-of-service options and, finally, 
HCFA should actively promote enrollment in Medicare risk plans. 
This includes a mechanism to allow beneficiaries to enroll directly 
in risk plans as soon as they become eligible for Medicare. 

Thank you, Mr. Chairman, for the opportunity to be here. I 
would be happy to answer any questions. 

[The prepared statement follows:] 
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THE STATEMENT OF HOWARD HUGHES, M.D. ON BEHALF OF 
THE GEISINGER HEALTH SYSTEM 
BEFORE THE 

SUBCOMMITTEE ON HEALTH 

COMMITTEE ON WAYS AND MEANS 
JULY 20, J995 


Thank you Mr. Chairman and members of the Subcommittee for this opportunity to 
present Geisinger's unique perspective on Medicare reform issues as especially they relate to 
the delivery of health services and managed care in a rural enviroiunent. 

My name is Howard Hughes, M.D. By training I am an Emergency Medicine 
physician. My managerial dudes at Geisinger include those as Senior Vice President for 
Health Plans, including the HMO ~ The Geisinger Health Plan. In this capaci^ 1 am 
responsible for the operadon of Geisinger's managed care programs. 


The Geisinger Health System 

Briefly, the Geisinger Medical Center, founded 80 years ago. is a 577-bed facility in 
Danville. Pennsylvania and is the center of the nadon’s largest lural health care system. 
Geisinger is a fbJly ituegiated health system serving more than 31 primarily rural counties 
and 2.3 million people in central, nonhceotral and northeastern Pennsylvania. The Geisinger 
Medical Center, serves as the region’s tertiary referral and the only Level 1 Trauma Center 
in rural Pennsylvania. Additionally, the System iiKludes a 230-bed regional hospital and 
cancer center in Wilkes Bane, a chemical dependency treatment center near Scranton, and 
more than 60 physician practice sites in mostly rural and isolated areas. 

Because of the rural and diverse geographical nature of the Geisinger System, our 
physicians ftce unique challenges in providing timely and quality health care services to our 
rural elderly population. These challenges inclucte: 

* Efficiently transmitting medical infonoation between health care providers; 

* Recruiting and retaining physicians in rural areas; 

* Adequate and timely referral infoimation; and 

* Patient access to quality health care services. 


MedicareJRefonn 

Due to our location, Geisinger has special expertise in providing health care to an 
elderly population -- particularly the rural elderly. The Commonwealth of Pennsylvania has 
arguably the oldest population in the country widi 15.4% of its residents 65 years or older. 
Geisinger’s service area has a population that is proportionately older, with several counties 
we serve approaching 20%. 

At least 30% of our hospital admissions are Medicare patients and, we view with 
significant alarm the magnitude of proposed further cutbacks in Medicare funding Chat are 
planned over the next seven years. 


C^ar»t•bl• organizaliona that solicit conirtbulions ara raqolrad by li>« Commonwaallb ot 
Pennsylvania to provhja the following etatemant: “A copy of ttta official regisirttien and 
financial information may ba obtained from the Pannaylvania Dapartmant of State by 
calling toll fret, within Pannaylvania, t-SOO-rdS-OSSS. flagiatratlon doaa not intply an- 
deraamant." 


Q pWngar Foundation 

Oanviile. PA 17822 
(717) 271-6461 
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Market forces and changes in health care have not limited Geisioger’s growth or 
ability to provide quality health care services. This is in large part due to the establishment 
of Geisinger’s Health Maintenance Organization in 1972. At that time, it was one of the 
nation’s first niral HMOs. Now the Geisinger Health Plan is the country’s largest rural 
HMO with over 170,000 members, including a Medicare Risk component with 6,000 
members. We anticipate that our Medicare eligible program will grow to 15,000 members 
over the next three years. The Geisinger Health Plan is a non-profit HMO. Our 
accountability is to the patients and employers we serve, not to the owners of a corporate 
entity. Accordingly, Geisinger has the highest percental of premium dollar going directly 
to medical services and patient care - almost 93% ~ compared to the 82 average of the 13 
other HMOs in Pennsylvania. 

There has been much unfounded concern about the absence of competition in many 
rural areas and the false conclusion that a single managed care program or other provider 
may inflate premiums. In fact, competition is heating up, even in rural areas of 
Pennsylvania where Geisinger was once the only provid^. Even before the arrival of 
competition, however, our premiums, offered to fed^ employees, have traditionally been 
among the lowest in the country. As competing health plans have arrived in our service 
area, most have reduced their premiums to meet Geismger’s prices. This should help dispel 
the notion chat lack of cooqKticioa necessarily means lugfaer ibices for consumers. 

Geisinger’s extensive research in geriatric nutritioo shows that 30% of our rxiral 
elderly are malnourished. This means chat elderly piuients come to us more seriously ill, 
their hospital stays are longer, aral they require more aftercare. Compared to the 8 day stay 
for Che well-nourished, the average stay is 11 days for the mainouririied patient. The 
additional time, care and atcemion required by maloourisfaed inpatients, just for Geisinger 
patients, costs an additional $20 - $25 million in health care resources annually. As we 
move to a capitated environmeitt. we have an incentive to conduct nutritional screening 
among all new Medicare Risk enrollees. The potendal impact on costs is great, not to 
mention the improveniem in the quality of life for the elderly. This is the essence of 
managed care and managed care is our primary business strategy. 


While managed care is a driving strategy of the Geisinger system, we believe that 
Medicare recipients should have a choice of coverage. Our experience proves that managed 
care offers pohapa the most realistic option for bringing about major efficiencies in our 
nation’s health care system. Iheae advantages aocnie for the benefit of all parties ~ the 
patient, the provider and (be goveronieiit. 

As a rural, managed health care system. Gebinger can confirm the following 
conclusions from a study of the Group Health Association of America entitled, "HMOs and 
Medicare: Myths and Realities." 

1. Current enrollment pacteru in Medicare HMOs demonstrate that HMOs serve 
pofnilations similar to those of Medicare Fee-For-Service. 

2. HMOs have a proven ability to contain the growth of health care costs over an 
extended period of time. 

3. HMOs are, by design, able to produce substantial savings over traditional Fee- 
For-Scrvice medkioe. 

4. HMOs generate cost savings in the Medicare program by holding down costs 
in their plans and by producing savings in the marketplace as a whole. 

5. The Medicare Risk program is producing savings. 
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6. The type of coordinated, prevention-focused care found in HMOs is well- 
suited to the needs of seniors. 

7. Medicare beneficiaries who are enrolled in HMOs are more satisfied with their 
health plan and its coverage than FFS beneficiaries regardless of their health 
status. 

8. HMOs have proven their ability to ensure that appropriate services are utilized 
in appropriate settings. 

As Congress moves toward reforming the Medican system, there is the expectation 
that providers will "do better with less." To make certain that the full impact of whatever 
reforms are forthcoming are positive, Congress must be attentive to the special infrastructure 
needs of rural providers. 

First, there must be sufficient funds for medical education. Geisinger. as a major 
teaching center, has 200 physicians in training. For many this is their first experience in a 
rural setting. More than half of our graduates go on to ^^tice in rural areas. So any 
decline in funding for the teaching institutions will directly limit the future supply of rural 
physicians. This ultimately will limit access to the health care system for the elderly in 
already underserved rural areas. 

SecorKl, the Geisinger Health System includes rm^re than 60 clinic sites, most of them 
rural and some almost 150 miles from our Medical Center in Danville. To make health care 
reform truly efficient, technology must plan an increasing role. We urge that any plan for 
reform include funding or, at a minimum, adequate reimbursement for 
telecommunications/telemedicine programs. This can expedite the flow of information, 
reduce travel by patients aiKl professionals and provide distance learning and continuing 
medical education. At a time of declining revenues and margins, most rural providers, 
including Geisinger, will be unable to implement this necessary tool without Federal 
assistance. 

Let me conclude by offering some specific recommeodations that relate to Medicare 
and the rural marketplace. 

• HCFA’s payment rates vary widely between adjacent counties, whereas the 
HMO would observe no cost differences relating to which counties the 
members reside. The current geographic areas should be redefined to achieve 
more homogeneous cost areas than the current county-by-county configuration. 
The AAPCC should be based on metropolitan statistical areas rather than 
counties. Rural counties should be grouped together rather than being given 
separate rates. HCFA should explore an alternative to the AAPCC to allow 
development of more rural plans. 

• Payment rates are unstable from period to period, thereby making planning 
difficult. Unexplained aberrations in the current systems payment method 
must be eliminated. 

• Payment methods should eventually evolve into a market driven process 
thereby affording the benefits of a free market system to HMOs. 

• Once an alternative plan is approved by HCFA, there should be a simple 
process for expandii^ the plan’s service area into contiguous counties. If the 
new counties are approved by the state’s regulatory authority, that should be 
sufficient. The Federal expansion of the service area requirements should be 
streamlined. 
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• Medicare beneficiaries should be able to purchase HMO coverage as 
supplemental coverage, as an alternative to Medicare "risk" coverage. The 
HMO rate would be based on the incrementaJ benefits offered by the HMO, 
over and above Medicare. Medicate would be the primary payor, and the 
HMO would provide coverage under its rules for the incremental benefits. 

This kind of "carve-out" plan was feasible until the Medicare supplemental 
reform of the late 1980*s. But now it is not available even though it offers 
substantial savings to beneficiaries. 

• Current rules say that an HMO cannot have more than 50% of its members in 
the Medicare plan. The other 50% nmst be commercial and/or Medicaid, but 
no more th«n 75 % can be Medicare and Medicaid combined. This is an 
attempt to measure quality: it is assumed that if 25% of the members are 
commercial members with other options, then it must be a good plan. These 
limitations are obsolete and should be eliminated. There are better ways to 
gauge the quality of a plan, such as NCQA accreditation, which should be the 
standard. 

• Allow Medicare risk plans to sell point-of-service plans (also called self 
referred options, or SRO’s); and finally, 

• Allow tax-exempt status for non-profit plans that offer points of service 
options, and 

• HCFA should actively promote enrollment in Medicare risk plans. This 
includes a mgchanUm (o allow beneficiaries to enroll directly in risk plans as 
soon as they become eligible for Medico. 

The current budget-driven approach towards a coherent Federal health care policy has 
created conflicting incentives between patients and health care providers, and access issues 
for the uninsured and underinsured. Health can policy reform is key to the improvement of 
our nation’s health care system. Integrated regional systems of health care, like Geisinger, 
have a vital role to play in assisting the Congress in health care policy and Medicare reform. 

Thank you Mr. Chairman, for the opportunity to present the views of the Geisinger 
Health System. We are available to assist Members of Committee as it prepares 
Medicare reform legislation. 


m0 
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Mr. Ensign. Thank you. 

Dr. Nelson. 

STATEMENT OF GLENN L. NELSON, PH.D., CHAIR, REGIONAL 

MODELING WORK GROUP, RURAL POLICY RESEARCH INSTI- 
TUTE; ACCOMPANIED BY KEITH J. MUELLER, PH.D., RURAL 

HEALTH DELIVERY EXPERT PANEL, MEMBER, RURAL POL- 
ICY RESEARCH INSTITUTE 

Mr. Nelson. Thank you, Mr. Chairman, for devoting the time of 
this Subcommittee to the implications of the proposed Medicare 
policy changes for rural America. As you know. Medicare’s central 
concern with the elderly and disabled is especially important in 
rural areas. 

I am Glenn Nelson, chair of RUPRI, the Rural Policy Research 
Institute. I am accompanied by Dr. Keith Mueller, director of the 
Center for Rural Health Research at the University of Nebraska. 

The full institutional context of our work is described in the writ- 
ten testimony. I ask that the written testimony be printed in the 
record. 

Mr. Ensign. Without objection, all of your testimonies will be 
made a part of the permanent record. 

Mr. Nelson. Thank you. 

In my oral testimony I will emphasize the results of a new analy- 
sis of the spatial distribution of Medicare enrollments and pay- 
ments that we believe are particularly relevant to this Subcommit- 
tee and also emphasize the most recent work of the RUPRI Health 
Deliveiw Expert Panel, represented by Dr. Mueller. 

The following economic analysis is the product of the RUPRI Re- 
gional Work Group and the RUPRI Rural Health Economics Expert 
Panel. Rural people have a disproportionate economic interest in 
Medicare relative to urban people. 

First, rural people are more likely than urban people to be en- 
rolled in Medicare. The rural enrollment rate is 28 percent higher 
than the urban rate. Thus, a higher proportion of the rural than 
urban population will be affected directly by changes in Medicare 
policy. 

Second, rural enrollees receive lower average Medicare payments 
than urban enrollees. Payments per urban enrollee are 23 percent 
higher than payments per rural enrollee. Changes in Medicare pol- 
icy that narrow the rural/urban payment gap would improve the vi- 
ability of rural health care systems. 

The net result of these points is that Medicare payments aver- 
aged over all rural residents, including those not enrolled in Medi- 
care as well as enrollees, are slightly above the U.S. average. 

Next, we note that rural per capita income is lower than urban 
per capita income. Finally, we combine the slight differences in 
rural/urban per capita Medicare payments with the differences in 
per capita income for a significant result. In rural areas, the ratio 
of Medicare payments to income is 3.31 percent, as compared to 
2.34 percent in urban areas. These percentages reflect the degree 
to which local income is dependent on Medicare and the rural per- 
centage figure is 41 percent higher than the urban figure. 

As a final note on the economic analysis, these results do not yet 
include the fiscal offset associated with a change in Medicare ex- 
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penditures, such as a change in the Federal budget deficit or a 
change in taxes. RUPRI hopes to make the initial analysis of these 
offsets available for the Congress by early fall. 

The RUPRI Health Delivery Expert Panel, which Dr. Mueller 
represents, recommends four criteria to assess potential impacts in 
Medicare policy. First, because Medicare is a large source of funds 
in rural areas, the impact of policy changes on the financial secu- 
rity of rural providers is critical. While equitable payments that 
narrow the rural/urban payment gap could be helpful, new pay- 
ment methodologies based on historical charges would jeopardize 
the financial health of many rural providers. 

Second, because the lead institution in many rural health deliv- 
ery networks, usually a rural hospital, is often in precarious finan- 
cial circumstances, the impact of policy changes on the availability 
of appropriate rural health delivery facilities is important. 

Third, widespread shortages of rural health care personnel which 
limit the access of rural people to adequate health care are well 
documented. Thus, the impact of Medicare policy changes on the 
availability of health professionals in rural areas is critical. 

Fourth, integrated service delivery networks offer the potential of 
more cost-effective care in many rural communities. However, mov- 
ing too rapidly toward risk-based managed care contracts or adopt- 
ing payment policies that discourage network development could 
thwart its potential. The impact of Medicare policy changes on the 
integration, coordination of health services is a very important cri- 
teria. 

These four critical health service delivery issues and the eco- 
nomic issues noted earlier are the focus of the continuing RUPRI 
study of rural Medicare reform. We would welcome further inter- 
action with this Subcommittee as our study proceeds. 

Mr. Chairman, we thank you for this opportunity to discuss the 
rural perspective. Dr. Mueller and I would be pleased to respond 
to questions. 

Mr. Ensign. Dr. Mueller, do you have oral testimony, as well? 

Mr. Mueller. Thank you, Mr. Chairman. 

My testimony was integrated into Dr. Nelson’s testimony, as per 
the request of the Subcommittee. I will just add a few notable facts 
toward the discussion this afternoon that really play off of much 
of what you have heard earlier today. I will do those following the 
criteria of the Rural Health Care Delivery Panel. 

One of those is supply and availability of physicians and other 
primary care providers remain a very serious and critical rural 
issue. As you heard earlier today there are over 5,000 physicians 
needed if we wanted to achieve a ratio of one primary care physi- 
cian to every 3,500 rural Americans. 

I say that especially following the panel that you just heard from, 
because in our written testimony you will notice that we have laid 
out for you, as you think about changing Medicare policy, both 
positive changes that could be made as a part of policy change, and 
sort of warnings of cautions to avoid. 

One of those positive changes is to continue to encourage the de- 
velopment and use of innovative educational strategies to increase 
the supply of health professionals in rural areas. 
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A second point to note is the dependence of rural facilities on 
Medicare payments, whether those are hospitals or clinics or other 
facilities. The notion of the lead facility in a rural community being 
important is something that ought to be considered as Medicare 
pa 3 Tnent policies are examined and reexamined. We believe that it 
would not be costly to be sure that through Medicare, which some 
facilities rely up to 70 percent of their revenue on, would remain 
high enough to sustain the health care availability for those rural 
citizens. 

Those are just some of the highlights. As I said, the testimony 
was integrated into Dr. Nelson’s and I would be happy to answer 
questions when we get to that. 

[The prepared statement and attachments follow:] 
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The Rural Implications of Medicare Policy Reform: 
Potential Impacts On Rural Economies 

Presented By: 

Dr. Glenn Nelson 

Representing the RU^I Regional Worit Group 


Mr. Chairmen and Members, I appreciate the opporti^ity to testify regarding the unique features of rural America that 
■re relevant to this Congress as you consider significant changes In Medicare policy. I am Glenn Nelson, Chair of the 
Regional Work Group of the Rural Policy Research Institute. RUPRI provides objective analysis and facilitates public 
dialogue concerning puUic policy impacts on rural people and places. 

My objective In this testimony Is to clarify the major fmancial and economic stake of rural people and places in 
Medicare policy, by reporting recent results from an on going RUPRI study of Medicare. Most of the empirical results of this 
analysis apply to 1092, which Is the most recent year for which the Health Care Financing Administration (HCFA) within the 
Depertment of Health and Human Services (HHS) has compiled an Irrtegrated set of reliable enrollment and payment data. I 
am pleased to acknowledge the critical assistance provided by the Office of the Actuary in the Health Care Financing 
Administration In facilitating RUPRI's access to these data. My testimony summarizes five key findings in this analysis. 

I. Rural peopla are mom likaly than urban people to be enrolled in Medicare. The rural enrollment rate la 2S percent 
higher than the urban rate. 

The enrollment rate for Medicare Part A in nonmetropolHan areas is 16.2 percent of the population, as compared to 12.7 
percent in metropolitan areas. Similar results hold for Pari B. and for the aged and disabled components of each of Parts A 
and B. The higher enrollment rates in nonmetropolHan areas reflect the larger proportion of the population which is over age 
65 and the larger proportion which Is disabled. Summarizing the first point, a higher proportion of the rural than urban 
population will be affected directly by changes in Medicare policy. 

N. Rural enrollaet mcelve tower average Medicare paynfwnts than urban enrollees. Payments per 
metropolKanenrollee vrere 23 percent higher than payments per nonmetropolitan anroliea. 

Total Medicare payments (both Part A aral B) per enrollee in Part A, the more comprehensive enrollment measure, were 
$3,937 In metropolHan areas In 1992 but only $3,191 in nonmeiropolitan areas. The gap is even greater when we compare 
the core counties of large metropolitan areas wHh nonmetropolitan counties not adjacent to metropolitan areas, that is, 
compare areas that are more distant from aach other on the rurai*urban continuum. The core counties of large metropolitan 
areas have an average payment of $4,321 per enrollee as compared to $3,137 per enrollee in nonmetropolHan counties not 
adjacent to metropolitan areas. In this case the urban figure exceeds the rural figure by 38 percent. The rurakuiban gap is 
even more extreme If we consider Part B In isolation. Part 8 enrollees in core counties of large metropolitan areas have an 
average Part B payment of $1,633 as compared to $1,074 per Part B enrollee in nonn^etropolHan counties not adjacent to 
metropoinan areas. In this case, which applies to over 8 million nonmetropolHan residents, the urban payment is 52 percent 
higher than the rural payment per enrollee. 

The rural-urban gap in payment per enrollee reflects differences in utilization of health care services and also differences In 
reimbursement rates for services provided. As rural residents vrork to maintain and upgrade the capacity of their heaHh care 
systems In order to improve access to heaKh care and also work to retain and attract heaHh care personnel, this large 
relative dtsadvantage in Medicare payments per enrollee becomes even more problematic. Summarizing my second point, 
changes in Medicare policy which narrow the rural-urban payment per enrollee gap would improve the competitive viebilHy of 
rural heaHh care systems and of rural communities. Changes in policy which widen the gap would decrease the viability of 
rural health systems, including decreases in their ability to retain and recruH heaHh care personnel, and thereby decrease the 
attractiveness of rural oommuntUes as places to live and work. 

111. The dollar Impact of Medicare payment decreases per rural citizen (Including those not enrolled as well as those 
enrolled In Medicare) would likely be slightly greater than Rw national average impact per citizen. 

The net result of the eontrasUng rural-urtan patterns with respect to enrollment rates and payments per enrollee is that 
Medicare payments averaged over all rural residents (including those not enrolled In Medicare as well as enrollees) are 
slightly above the average Medicare payment (or the nation, (wHh the tatter also calculated with reference to the total 
population). This measure Is important, because H helps us estimate the average size of the dollar Impact per person, as the 
impact of a change in Medicare payments diffuses widely ihrough a local or regional economy. More precise measures can 
be developed using policy analysis models such as those we are developing at the Rural Policy Research InstHute, but for 
now the per capita payment 1$ a working estimate. The U.S. average Medicare payment per capHa, wHh reference to the 
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total population-not Just Medicare ertrollees, was S502 In 1992. The average payment per capHa in nonmetropolitan areas 
was $516, slightly higher than the U.S. average. 

IV. Rural people have fewer financial resources to call upon to deal with financial shocks to their local and regional 
economies. 

An examination of the four groupings of U.S. counties on a rural-urban continuum, which provides the analytic framework for 
the RUPRl regional model, reveals a strong association between the degree of rurality and lower per cafMa Incomes. Per 
capHa income in 1 693 in the core counties of large metropotrtan areas (the most uitan of the four county groupings) was 
$23,843 and in the nonmetropolitan counties not adjacent to metropolitan areas (the most rural of the four county groupings) 
was $16,046. (The attached table reports figures for 1992 rather than 1963 per capita income for reasons of internal 
consistency within the table.) Summarizirtg my fourth point, a financial shock of equal dollar amourk per capita in rural and 
urban areas would have a larger relative impact in rural areas, as measured by percentage changes in production, 
employment, consumption, income, and other economic variates. 

V. The impact of equal percentage reductions in Medicare payments In rural and urban areas would lead to 
relatively larger negative effects in the rurat economy than the urban economy. The nonmetropolitan ratio exceeds 
the metropolitan ratio by 41 percent, which is e substantial difference. In nonmetropolitan areas the ratio of 
Medicare payments to personal income Is 3.31 percent, ae compared to 2.34 percent in metropolitan areas. 

This conclusion flows directly from linking my third point on the scale of the impact of Medicare payments per capita and my 
fourth point on the per capita resources available to weather adverse financial shocks. Total personal income is a good, 
readily available measure of the size of a local or regional economy. A comparison of Medicare payments with total personal 
income is a good proxy for the relative importance of Medicare payments in affecting oversil economic conditions in a 
region. Summarizing my fifth point, to the degree that cutbad^ in Medicare payments are made at uniform percentage rates 
in urban and rural areas, the negative impacts on the overall local or regional economy will be relatively larger in rural areas. 
That is, %vhen negative impacts are measured in percentage terms, the percentage changes will tend to be larger in rural than 
urban areas. 

One final note: A limitation of the research summarized in these five points is that the analysis does not address the impacts 
of the off'SettIrrg fiscal decisions which would accompany a change in Medicare payments. For example, a cut in Medicare 
payments will be associated with a decrease In the federal budget deficit, with a tax cut. or with Increased expenditures for 
another federal progranv-as compared to what would have occurred in the absence of the cut in Medicare payments. These 
fiscal off'Sets have their own spatial impacts, which could be positive or negative. RUPRl is now developing estimates of the 
rural impacts of these off-sets, and we hope to have initial results of this work available for the Congress by early fall. 

Thank you, Mr. Chairman. I would be pleased to respond to questions. 


Percent of Population Enrolled In Part A Medicare 



U.a. Av«. Metro Metro Metro Nonmetro Nonmetro Nonmetro 

Core Other ToUl Adjacent Ottwr Total 
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Htodlcare Payment per Enrollee 

$4,S00.00 
14,000.00 
0,500.00 
0 . 000.00 
$2.soaoo 
0 , 000.00 
$1,500.00 
$1,000.00 
$500.00 
$0.00 

U.t. Am. IMre IMrs kWre Mwwiiiw W w wiw tiu Wowwiro 

Com Othor TaM Adtoewil OUw Total 



Medicare Payment per Capital (Total Population) 
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U.S.Av«. M«(ro Metro Moiro Nonmetro Necunetro Nenmttro 

Core Other TeUI Adjacent Other Total 


Personal Income per Capital 
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Medicare Payments as a Percentage of Total Personal Income 

3.50 I 



U.S. Am. Mtttro Matra Matro Nonmatre Nonmatro Noranatio 

Cora Other Total AdJacanI Oihar Total 


Mediotfe EitfoUfflent and Payments by Pans A and B. by Aged and IMsabled, and by Ruial-Uiban County Groupings for the United 
Suiesml992 



MBtrODoliMn Coumv United 
Statei 



Core 

Other 



Not 




Counties 

Metro 


Adjacent 

Adjacent 




of Large 
Metro's 

Counties 

Total 

to Metro 

to Metro 

Total 

Total 

Enroll merit 








Part A Total (thoua.) 

13.988 

11,712 

26.700 

4,674 

3,662 

8,436 

34,136 

Aged Ithoua.) 

12.736 

10.640 

23,276 

4,090 

3.440 

7,660 

30,806 

Disabled (thous.) 

1,262 

1,172 

2,424 

464 

422 

906 

3,330 

Part B Total (thous.) 

13,665 

11.402 

25,067 

4.479 

3,785 

8,264 

33,331 

Aged (thoua.) 

12,526 

10,332 

22,858 

4,032 

3,392 

7,424 

30.282 

Oisablad (thoua.) 

1.139 

1.070 

2,209 

447 

393 

840 

3,049 

Part B/Part A (percant) 

97.7 

97.4 

97.5 

97.9 

98.0 

98.0 

97.6 

Enroll. Relative to 

Pop. (percent) 








Part A Total 

12.1 

13.4 

12.7 

16.0 

16.4 

16.2 

13.4 

Agad 

Disabled 

11.0 

1.1 

12.1 

1.3 

11.6 

1.2 

14.3 

1.7 

14.6 

1.8 

14.4 

1.7 

12.1 

1.3 

Payments (cnl.l) 








Part A Total 

38,129 

26,253 

64,382 

9,745 

8,051 

17.796 

82,179 

Aged 

33,865 

23,244 

57.109 

8,616 

7,117 

15,733 

72.842 

Oiaebled 

4.264 

3,009 

7.273 

1,129 

934 

2,063 

9,336 

Part B Total 

22,316 

14.494 

36,810 

5,061 

4,066 

9,127 

45,937 

Aged 

20,103 

12,942 

33,045 

4.501 

3.600 

8,101 

41,146 

Oiaebled 

2,213 

1,552 

3,765 

560 

466 

1,026 

4,791 

Total 

60,448 

40.747 

101,192 

14,806 

12,117 

26.923 

128,116 

Payments per Enrolee (#1 








Part A Total 

2.726 

2,242 

2,505 

2,131 

2,085 

2,110 

2,407 

Aged 

2,669 

2,206 

2,454 

2,107 

2,069 

2,089 

2,366 

Diaablad 

3,406 

2,667 

3,000 

2,333 

2,213 

2,277 

2,804 

PsrtBTottf 

1,633 

1,271 

1,468 

1,130 

1,074 

1,104 

1,378 

Agad 

1,605 

1,263 

1.446 

1,116 

1,061 

1,091 

1,359 

Disabled 

1,943 

1.450 

K704 

1,263 

1,186 

1,221 

1,671 

Total/Pert A Enrollment 
(table contutinued on next page) 

4,321 

3.479 

3.937 

3,237 

3,137 

3,191 

3,753 
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Metropolrtan Countv Groupings Metropolitan County United 





Core 

Counties 

Otfifif 

Metro 


Adjacent 

Not 

Adjacent 




of Large 
Metro's 

Counties 

Total 

to Metro 

to Metro 

Total 

Total 

Payments Raletive to Total Pop. (4) 








Part A Total 

330 

301 

317 

341 

341 

341 

322 

Aged 

293 

266 

282 

302 

301 

302 

286 

Disabled 

37 

34 

36 

40 

40 

40 

37 

Part B Total 

193 

166 

181 

177 

172 

175 

180 

Aged 

174 

148 

163 

158 

152 

155 

161 

Disabled 

19 

18 

19 

20 

20 

20 

19 

Total 

523 

467 

499 

519 

513 

516 

502 

Paymenta/Tot. Pera. Inc. (pereenti 

2.26 

2.47 

2.34 

3.30 

3.31 

3.31 

2.49 

Bases for Comparatlva Measures 








Total Personal IncorrM (btl.) 

2.672 

1.649 

4.321 

448 

366 

814 

5,135 

Population (mil.) 

115.59 

87.26 

202.87 

2B.54 

23.62 

52.16 

255.03 

Pars. Income Per Capita (41 

23.116 

18,893 

21.299 

15,697 

15,495 

15.606 

20,135 


Table Notea 

This table Is excerpted from the forthcoming RUPRI Data Report, Nonmetropolitan and Metropolitan Medicare Enrollments 
and Payments, which describes the data sources and methodology in considerable detail. Briefly, the underlying Medicare 
enrollment ar>d peymerti data are extracted from county files maintained by the Office of the Actuary, HeaRh Care Finandng 
Administration (HCFA), U.$. Department of Health and Human Services. The data in this RUPRI analysis are not as all 
encompassing as some other sources of national and ^ate data, and the reader may find that some of the national totals 
reported here are slightly less than those In other reports. The critical advantage of the data source used in this study over 
other sources is Its use of the country as the basic unit of analysis which enables the spatial comparisons emphasizad here. 
RUPRI analysts believe the relatively minor omissions from the data base used here do not introduce bias In the spatial 
comparisons. The population and income data are drawn from the Regional Economic Information System maintained by 
the Bureau of Economic Analysis, U.8. Department of Commerce. 

The groupings of counties used to partition the counties irUo four mutually exclusive categories on a rural-urban continuum 
are described In detail. Including Illustrative maps, in the forthcoming publication noted above. The four groupings of 
counties are: 1) core counties of large metropolitan areas, 2) other metropolitan counties, 3) nonmetropolitan counties 
adjacent to metropolHan areas, and 4) nonmetropolitan counties not adjacent to metropolRan areas. The detailed description 
of these groupings is currently available In the previously published RUPRI report by Curtis Braschler arxf Glenn Nelson, 
Metrooolftan and Nonmetr oDqlftan_ExDendttufes: Aid to Families w ith Dependent Children f AFDC). Food Stamps and 
SuDolementarv Security Income (SSh. RUPRI Data Report P95-4, June 8. 1996. 


The Rural Implications of Medicare Policy Reform: 
Poterrtial Impacts on Rural HeaRh Delivery 
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Dr. Keith J. Mueller 
University of Nebraska Medical Center 
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Representing the RUPRi Rural Health Delivery Expert Panel 


Mr. Chairman and Members. I thank you for this r^portunRy to present, on behalf of this national panel of rural 
heaRh policy experts, recommended criteria to use when considering the effects of changes in Medicare policies on the 
delivery of health services In rural areas. The RUPRI Rurol HeaRh Delivery Expert Panel has developed a set of crtteria for 
use In examining the rural implications of changes in heaRh policies. I will use resuRs from the Panel's recent study of 
market force changes in rural heaRh delivery, and general analysis, to adapt those criteria to changes in Medicare policies. 
RUPRi is now beginning a more thorough study of the potential rural impacts of Medicare changes, which will include a 
review of current knowledge regarding Medicare effects on rural heaRh benenciaries and providers, projected economic 
impacts of changes In these reimbursement policies, and expert analysis of the effects of Medicare policy changes. This will 
be an ongoing project. wRh the first resuRs available later this year. 

OVERVIEW 

The njrat heaRh care delivery system is very fragile in many areas of our country. HeaRh care providers cannot rely 
on high volumes of paying patients to build reserves or cover the costs of providing care to those unable to afford services or 
those, such as Medicaid and Medicare patiertts, who do not pay full costs. Feelings of isolation, low and inconsistent 
revenues, and lack of easy access to the latest technologies often discourage heaRh professionals from practicing in rural 
areas. Extraordinary efforts are often necessary to provide adequate access to essential medical services for cRizens of 
sparsely populated counties. Rural communRies cannot always generate all the resources locally to overcome the problems 
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just mantionad. which maans sUta and fadaral programs are often vital to the vary existence of medical services in many , 
areas of rural America. Medicare Is a major resource of revenue for rural providers. The data presented today by the RUPRI ' 
Regional Work Group demonstrates why that Is so - the higher percentage of eldefty in rural counties. 


Given the importance of Medicare payments to rural providers and Medicare beneftts to rural citizens, the RUPRI Health 
Delivery Panel recommends that careful consideration be given to the potential rural effects of any major changes in 
Medicare policy. We have developed spedfic criteria to use in analysis. These are presented here, in order of concern 
to rural health delivery vis a vis Medicare changes, not necessarily in order of importance more generally: financial security, 
availability of facitities, avaitabillty of professionals, and integretion of services. Our focus is on the health delivery system, 
with implications for redpients of medical services. 

CRITERIA ONE: IMPACT ON FINANCIAL SECURITY OF RURAL PROVIDERS 
Rural providers need adequate and stable funding from Medicare. 

Rural providers are often quite dependertt on public programs for fundirtg, because rural communities are charaderized by 
lower household income, more elderty people, and more part time or part year work. In this fiscal environment, reductions in 
Medicare revenue or Increases that do not keep pace with costs will be difficult, and in some cases Impossible, to absorb. 
Because of the very high proportion of elderly in njral areas. Medicare is a very large and critical source of payment for rural 
health care providers. Generating oost>savings in Medicare through such strategies as redudng dispropr^ionate share 
payments, lowing payment Increases below market basket adjustments, and shifting to a restricted capitation payment could 
jer^rdize the financial lifa of rural providers. Achieving savings by designing new systems of payment (such as 
risk-based capitation) could threaten rural providers with ftnandal ruin, particularty if such systems are based on historical 
charges, which have been much lower in rural than in urban counties. Where Medicare revenues are a targe proportion of all 
revenues, and where charges have been low. because of co^ advantages that may no longer exist, or deliberate policies to 
subsidize low charges firom non patient revenue, using historica] charges to set current reimbursements will create negative 
operating margins. 

Potential effects of Medicare policy changes: 

Positive: During recent years, policy changes in Medicare, linked to PPS for hospitals 

and R6RVS for physicians, have reduced urban-rural disparities In payment. Further changes In policies deslgrud to 
produce savings could further reduce those disparities and level the playing field for potential income of providers in urban 
and rural Gommuntties. 

Neg^tve: If historical charges are the basis for new systems of reimbursement, such as fixed capitation, new payments will 
not equal costs for many niral providers. Given the greater dependency of rural provideis on Medicare revenues for financial 
security, this will place even greater financial stress on these facilities and could force at least some providers out of 
business. 

CRITERIA TWO: IMPACT ON AVAILABIUTY OF APPROPRIATE RURAL FACILITIES 
The Importance, and vulnerability, of rural facilities must be acknowledged. 

Rural hospitals, primary care clinics, long-term care facilities and special facilities such as mental health fadllljes are critical 
for rural communities. The financial condition of these facilities and how they are integrated into rural delivery networks are 
critical issues in rural health system development. 

Between 1980 and 1990, 330 rural hospHals In this country were closed. In rural hospitals today. Medicare payments account 
for approximately 40 percent of net patient revenue, in 1992. 31 percent of rural hospitals had negative total operating 
margins, comparing total revenue with total expenditures. 

Rural hospitals and other facilities are often the core Institutions in the integrated health delivery systems in rural areas. 
While there Is a need for some rationalization of the form and fuTw;(lon of many rural facilities, the rinar>clal stabliity of the 
lead instKutlon in these communities is essential to ensure the continued viability of new networks. 

The importance of flexibility in payment and regulation Is a key rural issue. 

As rural communities continue to experiment with new configurations for their essential facilities, such as medical assistance 
facilities or rural primary care hospitals, reimbursement policies wiH need to keep pace with changes that permit appropriate 
payment. Community leaders and providers may also need technical assistance to align local changes with federal policies 
related to conditions of participation and reimbursement. 

Any specifications of essential community providers in new approaches which expand Medicare Select, while assuring 
access, should also acknowrledge the diversity of providers <n rural areas of different states. Designating only particular types 
of providers (e.g., federally qualified health centers and sole community hospitals) as essential propers to receive 
guaranteed payment falls to recognize the diversity of rural providers, including those in states vrith few of these designated 
provider types which have undersarved areas being serviced by other types of rural providers. 

Potential effects of Medicare policy changes: 

Creating new policies related to reimbursement and regulations (conditions of participation) in Medicare provides 
an opportunity to establish In statute (he flexibility that would be useful to rural facilities, such as recognizing as legitimate 
recipients of payment hospitals qualifying now in the Rural Primary Care Hospital demonstration program or the Medical 
Assistance Facility demonstration program. 

Negative: Retaining the current dasslfications of rural facilities and reducing expected 

revenues based on cunwit charges would both limit changes ki facility configuration and limit the resources avallabie for 
transitions. 
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CRITERIA THREE: IMPACT ON AVAILABILITY OF HEALTH PROFESSIONALS IN RURAL AREAS 

Th« tMpply and approprfata diaCrfbution of primary cara and othtr health professionale are critical issues for the 
future of rural health. 

For most rural areas, the only type of physician that is feasible and rational is a primary care physician- especially general 
and family practitioners. To improve the availability of primary care physicians in rural communities, there is a need for a 
substantial expansion In the national supply of primary care phy«cians. and programs and incentives that encourage those 
physicians to practice in rural communities. For rural areas to achieve the standard physician-to-popuiation ratio of 1 for 
every 3,500 persons, least 5,035 primary care physicians would be required. Shortages have also been documented in 
the following professions, at least 70 percent of which are in rural areas: dental, 1,115 areas requiring 3,592 professionals; 
mental health, 832 areas requiring 4,033 professionals. 

The need for a substantial Increase in primary care physicians has become even more critical given the recent increase In 
competition for primary care physiciarts from urban based, managed care systems. This is especially the case in some 
specific regions of the country, including the southeast. 

Many non-physician providers can provide high quality primary care in a cost-effective fashion that is acceptable to those 
living in rural areas. Those providers Include nurse practitioners, physician assistants, and certified nurse midwives. They 
are especially effective as participants In multi-discipijnary teams of health professionals that serve rural areas - for 
example, norvphyslcian providers may staff clinics that are parts of systerrts that include physicians in other locations. 

Current cost-eftactive programs are designed to impact the supply of providers and the Infrastructure of the rural 
health care aystem. 

Programs are in place «vhlch are designed to serve areas with special needs in a cost- effective manner. Examples indude 
the National Haatth Service Corps, Migrant and Community Health Centers, and Rural Health Climes. While changes may be 
appropriate in these programs and others, efforts to support innovative slrslegies for delivering health care in sparsely 
populated areas help sustain providers In those communities. 

Potential effects of Medicare policy changes: 

Positive: As changes are made In furtding for Graduate Medical Education within Medicare, policies explicitly supporting 
primary care professional training and Innovative efforts to encourage rural practice would help rural communities. 

Positive: Direct reimbursement for innovative service models could be sustained and even enhanced, as part of new policies 
designed to achieve Medicare savings. In the long run, these policies could be cost-effective, by keeping care local through 
rural providers. 

Negetive: Deep reductions In Graduate Medical Educational payments, without attemative funding for training, could limit the 
nation's abilHy to produce the number of professionals nece^ry to alleviate current shortages. 

NegeOve: Reimbursement policies that restrict payment to certain types of health professionals could limit the ability to use 
other professionals, such as non-physldan primary care providers, to their fullest potential. 

CRITERIA FOUR; INTEGRATION AND COORDINATION OF RURAL SERVICES 

Incentives are needed to serve underserved areas snd facilitate network development through reimbursement 
policies. 

Many rural communities and providers are beginning efforts to develop integrated service delivery networks that will provide 
more oost-effeebve care and potentially serve as the vehicles for introducirrg managed care to rural America. Networks 
developed in large rural oommunKJas, or those developed in urban communities that extend into rural ereas, may need 
special Incentives in order to serve more sparsely populated areas. Rural communities wanting to develop locally-based 
networks, before potential incursion of urbatvbased systems, may need special financial and/or regulatory considerations in 
order to become viable. Programs designed to assist in developing nrral networks should be used to continue assistance 
where needed, and provide analysis to use In developing payment and regulatory policies. 

Payment policies can include special Incentives to provide care in underserved, sparsely populated areas. Examples exist 
now; sole community hospital designation, bonus payments for physicians in small rural hospitals, and demonstration 
programs for new classifications of rural facilities. 

Potential effects of changes In Medicare policy: 

Positive: New reimbursement policies could include incentives to serve underserved areas. 

Positive: Well-timed O-*-. when local communities are ready for change) changes In Medicare policy to encourage greater 
use of ntanaged care could assist rural networks In making managed care plans financially viable. This is especially 
ImportaM In those rural areas writh high percentages of local provider revenue derived from Medicare. 

Negative: Reductions In expected reimbursement based on ht^orical charges would limit resources that could be devoted to 
network development, end make rural providers less attractive for incorporation into networks. 

Negative: Moving too rapidly to risk-based managed care contracts may result in externally-based providers dominating rural 
markets and cfierry picking lucrative markets, because rural provider networks are no( yet ready to compete with locally- 
based plans. 


Thank you, Mr. Chairman, I would be pleased to respond to questions. 
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has published extensively on the economics of rural health care, and served as President of the American Rural Health 
Association. 
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Oepaitment of Preventive and Societal Medicine at the University of Nebraska Medical Center. He has published 
extensively on a variety of state tnd federal health care policy research issues, indudtng a book, Health Care Pokey In the 
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323 


David Holland, Ph.D.. is Professor of AgrtcuRural Economics at Washington State University. He has over twenty years of 
research, teaching and consulting experience dealing with the use of multi-sector models (or economic Impact anal^. Dr. 
HoHancfs current work focuses on economic deveiopment planning and poNcy analysis. His Soda! Accounting Model permits 
alternative development strategies to be evaluated in terms of their Impact on employment and the distribution of income. 

Thomas 0. Johnson, Ph.D.. Is Professor of Agricultural Economics Virginia Polytechnic & Slate University. Dr. Johnson 
his extensive reseerch, teaching end consulting experience in regiot\el economics end rural community economic 
development. He has received numerous professionei awards, and Is a past President of the Southern Reglonel Sciences 
Association. Dr. Johnson works closely with community leaders in Virginia and other states to estimate the future economic 
end fiscal impacts of various community policy proposals. His health care related research Includes analysis of the economic 
Impacts of rural community hospitals. 

Timothy D. McBride, Ph.D., is Assistant Professor of Ecorwmics, Public Policy arrd Gerontology at the University of 
Missouri • St. Louis. Or. McBride^ reseerch concerns public economics, with special emphasis on the economics of aging 
and health. He is the author of over a dozen research articles and co-author of a book, titled The Meeds of the Etderty in the 
21st Century. In the health policy area, Or. McBride's research has focused on the uninsured, long-term care, and health 
care reform. Dr. McBride Joined the Department of Economics in 1991 at the University of Mbsourt-St. Louts after spending 
four years at the Urban Institute in Washington, O.C. He received his Ph.D. horn the University of IMisconsIn in 1987. 

Glenn L Nelson, Ph.D. is chair of the RUPRI Regional Modeiif>g Work Group and an economic consultant in regional 
development policy. His current research focuses on the regional and sectorai impacts of changes in entitiement policies 
and asMdeted fiscal polides. Nelson's experience includes direct Involvement in governmental policy making, as well as in 
reseerch and teaching. He was the State Economist of Minnesota In 1985-1987, Senior Staff Economist with the President's 
Coundi of Economic Advisers in 1982-1983, arxl an economist wtth the Office of Economic Opportunity and the Cost of 
LMng Coundi in 1971-1974. He was a member of the faculty of Purdue University In 1974-1977 and of the University of 
Minnesota in 1977-1990. He residea In Ann Arbor, Michigan. 

Shirley L. Porterfield, Ph.D. Is Visiting Assistant Professor. In the Dept, of Politicel Sdence, Washington University in St. 
Louis. Dr. Porterfield has published numerous researd) ertides on regional development issues, wtth particular emphasis on 
the impacts of Industrial restrudurirtg on employment, earnings, and fringe benefits. She is currently working on an analysis 
of workers end industries adversely Impeded by implementation of the North American Fee Trade Agreement. Or. 
Porterfiekf began her career at the Economic Research Service. US Department of AgricuKure. She recently Joined the 
faculty at Washington University after spending two and a half years at the Rural Policy Research Institute at the University 
of MissourLColumbie. She received her Ph.D. from the University of Wisconsin in 1988. 

Ron Shaffer, Ph.D. is Professor of Agricuttural Economics and Community Development Economist, University of 
Wisoonsin-MedlsotVExtension. Dr. Shaffer directs the National Rural Economic Development Institute, which is part of the 
National Rural Development Partnership. He has been a (acuity member at the University of Wlsconslrv-Madison since 
January 1972. serving as Director of the University of WisconsitvMadlson/Extension Center for Community Economic 
Oeveloprrwnt since 1990. His extension efforts have emphasized working with Wisconsin communHira to create 
comprehensive development strategies. He also teaches a graduate course and does research In the area of Community 
Economics. He has addressed questions of local deveiopment strategies in both domestic and international settings. 

Ron Young, Ph.D. is the Kansas State Cooperative Exter^on local Government and Rural Health Economist. Dr. Young 
has served Wlsoonsln state government as e team leader for program development and evaluation in the Division of Health 
and Sodal Services. He has also worked as the manager of data analysis for the CNA Insurance Companies. Dr. Young Is 
currentty participating in several state end national health policy and health economics-related initiatives. He Is Director of 
the U.S. Cooperative Extension System's 'Health Care Reform Education Development Project”, serves as a member of the 
Kansas State Health Date Consumer Task Force, end is Associate Director of the evaluetion project for the state's Senior 
Cere Act. Or. Young also directs an ongoing muRi-oountry analysis of the economic Impacts of rural hospHals. 
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Mr. Ensign. Thank you. Dr. Mueller. 

Ms. Hardt. 

STATEMENT OF CHARLOTTE L. HARDT, MEMBER, BOARD OF 
TRUSTEES, NATIONAL RURAL HEALTH ASSOCIATION 

Ms. Hardt. Thank you, Mr. Chairman, and Members of the Sub- 
committee. I am Charlotte Hardt and I am a member of the Board 
of Trustees of NRHA, the National Rural Health Association. I am 
president of the State Association Council of NRHA. The National 
Rural Health Association would like to express their appreciation 
for this opportunity to present their views on the impact of Medi- 
care on rural health care delivery. I also spent 6 years as a rural 
hospital administrator in a 20-bed hospital, so I am speaking from 
that perspective as well. 

We recognize the urgent need to reduce the Federal deficit, but 
we believe a balanced approach must be taken to recognize and ad- 
dress the health care needs of American citizens living in rural and 
frontier communities. Rural providers will not be sustained by 
abruptly reducing Medicare with Draconian cuts. Rural areas, with 
their disproportionate share of the elderly, will suffer inordinately 
as you have heard over and over today. 

If cuts need to be made and we are aware that they must, a well 
timed phaseout over time is preferred. 

We heard about some of the biases in rural reimbursement today 
and NRHA recommends that the wage index reflect the price of 
labor by reimbursing rural hospitals with a fair occupational mix 
adjustment which is a real issue in many States. 

The National Rural Health Association also believes that higher 
payments for primary care services can be achieved by reconfigur- 
ing the current fee schedule to a single conversion factor. That is 
also an issue, especially with some of our physicians in Forks, 
Washington, who think it is an awful thing the way it is now. 

I want to talk a little bit about some of the human stories that 
are behind some of the facts, figures, and numbers you have been 
hearing today. We all know the story that if you have read about 
one rural area, that is all you have ever heard about and I want 
to tell you about a couple of those. 

For example, Republic, Washington, is a mining and timber com- 
munity of about 1,000 people up near the Canadian border. These 
people through the support of a public hospital district tax support 
Ferry County Memorial Hospital which is a 25-bed facility. They 
have 11 acute care beds, 4 swing beds, and 14 long-term care beds. 
They recruit and employ the providers in their local community. 
They pay their malpractice insurance. They provide emergency 
room service, obstetrical services. They have a home health agency 
they can contract with. They have a rural health clinic and they 
also have some subsidized housing that the hospital district has 
been able to help get going. 

For the first time in 5 years this hospital has realized a 1- 
percent profit margin. They closed for a short time about 6 years 
ago due to a shortage of physicians. And this is one where an ab- 
rupt or heavy Medicare cuts would have a devastating con- 
sequence. The hospital would, most likely close, and losing a hos- 
pital in an area that is dependent on hazardous occupations like 
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timber and mining where you have to go over high mountain 
passes to the next facility would be disastrous. The ambulance 
often has to drive to meet the helicopters because of adverse weath- 
er conditions. In good weather, the nearest facility is iy 2 -hour 
drive. 

Another rural community is Odessa, Washington, a community of 
about 1,500 people. It supports Odessa Memorial Hospital. They 
pay the highest hospital property taxes in our State, and they pay 
close to $4 a thousand in property values. This tax district sub- 
sidizes a 16-bed hospital with their 5 swing beds and 23 long-term 
care beds, home health services, a rural health clinic that is serv- 
iced by a physician and a PA, and assisted living apartments. 

There was a recruitment effort to get that provider in there. The 
hospital district also provided support in the way of helping to pay 
off student loans ahead of time in order to even get this provider 
there. 

This hospital, along with the next nearest hospital, which is 55 
miles away, has contracted with their county commissioners to take 
on the public health functions of that county. This hospital is utiliz- 
ing some pretty scarce resources to the maximum. They use their 
nursing staff to provide both public health and home health serv- 
ices. 

This hospital is surviving on a very narrow margin, but they 
would probably be better off if they were not a hospital. They 
would be a substantially more viable facility if Congress could pass 
an alternative facility law, similar to the model project/demonstra- 
tion project in Montana. Our State has such a law on the books but 
because Medicare does not provide compensation for it, the hos- 
pitals cannot afford to take advantage of that kind of downsizing. 

The National Rural Health Association Policy Board has recently 
developed a white paper on managed care, looking at some of the 
things we were hearing about today. To be effective, those kinds of 
activities must be sensitive to practice environments in rural com- 
munities. An example is what recently happened in the community 
of Colfax, Washington. A California managed care organization 
came into Colfax and sold a Medicare/Medigap policy at an incred- 
ibly low rate. There was a big promotion and many people bought 
it. 

Then the rural elderly residents found out they had to travel 
from 1 to 4 hours to take advantage of that cheap care. And, of 
course, who were they mad at? The hospital administrator because 
they were not part of the plan. What makes it interesting is the 
hospital, nor its providers were ever consulted or invited to partici- 
pate in that particular plan. 

Another thing is antitrust protection. In the same facility the five 
providers and the hospital joined with their community to make up 
the community provider organization. They have been challenged 
in front of our health care commission by some of the managed 
care organizations as being antitrust activities so they will not 
have to negotiate with them as a single block. 
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Rural communities are leading the way in many ways in design- 
ing innovative rural health care delivery systems that make sense 
for their unique health care needs. As you begin to craft Medicare 
reform policy, the National Rural Health Association looks forward 
to working with you to share quality health care services for Amer- 
icans living in rural communities. 

I thank you for your time with us today. 

[The prepared statement follows;] 
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STATEMENT OF THE NATIONAL RURAL HEALTH ASSOCIATION TO THE 
HOUSE WAYS AND MEANS SUBCOMMITTEE ON HEALTH, PRESENTED BY 
CHARLOTTE HARDT, ftHMBER, BOARD OF TRUSTEES, NATIONAL RURAL 
HEALTH ASSOCIATION, JULY 20. 1995 

Chairman Thomas and Members of the House and Means Subcommittee on Health. ] am 
Charlotte Hardt, Associate Director of the Eastern Washington Area Health Education Center at 
the Washington State University in Spokane, Washington. 1 am a member of the Board of 
Trustees of the National Rural Health Association (NRHA) and the President of the State 
Association Council of NRHA. The National Rural Health Association qjpreciates the 
opportunity to present its views on the potential impact of Medicare on nnal health care (kliveiy. 

The National Rural Health Association membei^p is comprised of small, rural 
hospitals, community and migrant health centers, rural health clinics, primary care physicians, 
non-physician providers, educators and other rural health advocates. 

The National Rural Health Association Fccognizes the urgent need to reduce the federal 
deticit However, as you begin deliberations on Medicare reform, we believe that a more 
balanced approadi must be taken to recognize and address the health care needs of American 
citizens living in rural and frontier communities. 

HEALTH SY STEMS FINANCING ISSUES 

The National Rural Health Association believes that there are two major issues in 
financing health systems reform that must be considered as you debate Medicare reform. These 
are: (1) how to finance the overall system and (2) how to pay for services as well as 
reimbursemat focusing on the patient/provider relationship. 

Rural providers will not Im snatained by abruptly redneing Medicare with 
draconian cats. Rnral areu, with their disproportionate number of elderly, will suffer 
inordinately with any decrease in Medicare fnnding. If cuts most be made, a weD timed 
phase-out over time u preferred. 

Achieving savings by redneing disproportionate share reimbursement, dropping 
hospital payment npdatca, eliminating sole eommnnhy provider status, and moving 
towards a limited capitated rate could pat rural providen in financial jeopardy. 

Rural hospitals followed the mandate set by the Congress to reduce expensive inpatient 
services by providing mote services that could be perfonned on an outpatient basis. They did 
exactly what the Congress sought to the point where now about 55 percent of rural hospitals’ 
Medicare revenue are from outpatient services. Yet, rural bo^itals will find that reductions in 
outpatient services, let alone reducti^ons in the ho^ital updates, will substantially erode their 
financial base, rjn^ing vital services to be reduced or eliminated. 

MEDICA^ mSTQRICAL BIASES 

It is clear that historical biases in reimbursement to rural providers exist in our current 
health care system. Medicare pays rural providers up to 40 percent less than their urban 
counterparts for the same services. Costs for those services in rural communities are generally 
higher because rural providers cannot take advantage of economies of scale and many other 
reasons. 

If new health systems are based on historical experiences, rural providers and their 
patients will be put at further risk of losing critical beal^ care resources and services. The 
niral/urban Medicare differential, reform of the Medicare wage index and adjusting for 
occiipational mix are reimbursement issues that have bad a negative impact on delivery of care in 
nira] communities. Rural providers are paid less than their urban counterparts. This lower 
reimbursement rate coupled with lower utilization rate translates into lower Medicare payments 
on behalf of Medicare beireficiaries. This siti^tion becomes more critical as the trend moves 
towards greater use of managed care services. As rural hospitals have already driven their costs 
down in order to compensate for current Medicare discriminatory payments, there b little to no 
flexibility left in their budgets. 

The National Rnral Healffi Association recommends that the wage index reflect the 
price of labor by reimbursing rural hospit^ with a fair occopational mix adjustment 
REIMBURSING PRIMARY CARE PHYSlfTlANS 

Biases exist in the historical paymmt to rural primary care physicians. The Medicare 
reimbursement for office visits are substantially lower than the cost of providing the services. 
Medicare fees simply do not begin to covo^ the time and material that it takes to serve rural 
chronically ill elderly residents. NRHA is concerned about the Medicare fee schedule structure in 
that widely varying geographic schedules would continue the inherent biases in restrictive 
payment to primary care providers. Moreover, NRHA is concerned with the reduction in fees 
below current levels. Ultimately, access problems will arise for rural residents. 

The National Rural Health Association believes that higher payments for primary care 
services can be achieved through reconfiguring the current fee schedule to a single 
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coBvenioo factor. Moreover, NRHA lopports 20 percent bonus payments to primary care 
providers, primary care physicians, norse practitioners, certified nurse mid-wives and 
physician assistants who practice in health professions shortage areas. 

GRADUATE MEDICAL EDUCATION 

Increases in incentives for primary care training for all disciplines are critical to rural 
areas. It is the hope of the rural constituency that greater emphasis on quality trainir^ at rural 
ambulatory, hospital and non-hospital sites will become a recniitment point for luring primary 
care physicians and non-physician providers to practice in rural communities. 

NRHA supports direct graduate medical education reimbursement to rural 
ambulatory, hospital and noo-hoipital sites and paying of local providers for their time to 
teach. Further, NRHA supports up-wei^ting direct medical education and indirect 
medical education payments for primary care residency positions. 

I.IVTNG IN ONE RURAI. STATE 

One pearl of wisdom about rural areas is “if you have seen one rural area, you have seen 
one rural area.” There is incredible diversity in the rural health care delivery system. Take for 
example Republic, WashingtoiL Republic is a mining and timber community of 1055 people near 
the Canadian border. 

Through the support of a public hospital district tax. Republic supports Ferry County 
Memorial Ho^ital, a 25 bed facility with II acute care beds, 4 swing beds, and 14 long term 
care beds. The hospital recruits providers and pays dieir malpractice insurance. It has emergency 
room service, obstetrics services (delivering 35-40 babies aimually), a home health agency, a 
rural health clinic, and it provides subsidized housing. For the first time in five years, the hospital 
has realized a one percent profit margin. 

Ferry County Memorial Hospital is the last Hill Burton hospital built in the State of 
Washii^lton. It closed for a short time about six years ago due to a shortage of physicians. Abrupt 
and heavy Medicare cuts would have devastating consequences on this rural community. The 
hospital would most likely close. As an employer, die economic impact of the closure, coupled 
with the layoffs in the timber industry would be disastrous. Losing the hospital would make 
employees who are already in high risk occupations more vulnerable if an emergency situation 
should arise. There would be no base for health care personnel. Physicians, muse practitioners 
and physician assistants would leave the Rqiublic community because they would no longer be 
subsidized by the provider district Imagine an emergency situation, during ominous weather 
conditions, where the ambulance must drive between two mountain passes to meet the helicopter 
to fly a patient to the nearest hospital. In good weather, the nearest facility is a 1 .5 hour drive. 

Let us look at yet another rural community in Odessa, Washington. This community of 
1500 people supports the Odessa Memorial Hospital through heavy property taxes of $4/$1000. 
This tax district helps to subsidize the 16 bed hospital, with 5 swing beds and 23 long term care 
bed services, home health services, a rural health clinic (serviced by a physician and a physician 
assistant), and assisted living qwtments. As a recruitment effort, the bo^ital helped to pay off 
the school loans of a physician before she started to practice in the co mmuni ty. 

Odessa Hospital, along with a hospital in Davenport, Washington, which is about SS 
miles away, contracted with county comnussioners to take on the public health functions of the 
coimty. Efficiently utilizing scarce resources to the maximum, the hospital uses the nursing staff 
to provide the public health and home health s^vices. 

Odessa Memorial Hospital is surviving on a ver> narrow margin. It could be a 
subatantially more viable facility if the Congrem would past an alternative facility law. 
This would be similar to ttac modri in Montana, tbe medioU assistance facility 
demonstration program and tfac model passed by tbe Washington State legislature. 

An alternative facility is a facifity fiiat is a little less than a hospital, yet more than a 
clinic. The facUity would allow for vertical integration, have short stay beds for observatioB 
or short term illness, have a waiver of the hospital staffing reqairements, and allow 
emergency room coverage. It probably would not have sur^ry capability, ofiicr than for 
outpatient surgery, would do low risk obifatrics, and could be staffed by mid-lcvela (nurse 
practitionerv, certified nurse mid-wives and physiesan assistants). It would allow Medicare 
compensation for facility chargm such as emergen^ room chai^pa. This of rural 
community-based health care system could survive as an integrated entity, without all of the 
excessive regulatory requirements now burdening some rural hospitals 
MANAGED CARE 

Major changes are occurring in tbe deliv^ of health care services in many parts of rural 
America. One of these changes is die development of service delivery networks with a managed 
care compooenL In some areas large urban-based managed care networks are evpanHing into 
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rural areas and ^ntracting vvitb local providers. In other areas, rural-based managed care plans 
have been organized at the community level. 

The Rural Health Policy Board of the NRHA recently developed a white paper on 
managed care. It found that there are successhil models of both urban-based and rural-based 
managed care models operating in rural areas. Rural managed care plans have the potential to 
lower the cost of medical care, improve the qt^ty of care and help sustain the local health care 
system With managed care plans, premium costs can be lower because the primary care 
physician acts as a coordinator or gatekeeper in the referral of patients to specialists. Managed 
care plans also have lower rates of hospitalization, and some offer financial incentives to i^ovide 
clinical preventive services. Quality of care may be improved by assigning each patient to a 
primary care practitioner, thus providing a “medical home*' to everyone enrolled in the plan. 
Also, since many rural physicians practice in relmive isolation, rural managed care plans 
sometimes facilitate a greater sharing of infonnation among physicians through utilization 
review and quality assurance activities. 

To be effective, however, these activities must be sensitive to the practice environment 
and unique conditions prevailing in rural areas (e.g. longer hospital stays because of travel 
distances and road conditions). Moreover, rural essential community providers must have a 
protective status to keep systems in place, or they will be cherrypicked off by well-financed 
managed care organizations. 

Now let me give you an example of what recently happened in Colfax, Washington. A 
California managed care organization came into Colfax selling a Medicare Medigap policy at an 
incredibly low price. There was a big promotion of the product. Then the rural elderly residents 
found that they had to travel one hour to four hours to receive this nice, cheap, centralized care. 
What resulted were calls from the elderly residents to the Colfax Hospital administrator 
complaining about having to drive such a distance for their health care services. 

What makes this so interesting, is that neither the hospital, nor the providers were ever 
consulted or invited to participate in the plan. Now the hospital administrator is negotiating with 
the managed care organization to allow the Colfax community provider hospital organization to 
be a part of the plan. The consequence, however, is that the cost of the plan to the elderly will 
rise significantly. 

The National Rural Health Association has made a number of recommendations 
regarding a managed care framework that assures high quality, affordable, and accessible health 
care to all rural residents. This framework includes state and local determination, consumer 
choices, strong financial incentives, patient protections, adequate coverage, and provider choice. 
ATOITRl/ST 

Antitrust protection is essential if rural areas are going to be able to play on that level 
field we keep hearing about. The ability of the providers and hospitals to unite with their 
community to form their own organizations able to negotiate with managed care organizations is 
crucial to protecting fragile rural systems that have been painstakingly built up by rural folks to 
take care of their own. 

When a community such as Colfax, with its five physicians and small hospital, forms a 
community provider hospital organization (CPHO) and then is legally challenged by large state- 
wide manned care organizations who do not want to negotiate with them as a united group, 
something is wrong. Rural communities are trying to further reduce their extremely low costs by 
combining the management and otlier services of public health, home health, clinics, and 
hospitals, thereby sharing staff and reducing administrative costs. These kinds of efforts would 
be imdertaken by more rural communities if the specter of antitrust was to be removed. 

As you can see, inherent historical biases in reimbursement to all rural providers, coupled 
with a fragile health care system so dependent on Medicare reimbursement because of the 
disproportionately high elderly population living in rural and frontier conununities, warrants the 
Coi^ress to judiciously consider any Medicare reform policy changes. Consideration must be 
given to sustaining and allowing reimbursement for alternative rural health care systems. Policies 
that shift rural residents, particularly the poor el<terly, into managed care plans need special 
attention in light of the paucity of volume to sustain the providers and the paucity of providers 
who practice in rural areas. 

Rural communities are leading the way in designing innovative rural health care delivery 
systems that make sense for their unique health care needs. As you begin to craft Medicare 
reform policy, the National Rural Health Association looks forvrard to working with you to 
assure quality health care services for Americans living in rural communities. 
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Mr. Ensign. I thank the panel for their testimony. 

The gentleman from Nebraska. 

Mr. Christensen. Thank you, Mr. Chairman. 

I welcome my fellow friend from the Comhusker State. We are 
glad to have you here and we are honored to hear your testimony. 

My questioning would be in the regards of what has been your 
experience with the telemedicine approach in the rural hospital 
arena? I grew up in St. Paul, Nebraska, as you know, which is a 
small farming community. And even though I serve a largely urban 
area now, in Omaha, I am still very much intimately desirous to 
see a health care situation that is going to be good for everybody. 

My whole family is involved in agriculture and some of the sta- 
tistics that you lay out do concern me. But I am also aware of what 
we have in front of us in terms of the amount of money that the 
Medicare Trust Fund will have in its account, unless we are willing 
to do something now which is zero in 2002. 

I disagree vehemently with my friends on the left who say let us 
fix Medicare temporary and make a little adjustment here, or let 
us raise taxes here and there to get it along another 2 or 3 years. 
I truly believe we need to have a structural change to the whole 
Medicare delivery service so that we can permanently secure the 
system ad infinitum. 

I would like to hear how we could address rural America’s needs 
in the Medicare situation. I touched on it this morning that maybe 
alliances like some of the things Nebraska is doing already might 
be a possible solution. 

What ideas do you have in that area, and especially in the tele- 
medicine area? 

Mr. Mueller. Thank you. Congressman Christensen, and thank 
you for welcoming me as a fellow Comhusker. It is nice to be from 
a national championship State for at least 1 year. 

The direct answer to the telemedicine question really has two 
parts. One, in terms of what we know clinically and by lots of evi- 
dence, we do not know a lot yet because in rural America, as you 
may know, telemedicine is still a fairly new technology, not widely 
used. In our own State there is a demonstration project underway 
in Camey that uses telemedicine to communicate between the Car- 
ney Hospital and about four or five hospitals around there so that 
physicians can use some of the secondary care available in Carney. 

There are some States, Kansas and Georgia are two that come 
to mind, that have more experience, but still not quite enough to 
draw a firm conclusion. However, the preliminary evidence all 
points to it being a very positive development for rural America, 
that it is a way to have some subspecialty consultations available 
to rural primary care providers even though the subspecialist is not 
there. 

And I can tell you, I just read results earlier today, of a survey 
of parents in Chadron and Gordon, Nebraska, out in our panhandle 
who were asked, What would you think about telemedicine as a 
means to get care for your children from pediatricians?, and the 
overwhelming response was favorable, as it is from providers. 

So I think one answer is all indications are this is a promising 
development, we need to move it forward. 
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The second part of the answer is our reimbursement needs to 
move with that. And currently we have some problems trying to get 
not just Medicare but other insurers to recognize that providing 
consultation, through telemedicine, ought to be a reimbursable ex- 
pense by the providers. And until it is, that will remain a stum- 
bling block. Projects like Carney’s now need special waivers in 
order to pay for that telemedicine. 

So that is one of the positive things I was mentioning earlier, 
that as you recraft Medicare policy you can think about that, put 
that into the policy as a positive development. 

To answer your question about alliances, that is another example 
of where recrafting policy can become a very positive development 
for rural. It goes to the fourth criteria of the Delivery Panel’s testi- 
mony which is related to integrated services. 

And what we are suggesting there is to think about ways in 
which payment could be linked to systems of care rather than indi- 
vidual providers. So, again, with a slight shift in how we reimburse 
which could very well — we have not had a chance and neither have 
your analysts to work out all the costs on this — ^but that could very 
well be cost savings in the long run, to reimburse a system so that 
you have integrated care. That is a boost for rural because if you 
did that with Medicare, you are doing it again with a revenue 
stream that amounts to anywhere from 30 to 60 percent of the rev- 
enue for the rural providers. 

So if a net stream, you say, here is an incentive, that is a pay- 
ment for systems for you to move even rapidly to an integrated sys- 
tem and an alliance, then we are likely to see that kind of move- 
ment. 

Mr. Christensen. I see that my time has expired, thank you, 
Mr. Chairman, thank you for your answer. 

Mr. Ensign. The gentleman’s time has expired. 

Dr. Hughes. Mr. Chairman, may I comment on that question? 

Mr. Ensign. Certainly. 

Dr. Hughes. The Cfeisinger Health System is in central and 
northeastern Pennsylvania which is in a very rural area. We feel 
very strongly that telemedicine is going to be a very positive bene- 
fit, not only for the physician providers to provide them with exper- 
tise from a specialty service, but also for the patients. 

Maybe a good example of that would be we have physicians that 
are as far as 150 miles from our major tertiary care center, where 
most of our specialists are located. These physicians who provide 
services in those communities are really the only access to medi- 
cine for a significant number of people that live within a radius of 
40 or 50 miles. 

As you can imagine, an individual who lives in that area and 
might suffer from cancer and receives chemotherapy would find it 
very, very difficult to get into a car, drive 50 or 60 miles to the clos- 
est facility that could administer that kind of care. Telecommuni- 
cations and telemedicine really provides the primary care physician 
in a very, very small community to use the expertise of a specialist 
in a large medical center like we have, as the hub of our system. 

To be able to provide that service much closer to home and pre- 
vent some of the difficulty and hardships that an individual has to 
go through to receive some care. 
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Mr. Ensign. I just have a couple of things to toss out to the 
panel and that is pretty consistent with the problems in rural 
America with health care and that is the lack of physicians and es- 
pecially primary care physicians. Right now with graduate medical 
education what do you think, and just maybe your comments on a 
possible idea of tying, first of all, the graduate medical education 
subsidy to the resident so wherever they choose to go it would fol- 
low them. Tied to that in exchange for that money going with that 
resident, almost as a stipend, that person then would owe perhaps 
1 year’s service in rural America, especially the primary care physi- 
cians or 2 years or whatever it is. And if they choose not to do it, 
then obviously, they would have to pay the Federal Gk)vernment 
back the money that it subsidized for their residency. 

Dr. Hughes. I would like to comment on that if I may. I think 
that is an idea that needs some support. I would tell you that in 
our own system, at the present time, we have about 200 residents 
in training. Our residency training programs have been in exist- 
ence for many, many years. We graduate approximately 50 resi- 
dents a year in various subspecialties, also including primary care 
specialties: Family medicine, emergency medicine, internal medi- 
cine, and so forth. 

Literally over one-half of all of our residents in training who 
graduate in our programs remain in rural areas. We feel very 
strongly that the reason that they do that is because of their loca- 
tion of training. And certainly at the medical center in Danville, 
which is in a community of 9,000 people, by getting that exposure, 
by having been practicing medicine in a rural area, it really pro- 
vides them with the first initiative to remain in rural America, 

I think if we are able to not only use that kind of experience, 
which is already supporting what we would like to do, but then add 
to it something else, in addition to other incentives that would 
allow physicians in training to continue to look at rural America 
as a viable alternative for their practice would be very helpful. 

Mr. Ensign. Any other panelists care to comment? 

Mr. Mueller. I would like to echo what Dr. Hughes says, that 
supporting programs that have proven track records of placing 
their graduates, people who leave the residency in rural areas, is 
a very valuable approach toward what you suggest. And adding to 
that, the ability for the money to follow the student is another 
means. 

I think also part of what you point to — and I know this is not 
Medicare policy directly but it did come up earlier today as well — 
the concept that you are suggesting here is the concept of a na- 
tional health service corps which has a mixed track record in evi- 
dence of physicians actually staying in all the rural communities 
to where they go, but has become an important means of at least 
having care in those communities. Because students who have com- 
pleted their training have an obligation to go and practice in a 
rural community. 

I think if we had a creative way to link the training incentives 
to that kind of posttraining experience, so that we have a rural ex- 
perience that goes through graduate training and then post- 
graduate practice as part of maybe the National Health Service 
Corps program, then we have got that much better a chance of 
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someone who really comes to value and believe in the rural experi- 
ence. 

One final thing I would add to that in light of us having followed 
our colleague from New York City is we should expand that notion 
to be rural and underserved. I think he made a very valid point 
about inner cities in much of the same context and many of the 
same kinds of incentive programs. 

Mr. Ensign. I would echo that concern as well and the reason 
I brought up the point is that attending veterinary school in Colo- 
rado, being a Nevada resident, Nevada paid three-quarters of our 
out-of-state tuition in exchange for returning for three out of the 
first 5 years out of vet school. If we did not want to come back, we 
just had to pay $50,000 and most of us went back. So it is a pretty 
strong incentive. But I agree with you, then they get the experience 
and there are a lot of people who do not understand how great it 
is living in rural communities. And this problem, over a short pe- 
riod of time, may go away. There may be enough of them then that 
stay to alleviate the problem. 

I would like to thank the panel very much. 

Ms. Hardt. Could I comment? 

Mr. Ensign. Yes. 

Ms. Hardt. I just wanted to make one comment about that. I 
think the earlier in the medical education the person is exposed to 
that rural experience the better off they are. We have seen some 
pretty good experiences of getting them early in medical school so 
they have seen this rural practice before they get enamored with 
the subspecialty world. I think the idea of tying those dollars to the 
schools that do turn out primary care physicians that do serve in 
rural and underserved areas is probably one of the most advan- 
tageous things you could do for rural communities. 

Mr. Ensign. OK. I would like to thank the panel and call the 
next panel to the table. 

Margaret Cushman, Susan Bailis, Kenneth Aitchison, John 
Mahoney, Phillip Hoffman, and Jeff Burman. 

Mr. Christensen [presiding]. Welcome to the Subcommittee and 
we will begin on the left with Ms. Cushman and we will just work 
our way to the right. 

STATEMENT OF MARGARET J. CUSHMAN, PRESIDENT AND 

EXECUTIVE DIRECTOR, VNA HEALTH CARE, INC., 

HARTFORD-WATERBURY, CONNECTICUT; ON BEHALF OF 

NATIONAL ASSOCIATION FOR HOMECARE 

Ms. Cushman. Thank you. My name is Peg Cushman and I am 
president of VNA Health Care serving greater Hartford-Waterbury, 
Connecticut. I am here representing the National Association for 
Homecare. 

I commend you, Mr. Chairman, for holding this important hear- 
ing on issues related to solvency and budget reconciliation. My tes- 
timony will discuss specific legislative actions proposed to reduce 
growth rates of the Medicare home health benefit, including copay- 
ments, bundling of home health copayments into hospital DRGs, 
and I will also outline a proposal to ensure efficient quality home 
care. 
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We are deeply concerned about proposals before this Subcommit- 
tee to enact home care copays and to bundle posthospital home 
care costs into the hospital DRG rates. We strongly consider that 
both proposals would severely impair the accessibility, affordability 
and availability of care. 

We urge Congress, instead, to implement a fair and equitable 
prospective payment system on a per episode basis. We believe that 
such a system would put the responsibility for appropriate service 
utilization on the provider’s shoulders and create incentives to pro- 
vide care in the most cost-effective manner. 

We vehemently oppose the copayments on Medicare home health 
services. Home health copayments would create a substantial fi- 
nancial burden on Medicare beneficiaries. A 20-percent coinsur- 
ance, for example, would recmire the average Medicare home 
health beneficiary to pay over $900 in 1996, but about 15 percent 
of the estimated home health recipients would incur copays of more 
than $3,500. 

A home health coinsurance is regressive and falls most heavily 
on millions of the poorest and oldest Medicare beneficiaries. Indi- 
viduals over age 75 account for less than one-half of the total Medi- 
care population, but nearly three-fourths of the home health bene- 
ficiaries, many of whom have fewer financial resources than the 
general Medicare population and the majority of whom are also 
women. 

A coinsurance requirement would create strong barriers to those 
in need of care. Bundling would compromise the availability of 
home health care. Basing any posthospital payment on DRGs is in- 
appropriate. DRGs, which are based on medical diagnoses, do not 
describe or predict the needs or the costs of home care services 
posthospitalization. 

Bundling would make hospitals responsible for care provided out- 
side of their setting and outside their expertise. Hospitals would be 
required to determine how much nonhospital care a patient needs 
and the best way to provide that care. Bundling would also vastly 
increase the administrative burden on the health care system by 
requiring multiple payment systems, one for posthospital patients, 
one for patients who did not enter the hospital but got onsite care 
straight from the community. 

This would also result in tremendously uneven coverage deci- 
sions for patients with the same care needs. I urge you to vigor- 
ously oppose bundling of home care payments into the DRGs. 

We propose the implementation of a per episode prospective pay- 
ment system for home health care. Providers would receive a single 
payment, when a patient is admitted, that would cover the entire 
episode of care rather than paying for individual visits when they 
occur. Providers would have an incentive to manage the utilization 
in the most cost-effective manner. 

The development of a per episode prospective payment system for 
home care has been long delayed by the absence of an adequate 
method to predict the resource utilization appropriate to the sever- 
ity of the patient’s medical condition, the degree of functional im- 
pairment, care giver availability, and other critical parameters. 

We propose that Congress mandate development and testing of 
a valid case mix adjustor by the Secretary of Health and Human 
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Services within 2 years. And that a per episode prospective pay- 
ment system be put in place immediately thereafter. 

If a case mix adjustor is not ready in 2 years, we propose an in- 
terim prospective payment system be put in place which sets per 
visit rates with a per episode cap while the work on the case mix 
adjustor is completed. 

This interim plan would encourage efficiency and appropriate 
utilization giving providers a share in the savings under the per 
visit and the per episode targets. A per episode prospective pay- 
ment system for home care is far more cost effective than either co- 
payments or bundling. 

The National Association for Home Care prospective pa 3 mient 
proposals are available in my written testimony. And the interim 
plan numbers presented are based upon a budget neutral plan. 
Those numbers could be adjusted to reach the savings desired. 
However, we also believe it would be irresponsible to target multi- 
billion dollar savings in the absence of better case mix studies and 
adjustors to know what safe and effective patient care is. 

We are also working as an industry to develop a consensus and 
a unified prospective payment proposal to put before Congress. And 
at the same time that the Subcommittee is looking at the other 
ways to reduce the Medicare costs, we have included in my written 
testimony four additional issues that we would like you to look at 
that would increase the efficiency and streamline the Medicare 
home care benefit. 

We also have available to the Subcommittee information in de- 
tailed legislative proposals to address issues of fraud and abuse in 
homecare and we look forward to working with the Subcommittee 
on all of these important issues in the future. 

Thank you for allowing me to testify and I would be happy to an- 
swer any questions. 

[The prepared statement and attachments follow:] 
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STATEMENT OF MARGARET J. CUSHMAN 
PRESIDENT AND EXECUTIVE DIRECTOR 
VNA HEALTH CARE, INC. 

ON BEHALF OF NATIONAL ASSOCIATION FOR HOME CARE 


Ky name is Margaret Cushman. I am President and Executive Director of 
VNA Health Care, Inc., of Hartford-Waterbury, Connecticut . I currently 
serve on the Government Affairs Committee of the National Association 
for Home Care (NAHC) , which represents our natione's home care 
providers -* including home health agencies, home care aide 
organizations and hospices -- and the people, they serve. NAHC is 
committed to assuring the availability of humane, cost-effective, high 
quality home health services to all individuals who require them. 
Toward this end, NAHC believes that America must do better at ensuring 
access to high quality home care and hospice services in both the acute 
and long-term care settings. These vital services provide millions of 
individuals -- the aged, infirm, and disabled -- the ability to receive 
care in the settings that allow them the highest level of satisfaction, 
independence, and dignity -- in their homes. 

I want to commend you, Mr. Chairman, for calling this important hearing 
today on issues related to medicare solvency and budget reconciliation. 
As you know, home health represents a small, but growing part of the 
Medicare program. More enrollees than at any previous time are 
accessing in-home health services -- about 9 percent in 1994 compared 
to 2 percent 20 years ago. There are many contributing factors to 
this growth. 

My testimony will discuss specific legislative actions that have been - 
proposed to reduce the rates of growth in the Medicare home health 
benefit, including proposals to enact home care copays and to bundle 
home care payments into the hospital DRGs. I will also set out our own 
proposals for ensuring efficient, high quality home care. 

FACTORS INFLUENCING RECENT AND HISTORICAL INCREASES IN THE UTILIZATION 
OF MEDICARE'S HOME HEALTH BENEFIT 

The home health benefit has been a maturing program for most, perhaps 
all, of its existence in the Medicare program. In Medicare's earliest 
years of operation, home health expenditures amounted to only about 1 
percent of the total. Therefore, although the benefit has increased at 
an average race of 23.5 percent per year, it still represents a 
relatively small proportion of Medicare spending -- only about 8.7 
percent of the total estimated for 1995. 

Congress has long considered home health care a cost-effective benefit 
and has taken steps over the years to encourage its utilization. For 
example. Congress eliminated the prior hospitalization requirement and 
the 100 visit limit, the home health deductibles, Part B copays and 
broadened participation to include nonlicensed proprietary agencies. 
These amendments removed barriers to needed home health care and 
recognized the advantages of home health services over other acute care 
settings from the standpoints of patient preference and cost- 
effectiveness . 

The home health benefit became especially useful in meeting the needs 
of patients who were discharged from the hospital "quicker and sicker" 
as a result of the 1983 enactment of the Medicare hospital prospective 
payment legislation. The percent of all Medicare hospital patients 
discharged to home health care increased to 18 percent compared to only 
9 percent in 1981. Technological advances have also done much to make 
the home a safe and effective acute care setting. These factors 
together with the aging of the population, the increased paperwork 
burden, and an increased public and professional awareness of home 
health care have all contributed to the home health benefit's rapid 
increases over the past 25 years. 

The home health benefit increases that occurred in the 1909-1992 period . 
were almost double the 23.5 percent average experienced over the life 
of the Medicare program. 

Coverage clarification. In the mid-1980s. Medicare adopted 

documentation and claims processing practices that created general 
uncertainty among agencies about what services would be reimbursed. 
The result was a so-called "chilling effect" in which some Medicare- 
covered claims were diverted to Medicaid and regrettably some patients 
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went without care. This "denial crisis" led in 1987 to a lawsuit 
( Duaaan v. Bowen ) brought by a coalition led by Representative Harley 
Staggers and Representative Claude Pepper, consumer groups and NAHC. 

The successful conclusion of this suit gave NAHC the opportunity to 
participate in a rewrite of the Medicare home health payment policies. 
Just as a lack of clarity and arbitrariness had depressed growth rates 
in the preceding years, NAHC believes the policy clarifications that 
resulted from the court case have allowed the program for the first 
time to provide beneficiaries the level and type of services that 
Congress intended. 

The correlation between the policy clarifications and the increase in 
visits is unmistakable. The first upturn in visits (25 percent) came 
in 1969 when the clarifications were announced; and an even larger 
increase took place (50 percent) in 1990, the first full year the new 
policies were in effect. However, growth in the number of visits is 
beginning to return to more modest levels. Data from the Health Care 
Financing Administration' a (HCFA) Office of the Actuary indicates that 
the benefit has matured and that expenditure increases will fall to 7.8 
percent by 1997. (See attachments 1 & 2) . 

Further, a recent report by the General Accounting Office, Budget 
Issues: Fiscal Year 1994 Budget Estimates and Actual Results, shows 
that Medicare home health care costs were well below projected levels 
of spending in 1994. Home care costs for 1994 were 12 percent, or $1.6 
billion below estimated spending levels. Although HCFA assumed a 
slowdown in the growth in home health expenditures, the actual rate of 
increase slowed even more than anticipated, according to the GAO. 

The National Association for Home Care urges Congress to take a close 
look at this report, coupled with data from the HCFA Office of the 
Actuary, which shows that the rate of increase in home care costs will 
continue to slow dramatically and level off to very modest levels by 
1997. 

Personnel shortage. Throughout much of the 19808, the home care 
industry, along with the rest of health care, was suffering from a 
personnel shortage. Although there are still acute shortages of 
certain disciplines, it would appear that conditions have substantially 
improved. This increase in available staff allowed the number of 
certified home health agencies to increase from 5,676 in 1989 to 8,100 
in 1995. 

Hew legislative requirements. In the past five years, the home health 
program has seen the addition of several costly legislative changes, 
including the OBRA87 home health aide training and competency testing 
requirements and the Clinical Laboratory Improvement Amendments of 
1986. The costs associated with these changes are reflected in visit 
charges . 

New administrative changes . The 1992 OSHA mandate regarding employee 
protection from transmission of HIV and Hepatitis B, including employee 
vaccinations, is a cost that must be borne by employers. 

LEGISLATIVE PROPOSALS 

NAHC is deeply concerned about proposals before this Committee both to 
enact home care copays and to bundle post-hospital home care costa into 
the hospital DRG rates. We feel strongly that both these proposals 
would severely harm patient access to care, as well as the 
affordability and availability of care. 

NAHC urges Congress instead, to consider implementing a fair and 
equitable per episode prospective payment system for home care. Such 
a system would put the onus for assuring appropriate utilization rates 
where it rightly belongs, on the providers' shoulders, and would put 
in place important incentives to ensure that care is provided in the 
most efficient, least costly manner. 

NAHC Opposes Home Care Copavs 

NAHC vehemently opposes copayments on Medicare home health services. 
Home health copayments would create s\ibstantial financial burdens on 
Medicare beneficiaries. A 20 percent coinsurance would require the 
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average Medicare home health beneficiary to pay over $900 in 1996. 
(See attachment 3} . About 15 percent of the estimated 4.6 million home 
health recipients would incur copays of more than $3,500. Even a 10 
percent coinsurance would require Medicare home health beneficiaries 
to pay average copays of over $480 in 1996. About 15 percent of these 
recipients would incur copays of more than $1,600. 

A copayment will especially have an adverse impact on the elderly who 
are already health-care poor without this new expense. Seniors spend 
nearly twice as much of their income on their health care now as they 
did before Medicare began (10.6 percent in 1961 as compared to 17.1 
percent in 1991) . Most home health patients begin home care after a 
hospitalization. On average, these patients will have paid $1,700 or 
more in the preceding 12 months for Medicare premiums, deductibles and 
copays even before the first home health coinsurance comes due. 

In addition, a home health coinsurance is regressive and falls most 
heavily on millions of the poorest and oldest Medicare beneficiaries. 
For example, individuals over age 75 account for less than half of the 
total Medicare population, but comprise nearly three-fourths of the 
home health beneficiaries. 

Home health users also have fewer financial resources than the general 
Medicare population. About 12 percent of the elderly live below the 
federal poverty level, whereas nearly half of home health recipients 
are low income. Nearly three -fourths of the poor elderly do not own 
Medigap to help cover the costs of copays, and the Qualified Medicare 
Beneficiary (QMB) program, which is designed to help pay Medicare cost- 
sharing requirements for poor Medicare beneficiaries, does not provide 
adequate protection from these costs. Coinsurance for home health 
services, therefore, would fall most heavily on the oldest and poorest 
group of Medicare beneficiaries. 

A coinsurance requirement for home health would also create strong 
barriers to care for chose in need of home care. Home health was 
exempted from the Part B coinsurance in 1972 to encourage use of leas 
costly, noninatitutional services. Reimposing coinsurance would 
dramatically undermine that effort. 

Home health copayments are also inefficient and would add to the 
paperwork burden of home health providers. The collection of copayment 
amounts would create additional paperwork burdens. Many home health 
patients receive only a few visits (26 percent received fewer than 10 
visits in 1992) . Yet agencies would have to set up billing and 
tracking programs even for these relatively small amounts, increasing 
administrative costs. 

Lastly, the Office of Technology Assessment (OTA) recently found that 
making patients responsible for copayments will keep them from seeking 
necessary care and could be especially harmful to those with low 
incomes . 

NAHC OPDO sea Bundling 

Bundling would severely compromise both the quality and availability 
of home health care, and may actually drive up Medicare costs. 

Basing poet-hospital payments on DRGs is completely inappropriate . DRGs 
are incapable of predicting the need for or cost of home health care 
after a hospitalization. The post-acute care needs of a patient can be 
completely different from the reason for hospital admission. Home care 
payments based on ORG rates would singly not match patient needs. 

Bundling would require hospitals to be responsible for care provided 
outside of the hospital setting, and requires them to become fiscal 
intermediaries, in some respects. Under this proposal, hospitals would 
be required to determine how much non-hospital care a patient needs and 
the best ways to provide that care. Hospitals would make decisions 
about a patient's continuing care needs, as well as the appropriateness 
and quality of care. Hospitals should not be held liable for these 
decisions. 

Bundling would vastly increase the administrative burden on the health 
care system, driving coats up in non-patient care areas. It would 
require multiple payment systems tor home care -- one for post -hospital 
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patients and one for patients entering home care from the community. 
It would also require home care agencies to bill any number of 
hospitals for the care they provide to post-hospital patients, rather 
than using the current single-billing system under which agencies send 
all bills to their regional intermediary. 

This two-track system will also result in tremendously uneven coverage 
decisions for patients with the same care needs. In the 1980's, 
coverage determinations among the different fiscal intermediaries were 
so great that HCFA moved to the current system of using 10 regional 
Intermediaries as a way to ensure greater uniformity in coverage 
decisions. Bundling will fracture this system and put in place a 
system under which every hospital will interpret and apply coverage 
rules differently. Administrative nightmares would also be created for 
individuals who choose to receive their hospital care at nationally 
recognized institutions, but return home for their needed post-hospital 
home care. Increasingly, people are opting to undergo surgery or 
receive other hospital care at well-known hospitals, often flying to 
different parts of the country to receive the best possible care for 
their conditions. In these circumstances, bundling would require 
hospitals to monitor and make coverage and quality decisions about home 
care that is being delivered many miles away. 

For these reasons, we urge you to vigorously oppose any effort to 
bundle home health care payments into hospital DRG rates. 

NAHC Urges Enactment of PPS for Home Care 

We propose the implementation of a per-episode prospective payment 
system (PPS) for home health care. PPS would be one way to create 
incentives for cost-effective utilization management. Under a per- 
episode PPS model, providers would receive a single payment when a 
patient is admitted that would cover the entire episode of care rather 
than paying for individual visits when they occur. In this system, 
providers would have an incentive to manage utilization in the most 
cost-effective manner. 

The development of a per-episode PPS for home care has long been 
delayed by the absence of an adequate method to accurately -adjust 
reimbursement to reflect the severity of the patient's medical 
condition, degree of functional in^airment, caregiver availability, and 
other critical issues. NAHC proposes that a good case-mix adjustor be 
developed and tested by the Secretary of the Department of Health and 
Human Services within two years, and that a per episode PPS be put in 
place for home care immediately thereafter . 

If a case-mix adjustor is still not ready after two years, we would 
propose that an Interim prospective payment system be put in place, 
which sets per visit rates with a per episode cap, while work on the 
case mix-adjustor is completed. 11118 Interim plan would encourage 
efficiency and appropriate utilization by giving providers the 
opportunity to share in the savings under both the per-visit rate and 
episode targets. We would be concerned about moving to this interim 
plan too quickly since it would be an untested system. With changing 
financial incentives, some high cost patients may find it difficult to 
obtain care without an adequate case-mix adjustor. If this interim 
proposal were Implemented, both provider and patient safeguards must 
be included. 

While we are concerned about moving to a prospective payment system too 
quickly, we feel strongly that progress in moving the home care benefit 
into a prospective payment system must go forward and that a per- 
episode prospective payment system for home care is far more acceptaible 
than proposals that have been advanced to bundle home care payments 
into the hospital DRG rates. 

Attached to my testimony is an outline of our proposal for a Per 
Bpisode PPS, what we call "Plan A", and our interim "Plan B" proposal 
should Plan A not be ready in two years. (See attachment 4) 

The industry has been working to come to a consensus on a unified PPS 
plan for home health. 
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At the same time that the Committee is looking for ways to reduce 
growth in the Medicare home care benefit, we urge you to consider 
including in the reconciliation bill a number of proposals that would 
reduce unneeded regulations, increase efficiency, and streamline the 
Medicare home health benefit. 

Include hospital -besed agencies in the cost limits data base 

Approximately one-guarter of the home care agencies in the U.S. are 
hospital based. Currently, both freestanding and hospital -based home 
health agencies are reimbursed for reasonable costs they incur in 
caring for Medicare beneficiaries up to certain limits, known as cost 
limits, which are set at 112 percent of the mean costs that 
freestanding agencies only incur in providing covered services. 

Prior to 1993, hospital -based agencies received an add-on to the cost 
limits because of their higher administrative and general costs. 
OBRA93 eliminated the hospital based add on, but did not mandate that 
HCFA include these agencies' cost into the data base used to determine 
the average cost of providing home health services. As a result, both 
freestanding and hospital bases home health agencies are reimbursed 
under coat limits that use data from freestanding agencies only. 

Congress should require HCFA to combine the costs incurred by hospital 
based agencies with those of freestanding agencies when calculating the 
coat limits. Not including all agencies' costs leaves one-quarter of 
all agencies unaccounted for in assessing the reasonableness of home 
health costs . 

Permanently extend the waiver of liability for home health agenciee, 
hoepicea, and skilled nursing fscilitlee 

The Medicare waiver of liability, which provides a safety-zone for home 
care, hospice and skilled nursing providers and patients, is scheduled 
to expire on December 31, 199S. The waiver of liability was created 
by Congress in 1972 to protect Medicare beneficiaries who are later 
determined to be ineligible or the services are later determined not 
to be covered. This cushion for error was created by Congress to 
encourage providers to render services to Medicare beneficiaries. 

In 1972, the Health Care Financing Administration (HCFA) created a 
presumptive status for providers whereby the providers were presumed 
to have acted in good faith if they demonstrated a reasonable knowledge 
of coverage standards in their submission of bills. 

In the home health setting and for hospices, in order for an agency to ■ 
be compensated under the waiver presumption, its overall denial of 
claims rate must be less than 2.5% of the Medicare services provided. 
For skilled nursing facilities, the denial of claims rate must be less 
than 5%. Any home health agency, hospice or s)cilled nursing facility 
that exceed these limits is not reimbursed under waiver regardless of 
whether it accepted beneficiaries and acted in good faith. This 
requirement forces providers to use due diligence in determining 
eligibility coverage. If the waiver expires, HCFA would make all 
coverage determinations on a case-by-case basis . 

Without this buffer, providers would be compelled not to provide 
services under the Medicare program whenever there is a question of 
Medicare coverage. The result would be a chilling effect under which 
elderly and disabled individuals who might otherwise receive Medicare 
home health, hospice or skilled nursing services would have to pay for 
their care out-of-pocket or through private insurance. 

Case-by-case review would also put an inordinate burden on many 
beneficiaries who would have to appeal denials and prove that the care 
in question should be covered. 

This change would come at a time when more beneficiaries are in need 
of home care, hospice and skilled nursing services than ever before. 

Congress should make permanent the waiver of liability for home health 
care and hospice agencies and for skilled nursing facilities in this 
year's reconciliation bill . Without this provision, the availability 
of Medicare home care, hospice and skilled nursing services may be 
severely compromised for many individuals in need of this care. 
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Prorldtt Xccsas to Kodloaro HMO lorollmont Information to Homo Boolth 
Providoro 

Medicare will not reimburse home health agencies for care provided to 
Medicare HMO enrollees , even though home health agencies are not told 
when a patient joined an HMO. In these cases, home health agencies are 
not paid for care they provide in good faith. 

Despite the fact that the Health Care Financing Administration (HCFA) 
has implemented a nationwide data base Icnown as the Common Working File 
(CWF) which contains the necessary information to determine the 
enrollment status of Medicare beneficiary, there is often significant 
lag time between when the beneficiary enrolls in a Medicare HMO and 
the entering of this Information on the CWF database. Moreover, 
Medicare HMO enrollees often fail to fully understand that HMO 
enrollment and means they cannot go to any agency they choose. 

To resolve this issue Congress should: 

* Allow access to beneficiary enrollment information for 
Medicare-certified home health agencies which provide 
assurances that the patient authorization is on file with 
the agency; 

* Establish a “hold harmless" provision under the Medicare Act 
to protect providers who in good faith provide care to HMO 
members and others not enrolled in the fee-for-service 
Medicare program; and 

* Require IWOs to inquire about health services their ' 
enrollees are receiving from other providers and to send 
those providers notification of HMO enrollment. 

As Congress provides more incentives for Medicare beneficiaries to 
enroll in Medicare HMOa, the need for timely enrollment status 
information becomes greater. Despite providers' best efforts at 
discovering HMO enrollment, information available from patients and 
families is frequently inadequate and unreliable, thereby subjecting 
home health agencies to significant financial losses. In absence of 
timely HMO enrollment information, home health agencies should not be 
denied payment for care provided before they were informed of the 
patient's HMO enrollment. 

Hake Medicare Regulatlona i^ply Only to Medicare Reiaibursed Care 

Medicare certified home health agencies have to comply with Medicare 
regulations for all their patients, even non-Medicare, private paying 
individuals. Included in these regulations is the requirement that a 
written plan of care be established and periodically reviewed by a 
physician and that agency professional staff promptly alert the 
physician to any changes that suggest a need to alter the plan of care. 

The plan of care must include the patient's mental status, types of 
services and equipment required, frequency of visits, prognosis, 
rehabilitation potential, functional limitations, activities 
permitted, nutritional requirements, medications and treatments, any 
safety measures to protect against injury, instructions for timely 
discharge or referral and any other factors. 

This means that a 30-year-old auto accident victim who wants bath 
services from a home health agency aide while he recuperates would need 
a physician's verbal approval before care could begin, followed by a 
detailed plan of care signed by the physician. Or, that normal new 
mother and baby cannot have home visits for assessment and teaching 
routine post-partum and newborn care without a physician's order and 
detailed plan of care, even though Medicare would not be paying for 
either of these Individuals' care. 

Regulations requiring that care be physician certified for non-Medicare* 
paying patients is an unnecessary regulatory burden. In moat 
Instances, such an extensive care plan and physician certification for 
non-Medicare paying patients is not needed, especially if the patient 
is only seeking non-skilled or health promotion services. Moreover, 
nurses are qualified and authorized under state licensure laws and 
practice acta to order and s\^>ervi8e the provision of unskilled 
services and to carry out health promotion and teaching activities 
without the orders of a physician. 

Once again, thank you for the opportunity to testify on these important 
issues. We look forward to working with you and I welcome any 
questions you may have. 
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attachment 3 


NAHC Data Show that Home Care 
Is Still a Good Buy 



Data collected from various sources and analyzed by NAHC show 
that from 1987 to 1993 the cost of living or consumer price index 
(CPI) increased by 27.1%. the cost of physician's services incrtased 
by 48.5%. and hospital costs soared by 73.4%. By contrast tome 
care costs increased by only 17% during the same period— about 
60% of the increase in the CPI and far below the rates of increase 
for other health care providers. 
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Mr. Christensen. Thank you. All of your statements will be en- 
tered into the record, if that is your desire, as well as all your oral 
testimony. I wanted to make a point that Mrs. Johnson was sorry 
that she could not be here, Ms. Cushman, and she is honored to 
have you here testifying today. She was called away to another 
Committee. 

We are honored to have Ms. Bailis’ testimony at this time and 
thank you for keeping it within the 5 minutes, I really appreciate 
that. 

STATEMENT OF SUSAN S. BAILIS, EXECUTIVE VICE 

PRESIDENT AND CHIEF OPERATING OFFICER, ADS GROUP; 

ON BEHALF OF AMERICAN HEALTH CARE ASSOCIATION 

Ms. Bailis. Thank you, Mr. Chairman. My name is Susan Bailis, 
and I am the executive vice president and chief operating officer of 
the ADS Group in Andover, Massachusetts. I am also the president 
of the Massachusetts Extended Care Federation and I am speaking 
today on behalf of AHCA, the American Health Care Association, 
a federation representing 11,000 nonprofit and for-profit assisted 
living nursing facilities and subacute providers nationally. 

I also serve on the Prospective Payment Assessment Commission 
but I would like to clarify that I am speaking as a provider and 
as a member of the American Health Care Association. On behalf 
of AHCA, we appreciate the opportunity to testify today. 

To put in context my comments, I would like to be clear that 
AHCA supports a free market and barrier-free continuum for the 
delivery of skilled nursing services. We believe that Medicare needs 
restructuring and we support efforts to reform the system. 

We feel also that nursing facilities are meeting the challenge in 
the private sector and that Congress should examine our innova- 
tions, especially in our efforts to replace acute care with skilled 
nursing facility care. I would like to correct some statistics that Dr. 
Vladeck provided the Subcommittee this morning comparing acute 
and SNF costs of care. 

The average daily cost of a hospital day is $980. The average cost 
of a SNF subacute day is $350. And the SNF day is $226 to the 
Medicare Program. So that we feel, in particular, that subacute 
care offers an opportunity to save money while preserving quality 
of care to frail elders. 

However, there are currently barriers in the fee-for-service Medi- 
care system that discourage the use of subacute care. Managed 
care and Medicare risk contracting is an example of efforts to re- 
move some barriers in order to promote efficiency. An example of 
this is PacifiCare that has developed Medicare risk contracts where 
managed care uses SNF stays to reduce hospital costs. The single 
most important way to save money in a Medicare risk program is 
to reduce acute care utilization. 

The chart on my right shows the reduction in hospital stays of 
PacifiCare between 1990 and 1993 from 1,089 days per 1,000 to 
964 on the top line and the bottom, increased SNF stays from 497 
to 676. So the chart displays the ability to replace acute care with 
SNF care which is at a significant savings to the system. 

With risk contracting growing at 16 percent per year, and Medi- 
care rules and regulations being more flexibly applied, there is a 
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real opportunity in this market driven system to seek cost contain- 
ment. The American Health Care Association proposes some efforts 
to contain costs, including encouraging the growth of subacute care. 
With subacute care being 30 to 60 percent less than the cost of 
acute care, clearly a cost-effective option. 

Among the key barriers are inefficiencies that we recommend be 
examined is the 3-day prior hospital stay which requires the hos- 
pitalization prior to SNF use. Eliminating that requirement just for 
five DRGs would save $500 million a year. A study that was done 
by ABT Associates demonstrates that a flexible approach to the 3- 
day prior hospital stay would achieve savings of $9 billion to the 
Medicare Program a year. 

Another inefficiency that needs to be looked at is the payment for 
hospitals under a cost base and a prospective system with the use 
of hospital based skilled nursing facility care. A fundamental pro- 
gram that we recommend in terms of changes is prospective pay- 
ment for skilled nursing facilities which offers cost control with 
rates related to acuity and appropriate provider efficiencies. As you 
know, this has been requested by Congress in 1990 and 1993, and 
there are clearly savings that would accrue through an implemen- 
tation of a prospective pa 3 mient system. We would like to see a 
statutory requirement for PPS by 1997. 

Another recommended potential savings is through savings 
achieved through consolidated billing which would deal with fraud 
and abuse problems, and we have forwarded to staff a proposal for 
consolidated billing which would assist in eliminating abusive prac- 
tices. 

Other reforms we recommend, to summarize quickly, equalizing 
copayments for providers, enhancing long-term care, insurance, op- 
posing new regulatory burdens that increase costs, and removing 
barriers to competition in the marketplace. We believe that 
postacute care bundling will not achieve those goals and will mere- 
ly drive up the costs. So that in conclusion we recommend that 
nursing facilities offer the potential for savings for the Medicare 
Program, while maintaining quality of care. 

I appreciate the opportunity to testify and will be delighted to 
answer questions. 

Thank you. 

[The prepared statement and attachments follow:] 
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STATEMENT OF SUSAN S. BAILIS 
EXECUTIVE VICE PRESIDENT AND CHIEF OPERATING OFFICER 
AOS GROUP 

ON BEHALF OF AMERICAN HEALTH CARE ASSOCIATION 


Mr. Chairman and Members of the Committee, I am Susan S. Bailis, Executive Vice President 
and Chief Operating Officer of The ADS Group of Andover, Massachusetts. I am speaking 
today on behalf of the American Health Care Association, a federation of 51 affiliated 
associations representing over 1 1,000 non-profit and for-profit assisted living, nursing facility, 
and subacute providers nationally. I also serve on the Prospective Payment Commission, but 
let me clarify now that I am speaking only as a provider and as an officer of AHCA. On 
behalf of AHCA's members, and the one million plus residents of our member facilities, thank 
you for the opportunity to speak at this important hearing. 

Let me begin by commending you, Mr. Chairman, for your efforts to expand the scope of 
America’s thinking on Medicare and to truly tackle the critical problem of ensuring the 
program’s solvency and improving the delivery and cost-effectiveness of its services. The 
task you are undertaking to restructure Medicare and improve the program are daunting, but 
fi'om our preliminary view of where you are heading, it appears you are up to the task. 
Increasing options for seniors, reducing regulatory barriers to cost-effective care, and 
stimulating patient responsibility for savings and choices in care are critical. AHCA joins you 
in embracing these goals. In a free-market, wdrere patients can make informed choices for 
care, our nursing facilities can offer skilled nursing care of the best quality available and at 
costs of 33% to 60% less than in a hospital-based setting. 

OPTIONS FOR REFORM: OPPORTUNITIES FOR SENIORS 

In a moment. I’ll lay out specific options for achieving billions in cost savings, but now let me 
address the broader issues of how to structure a new Medicare program that ensures quality 
care, improves services and access where possible, and manages to slow the growth overall 
spending. 

MEDICAL SAVINGS ACCOUNTS 

First, the American Health Care Association supports increasing options through the 
innovative, free-market oriented approaches outlined in early drafts of the Subcommittee’s 
proposals. In particular, AHCA has endorsed Chairman Archers Medical Savings Account 
legislation and wishes for its early eruictment. Providing America’s seniors with the choice in 
how to spend their health care dollars for the plan of their choice, especially with a multitude 
of options, makes perfect sense. 

Encouraging citizens to establish Medisave accounts and to take mote responsibility in their 
health care decisions is critical. Including catastrophic insurance protection as a prerequisite 
for MSA eligibility also is a admirable goal. We encourage adoption of MSA legislation as 
part of a package of options that iiKlude ttumaged care or MediChoice plans and employer, 
association or union sponsored plans. Ensuring that these plans receive the same tax 
treatment and advantages under law is also an important goal so that competition is allowed to 
thrive. 
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SKILLED NURSING CARE UNDER MANAGED CARE 

As you examine ways to find cost savings, then obviously you will closely scrutinize 
managed care. I highly recommend you examine how managed care is utilizing skilled 
nursing care to reduce hospital stays. Managed care has recognized the benefit of substituting 
SNF days for more expensive hospital days. In recent testimony before the Prospective 
Payment Commission, Dr. Roger Taylor, Executive Vice President with PacifiCare, one of the 
fastest growing managed care organizations in the nation, stated that a large percentage of 
their ability to save money was their ability to reduce hospital Medicare days per thousand 
through the utilization of SNF day substitution. In fact, if you will refer to the chart titled 
“Sicker and Quicker", you will see that PacifiCare has achieved a large part of its savings by 
reducing hospital stays from 1089 days per thousand members in 1990, to 964 in 1993, 
through correspondingly increasing their SNF days per thousand fi'om 497 to 676. 

Currently, 3.2 million Medicare recipients or 8.7% of all eligible beneficiaries are enrolled in 
managed care plans. Fully 76% of these beneficiaries are in risk contract plans and 
participation in these plans in 1994 increased by 16%. According to ProPAC, risk contract 
patients use hospitals less and length of stays are much shorter. Conversely, they utilize SNFs 
at a far greater rate. The reason; Substantial savings and quality. ProPAC confirms this on 
Page 72 of their recent report where they write: 

"Beneficiaries in risk contracting HMOs were just as likely to use hospital, physician, 
and home health services as their fee-for-service counterparts, but they used fewer of 
them, according to the program ‘s 1992 evaluation. This was not true, however, for 
nursing home use. HMO enroUees were likelier to use a skilled nursing facility, 
although the length of stay was similar to that of FFS beneficiaries. A pparently, plans 
were not limiting access to am bulatory and inpatient s ervices, but were using skilled 
nursing facilities in place of so me hospital days. " 

AHCA supports the utilization of managed care to provide quality care and control costs. In 
particular, we commend the Congress for extending and expanding the Medicare Select 
Demonstration Project and for exploring ways to increase Medicare beneficiaries in managed 
care risk contracting. We believe the move by Congress to reexamine the entire Medicare 
program and its relationship to private sector efforts in managed care are welcome and will be 
fi:uitful. 

In Orange County, California, where over 50% of Medicare eligible residents are enrolled in 
managed care risk contracts, artificial barriers that drive up costs - such as the 3-day stay rule - 
are avoided, and consumers are pleased with their coverage and care. The ability of managed 
care organizations to achieve cost savings by utiliang SNFs is something the Congress must 
examine. Follow the lead of the private sector and market-based reforms, and I believe you 
will find it easier to control Medicare costs. 
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In a fiee-maiket environment, where seniors have the option to participate in different federal 
plans that offer a variety of benefits, including the current program, skilled nursing care will 
thrive as it has in managed care. In the marketplace today, subacute care is a reality. In 
Medicare, it is not fully understood. In the marketplace, there is no three-day prior hospital 
stay. In Medicare, the three-day stay rules costs the program significant resources. In 
Medicare fee-for-service, transfer agreement requirements for reimbursing respiratory therapy 
cost millions per year. In the marketplace, we are providing ventilator patients with care that 
is half as much as hospital care, and in many cases weaning them after hospitals had given up 
on them. The positive role of subacute care in Medicare has not been ftilly acknowledged. 

We eagerly await the elimination of unnecessary and burdensome rules, regulations and 
barriers to competition in the current fee-for-service program. In fact, we have specific and 
long-standing proposals that fit in with what you are attempting to accomplish. 

Let me outline some of our proposals addressing cost containment and program reforms 
which are of the utmost importance in attaining a balanced budget. 

AHCA COST CONTAINMENT PROPOSALS 

SUBACUTE CARE: POTENTIAL SAVINGS - $46 Billion 

Skilled nursing facilities offer subacute health care services at an average cost of 47% less 
than hospital-based SNFs. A report by Abt Associates, Inc. issued in June of 1994, identified 
62 DRGs where SNFs are currently providing subacute care and estimated potential cost 
savings to Medicare if percentages of patients in these groups were treated in SNFs rather 
than in hospitals. Abt found a potential savings to Medicare of between $7,535 and $8,906 
billion per year depending upon the accounting for empty hospital beds and partial waiver of 
the 3-day stay rule. 

I reconunend that the Subconunittee examine the Abt report in detail to see how legislative 
initiatives proposed by AHCA could potentially save billions of dollars to the Medicare 
program. In short, as SNF spending increases on Medicare subacute care, there is a 
corresponding decrease in acute cate spending, especially for outlier patients. 

While it is difficult to prove that subacute SNF days are replacing acute hospital days, perhaps 
there is a tell-tale sign in baseline budget figures released by CBO this year. CBO shows the 
hospital growth rate increasing at substantially less than previously predicted while the SNF 
growth rate in dollars is increasing correspondingly, faster. Since SNF spending is a small 
fiaction of hospital spending, it makes sense that a small decrease in the anticipated growth in 
the hospital baseline would show a larger increase in SNF baseline spending if SNFs were 
competing for, and being utilized more, for subacute patients. 
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AHCA proposes that hospital subacute DRGs be examined and rebased according to severity 
of illness and length of stay. Particular attention should be paid to the relative costs of SNF 
subacute care compared to hospital-based subacute care. For instance, HCFA’s estimate 
released this year found that hospital-based SNF care is on average $88 per day more 
expensive than identical care in a fiee-standing SNF. It is absolutely clear, however, that 
SNFs can provide subacute care at substantially lower costs than hospitals. In order to test 
this, AHCA proposes that the Secretary of Health and Human Services immediately waive the 
3-day hospital stay requirement for patients in a group of five DRGs, including skin ulcers 
and chemotherapy, and achieve an estimated $500 million per year in savings in just a few 
years. The SNF stay would be allowed only as a substitution to a hospital stay as certified by 
the admitting physician. 

If you will refer to the chart which details DRG #410, chemotherapy without acute 
leukemia, Abt Associates estimates that no prior-three day hospital stay would be required for 
over 50% of all patients with this condition. Under current law, a hospital would receive a 
full DRG payment of approximately $4,121 for this type of patient, and could, if it wishes, 
transfer the patient to a hospital-based SNF unit and receive cost-based reimbursement of 
another $1314 on top of the DRG. In fact, across the nation, hospitals are legally maximizing 
reimbursement - some call it double-dipping - for thousands of their patients. In contrast, 
AHCA proposes to eliminate this double-dipping ability, or in many cases, simply bypass the 
hospital altogether at a savings of approximately, in the case of DRG #410, perhaps as much 
as 14,000 per patient. 

It is very important that CBO give this proposal a detailed analysis and not shrug off mention 
of the 3-day stay rule because of prior concerns when the Medicare’ Catastrophic Act was 
enacted and soon after repealed. We are talking about direct substitution for acute hospital 
stays and not the creation of new patients coming out of the so-called “woodwork” or any new 
subacute care benefit. 

PROSPECTIVE PAYMENT: POTENTIAL SAVINGS - $1 Billion 

Our second proposal involves redesigning the Medicare SNF payment system from a 
retrospective cost-based system to a prospective payment system (PPS). 1 want to express our 
appreciation, Mr. Chairman, for the support ftom your subcommittee for our proposal in the 
past. In particular, your support, along with Ranking Minority Member Stark and 
Congressman Cardin, has been very helpful in moving HCFA forward on our proposal. It is 
our understanding that they have almost completed a system to present to your subcommittee, 
thus, if the system is complete and addresses the key issues of capital and ancillary services, 
we would hope the subcommittee would include a SNF PPS in its plans for reform. Indeed, 
Congress has twice before requested in OBRA‘90 and again in OBRA’93 that we move to a 
PPS by October of this year. HCFA promised the House Ways and Means Committee in 
testimony during late 1993 to have an interim system to the Congress by last June. We are 
pleased to continue to work with them on a cost-containing prospective payment system, and 
believe that a model PPS system would be ready to be fiilly implemented by 1997. 

AHCA is very serious about curtailing administrative costs and building in incentives to save 
Medicare dollars. We support a case-mix, facility specific PPS that addresses costs in five 
costs centers: nursing services, administrative costs, fair rental value for property, ancillary 
services, and therapy services. 
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In regard to ctirrent billing practices for medical equipment and ancillary services, we desire 
strongly to work with HCFA and the Congress to eliminate any fraudulent billing for such 
items. In addition, we have been meeting and working with HCFA on salary equivalency 
issues and will briefly discuss a cost-savings proposal to address problem billing practices that 
have been identified by GAO and the Inspector General. In short, AHCA’s model PPS is 
designed to be revenue neutral, with incentives built in to control future costs, and we believe 
that it could be designed to curtail unnecessary billings for equipment or special services and 
significantly reduce utilization. 

Our model PPS is designed to promote quality care; to ensure equal access for high-acuity 
beneficiaries; maintain adequate capital formation to address future demographic trends; and 
achieve cost containment. In the past. Congress has requested a PPS for SNFs, and HCFA 
has promised to develop one. We would request that HCFA honor its word with a balanced 
and constructive PPS that can be implemented before 1998, and we encourage this Committee 
to provide a statutory requirement to do so. 

CONSOLIDATED BILLING: POTENTIAL COST SAVINGS - Undetermined 

In order to respond to reports of billing abuses by providers of services in SNFs, AHCA 
proposes to eliminate all third-party billing for Part A services under Medicare and provide 
SNFs with an option to bill for all Part B services as well. The vast majority of abuses 
outlined by the General Accounting Office and the Inspector General involved over-charging 
and fraudulent billing for services provided under arrangement between outside providers and 
SNFs. AHCA’s proposal will require point of service billing and that SNFs directly oversee 
the provision of services to our patients, verify the services were truly provided for, and bill 
for these services directly. It is our responsibility to ensure billing in our facilities is accurate 
and honest and we intend to do so. 

FRAUD AND ABUSE: POTENTIAL COST SAVINGS - Undetermined 

In addition to developing proposals, such as consolidated billing that discourages fraud and 
abuse in our industry, AHCA has been actively woridng to eliminate fraud and abuse from the 
health care industry in general. AHCA is a foimding member of the Coalition of 
Health Associations United Against Fraud and Abuse, which consists of 1 7 health care 
associations who are working with Congress and the Administration to eliminate fraud and 
abuse. The Coalition has developed an anti-fraud and abuse proposal and is actively seeking 
its introduction in the House and Senate. 

The proposal is based on the following tenets: 

- Increase tools of enforcement against willful and criminal violations by giving 
regulators budgetary recognition and sufficient resources to enforce the law; 

- Provide adequate and thorough education for providers, consumers, and payers to 
prevent violations; 

- Protect Federal health care programs from uimecessary cost, utilization, and failure 
to deliver appropriate levels of care; 
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- Be appropriate for the changing health care market; and 
-Separate willful from technical violations. 

The Coalition's proposal will go a long way toward eliminating fraud and abuse from the 
health care industry by combining tough enforcement against those who intentionally violate 
the law, with education for those who seek to provide care within the complex rules of 
Medicare and Medicaid. I will submit under separate cover a summary of the proposal. I 
strongly recommend your Committee adopt this measure. 

RESPIRATORY THERAPY: POTENTIAL C OST S A VI NQS..- $l-Billion 

One therapy service that is being provided in SNFs but is not reimbursed by Medicare directly 
is respiratory therapy. Abt Associates, Inc. will shortly release a study which estimates that 
the cost savings of utilizing SNFs rather than acute care settings in one DRG alone, #475 
tracheostomy, one of the most costly DRGs, would save up to $990 million over five years. A 
1993 CBO preliminary cost estimate predicted a $100 million revenue loss over five years due 
to a 10% increase in SNF service utilization. However, the estimate acknowledged that 
offsetting savings may be realized — “if ventilator patients were moved from hospitals to 
SNFs, then fewer resources might be used in the treatment of these patients. " We strongly 
concur and there is ample proof in the marketplace that this is in fact, taking place.. 

AHCA requests that your subconunittee reexamine this issue in view of recent data and 
increased utilization of SNFs for such care, despite the lack of direct reimbursement. 

Hospitals providing ventilator care charge upward of $1,000 per day for such care compared 
to approximately $350 per day charged by subacute SNFs. Costs billed by hospitals for such 
care are also driven higher when provided in SNFs under contractual arrangement. 
Administrative add-ons are also billed, where if the services were provided directly by SNF 
employees, these costs would not be incurred. 

EQUALIZE COPAYMENTS: PQIENIIALCQST SAVINGS • $28 Billipn 

Finally, in regard to home health care, we applaud efforts to move patients into the least 
restrictive and most cost-effective setting, but due to the different acuity of nursing facility 
residents and patients that can be treated at home, we do not see home care as competing with 
nursing facilities, but as an essential part of the health care continuum. For instance, average 
activities of daily living (ADL) measurements for home health patients are 2.5 of 5 vs. 3.9 of 
5 for SNF patients. We would support, however, that copayments be applied equally. 

SNFs residents are currently burdened with a copayment after 20 days of l/8th of the atmual 
hospital deductible amount. This is a steep $89.50 per day copayment that almost eliminates 
any benefit after the 20th day of a SNF stay. We would encourage your subconunittee to 
impose equal copayments for home care and SNF services and eliminate the unworkable 
current SNF copayment. This proposal would raise billions of dollars for deficit reduction, 
make consumers better buyers of services, and provide equal treatment for post-acute care 
providers. 
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LONG TERM CARE INSURANCE: A KEY TO FINANCIAL SOLVENCY 

Let me conclude my remarks on cost containment and innovation by endorsing and 
supporting efforts by the Congress to improve long term care insurance by clarifying income 
tax rttles and providing basic policy standards. You, Mr. Chairman, along with Mrs. Johnson, 
have provided vital leadership on this issue and are to be commended. 

Probably the best long-term way to reduce government costs is to build on the private side of 
the existing public/private partnership for long term care by encouraging more senior citizens 
to purchase long term care insurance policies early on. A 1994 study by Cohen, Kumar and 
Wallack found that each long term care policy kept in effect can save Medicaid as much as 
$15,000 per policyholder. 

Perhaps most importantly, the tax clarifications awaiting your approval and passed by the 
House are the most critical factor in slowing the growth in Medicaid spending on long term 
care. In fact, it should be our mutual goal of phasing-out, privatizing or vouchering the 
Medicaid long term care program into a private insurance program. This Committee must 
look at new alternatives and go beyond simply block granting the program and moving the 
problems of long term care financing to the States. Private, long term care insurance is the 
key. 

POST-ACUTE CARE BUNDLING: ANTI-FREE MARKET, ANTI-QUALITY 

One recommendation that was suggested as an option by the House Budget Committee is 
bundling all post-acute care services into the hospital DRG system. This is an extremely 
flawed and unreasonable proposal which would not obtain the cost savings estimated by the 
Congressional Budget Office. Chairman Thomas, your opposition to the proposal is very 
much appreciated and warranted. For example: 

- Post-Acute care was designed to reduce higher acute hospital costs - the bundling 
proposal would shifi services back to higher cost centers 

- SNFs and home care are cost effective alternatives to hospitals -this proposal flies in 
the face of the hospital PPS system 

- SNFs and home care offer fiee-market options for consumers - this proposal 
eliminates competition for services by bringing all services under hospital control 

- HCFA is years away from having the data to implement such a system - HCFA is 
perhaps three years away from a SNF PPS and 1 8 months behind that on home health 

- Hospitals are ill-prepared and do not have the immediate service capacity to offer 
cost effective post acute services 

- This is an antiquated proposal that has found little support - studies show serious 
design and accountability problems with such a system. A bundling system of this 
type is unworkable. 
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Bundling in theoiy may sound like it makes sense. In &ct, as proposed in the House, it would 
strike at the heart of fiee-maiket competition, access to care and most importantly, quality of 
care. Hospitals would attempt to dump costly outlier patients on SNF, rehab and Home 
Health providers that would have to refuse to take these patients they could not possibly 
afford to take with a DRG add-on. Much less one reduc^ by \^tever the hospital 
determines to be a reasonable mark-up or administrative charge. 

RELATED MEDICARE RECOMMENDATIONS 

Let me briefly make a few final recommendations to the Committee before wrapping up. 
These include; 

- extend the waiver of liability provisions protecting irmocent providers who make 
unintentional paperwork mistakes 

- allow providers to make reasonable and customary charges for services rendered 
under the related patty rules 

- oppose HCFA attempts to “fully certify” Medicaid and Medicare beds in nursing 
facilities. This proposed policy could lead to upcoding and over-utilization due to the 
huge number of new Medicate beds that would be nuide available for services. The 
potential cost of this proposed rule should be examined closely by this Corrunittee 

- carefully monitor the implementation of the 1995 Survey, Certification and 
Enforcement rules to ensure they are cost-effective, are not abused by over-zealous 
inspectors and ate enforced fairly and evenly 

- adopt ProPAC’s recorrunendation on Page 49 of this year’s report to Congress to 
examine “paying hospitals that transfer patients to non-PPS settings a per diem intend 
of the full DRG amount” 

- support previous agency and Congressional efforts to place a moratorium on long 
term hospitals. 

Mr. Chairman, we applaud your subcommittee and staff on the early drafts we have seen of 
the direction you ate heading. We wish very much to work with you on the specifics, 
especially regarding subacute and post-acute care. America’s nursing facilities are capturing a 
greater share of Medicate patients for a reason - competition and irmovation. We hope you 
will take notice of what the marketplace is doing and remove barriers to competition that 
remain in place in an antiquated and broken fee for services system. 

Thank you Mr. Chairman. I’ll be glad to answer any questions. 
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Mr. Christensen. Thank you, Ms. Bailis. 

Mr. Aitchison. 

STATEMENT OF SY SCHLOSSMAN, PRESmENT AND CHIEF EX- 
ECUTIVE OFFICER, AMERICAN REHABILITATION ASSOCIA- 
TION; AS PRESENTED BY KENNETH W. AITCHISON, PRESI- 
DENT AND CHIEF EXECUTIVE OFFICER, KESSLER INSTI- 
TUTE FOR REHABILITATION, INC. 

Mr. Aitchison. Thank you, Mr. Chairman. My name is Ken 
Aitchison and I am the president of Kessler Institute for Rehabili- 
tation in West Orange, New Jersey. I appear before you today on 
behalf of the American Rehabilitation Association and in particu- 
lar, for Mr. Sy Schlossman, who was to have been in this chair. 

I have worked in medical rehabilitation for approximately 30 
years. Since much has been said about the rural community, the 
first part of that was in North Dakota at the University of North 
Dakota Rehabilitation Hospital and most recently at the Kessler 
Institute. 

Kessler is a 4-location, 320-bed rehabilitation hospital in north- 
ern New Jersey. Perhaps you best know us now for having admit- 
ted Christopher Reeve following his tragic accident. He is currently 
a patient in our West facility. 

Our field, medical rehabilitation, addresses itself to a single end, 
the elimination or mitigation of disability. Most of our patients 
come to us after having had a stay in an acute care hospital. Last 
year, 1994, approximately 400,000 people were admitted to reha- 
bilitation hospitals and units. Totally there are about 200 rehabili- 
tation hospitals and 800 units across the country. In addition, 
many more patients receive care as outpatients. 

Many of the conditions associated with admission to a rehabilita- 
tion hospital are as the result of advancing age. As a consequence, 
the great majority of our patients are Medicare beneficiaries, thus, 
rehabilitation hospitals, perhaps more than any other segment of 
proposed Medicare reform, will be affected by the changes that 
might be adopted. 

^habilitation in hospital units have been reimbursed since 1983 
on what is known as the TEFRA system. The temporary measure 
that has per discharge limit ceilings. That system has three prob- 
lems about which I wish to speak. 

First it does not adjust for change in case mix, and/or increased 
acuity of patients. Second, it places pressure upon us to cut aver- 
age length of stay, as a means of reducing per discharge costs. 

Third and finally, it overtly encourages and subsidizes new pro- 
viders. With respect to that particular event, it is our recommenda- 
tion that the Subcommittee consider capping the TEFRA limits of 
new hospitals and units at 150 percent of the national average. 
And in the case of the longer term established providers, similarly 
providing a floor at not less than 70 percent of the national aver- 
age. 

We should, however, be seeking a more permanent solution and 
to that end it ought to be replaced with a prospective payment sys- 
tem. 

Our field has, for some years now, been addressing a program 
known as functional related groups, or FRGs. HCFA has heard 
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about this and is in the process of considering an awarding of a 
contract to further explore it, and we believe that it holds great 
promise as a building block to further reduction of health care 
costs. That work should be expedited. 

In the longer term, reimbursement for rehabilitation care ought 
to compensate all providers based on services provided. We ought 
to seek to eliminate perverse aspects of the system, such as the ex- 
plicit message now inherent in the system to avoid serving severely 
disabled patients. 

A PPS for rehabilitation, even if budget neutral upon adoption, 
would result in considerable savings to the Medicare Program if 
the subsidies for new providers were eliminated. 

We also recommend that the Medicare Act be amended regarding 
the definition of a rehabilitation hospital and/or unit. Under the 
current system, to qualify for Medicare participation, 75 percent of 
those discharges from a rehabilitation hospital must fall within 1 
of 10 categories. That is a system based on practice patterns of ap- 
proximately 20 years ago. We believe that four additional diag- 
noses, pulmonary, chronic pain, cancer, and cardiac ought to be 
added. 

We also recommend that the basing of TEFRA limits for long- 
term care hospitals be on the basis of current costs. The FRG sys- 
tem, about which I just spoke, does not apply to this particular seg- 
ment of the industry and they, too, suffer the same problems under 
the TEFRA limit. 

Finally, Mr. Chairman, I wish to speak briefly about bundling. 
I understand that the Chairman and other Members of the Sub- 
committee have expressed their opposition to this proposal and we 
certainly appreciate this position. However, I would like to explain 
from the rehab hospital perspective why we believe this to be a 
poor idea. 

Principally our opposition to bundling is because of its potentially 
adverse effects on patient care. It creates a conflict of interest — a 
very, very strong financial incentive to deny or abridge rehabilita- 
tion services. In addition, there is no basis for computing the 
amounts by which DRGs ought to be increased to provide for reha- 
bilitation and there is no current system to monitor whether or not 
care is appropriately provided under such a system. 

Mr. Chairman, the considerations that this Subcommittee and 
Congress have with respect the long-term implications to Medi- 
care, and in particular, for v disabled community are consider- 
able. We hope that our ideas will help you in addressing this prob- 
lem and look forward to responding to questions as appropriate. 

Thank you. 

[The prepared statement and attachment follow:] 
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STATEMENT OF KENNETH W. AITCHISON 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 
KESSLER INSTITUTE FOR REHABILITATION, INC. 

ON BEHALF OF AMERICAN REHABILITATION ASSOCIATION 


This statement is submitted on behalf of the American Rehabilitation Association 
(formerly NARF) for the committee's hearings on Medicare and Budget Reconciliation Issues. 
I am Sy Schlossman, Interim President and CEO and have over 20 years experience as the chief 
executive officer of a freestanding rehabilitation hospital. Moss Rehabilitation Hospital in 
Philadelphia and a large rehabilitation unit. Sister Kenny Institute in Minneapolis. 

The American Rehabilitation Association (formerly NARF) is the largest not-for-profit 
organization serving vocational, residential and medical providers in the United States. The 
established ieader in the field of rehabilitation for more than a quarter century, American Rehab 
serves its more than 800 member facilities by eff»;tmg changes in public policy, developing 
educational and training programs, and promoting research. In addition, it provides networking 
and communications opportunities, all of which help to ensure quality care and access to services 
to more than four million persons with disabilities each year. 

There is a critical need for reform of the current Medicare payment policy for PPS exempt 
rehabilitation hospitals and units exempt from the prospective payment system (PPS). The 
present system is harmful to patients and providers alike and is wasteful for the Medicare 
program. No one - not HCFA, ProPAC, providers or consumers - defends the status quo. We 
urge reform of this payment system, that it be thorough and immediate, and that any proposals 
to include the services of rehabilitation hospitals and units, skilled nursing facilities and home 
health agencies with the DRG payments to acute hospitals be rejected. 

1. Defects of the Present System 

When the Medicare PPS was enacted in 1983 rehabilitation hospitals and units were 
excluded because the data used to develop that system did not account for cases with longer 
lengths of stay, including rehabilitation cases. Such facilities continue to be paid through cost 
reimbursement, subject to per-discharge rate-of-iocrease limits imposed by the Tax Equity and 
Fiscal Responsibility Act of 1982 (TEFRA). TEFRA limits were intended to be a temporary 
means of controlling costs pending adoption of a PPS. They are still in place 12 years later and 
have produced serious, and unintended, distortions in the delivery of rehabilitation services for 
the following reasons: 

- TEFRA limits do not adjust for change in case mix and/or increased acuity of 
patients. This means that any increase in intensity of services or length of stay is likely 
to cause a hospital or unit to exceed its TEFRA limit. 

• TEFRA limits place pressure on rehabilitation hospitals and units to cut average 
length of stay as a means of reducing per-discharge cost. By treating all rehabilitation 
discharges as having the same value, the system provides a strong incentive to treat short 
stay, less complex cases and avoid more severely disabled patients. The government is 
telling hospitals to avoid severely disabled patients and not to develop programs to treat 
them. 


• New hospitals and units can establish limits based on contemporary wage levels 
and other costs, thereby achieving much higher limits than older hospitals. Accordingly, 
hospitals in the same service area may have widely differing TEFRA limits and 
reimbursement for similar services. This encourages the development of new 
providers, which are reimbursed at much higher levels, and seriously distorts the 
positions of competitive providers. 

- This system virtually prohibits the development of programs by existing 
providers, because any change in service that increases average length of stay or intensity 
of services will likely result in costs over a TEFRA limit, while encouraging the 
development of new rehabilitation hospitals and units. This adds unnecessary cost while 
eroding the service capacity of established institutions. 

- The administrative process for adjustment of TEFRA limits does not provide 
a remedy because it does not produce timely decisions and does not recognize many 
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How IS the government hurt by these eitects? hirst, because new hospitals are paid more, 
the system encourages capital spending. Second, the Medicare program is paying many new 
hospitals and units considerable amounts in incentive payments while not covering the cost of 
service to many older facilities. This is a disservice to beneficiaries. Any system that so 
seriously distorts the allocation of payment with no regard for patients needs or services delivered 
will distort quality and availability of services. 

Data available from HCFA for Medicare reporting years ending between October 1, 1992 
and August 31, 1993 contained cost report information for 128 rehabilitation hospitals. Of these 
67 were under their limits, 23 were over their limits and 38 had no limits (because they were 
new). Those facilities over limits had and average cost per day of $562. Those under their 
limits had a cost per day of $559. Thus, presuming cost per day reflects intensity, there is no 
evidence of differing intensity of services. The average TEFRA limits for those with cost over 
their TEITIA limits was $11,122. The average for those under their limits was $15,267. 

The difference in payment between these groups does not reflect a diflcrence in services 
provided, but rather the vagaries of the Medicare system. The picture for rehabilitation units is 
similar. 

II. Medicare Reform 

A. Cost Reimbursement/TEFRA Should be Replaced by a PPS for Rehabilitation 

Prudent use of scarce resources and the interests of patients dictate that this system be 
replaced with a prospective payment system (PPS) specific to rehabilitation as soon as possible. 
Marginal changes in the TEFRA system will not, at least as it affects providers of rehabilitation 
services, eliminate its basic defects. 

It should be replaced with a PPS for PPS exempt rehabilitation hospital and rehabilitation 
unit services that makes payment based on patients' needs for services. By doing so Medicare 
payment will eliminate the bias in the present system against more disabled people and treat all 
providers equally, thus removing the preferential treatment and incentives for new facilities, and 
therefore unnecessary cost to the trust fund. 

Our association sponsored research to fashion such a system. A research team at the 
University of Pennsylvania developed a patient classification system based on Functional Related 
Groups (FRGs). This classification system includes age, diagnosis and functional ability on 
admission to rehabilitation. It predicts duration and intensity of rehabilitation services. The 
Health Care Financing Administration (HCFA) has issued a request for proposals to evaluate this 
system and design of a payment system based on it. We are encouraging and supporting this 
effort in evefy way possible. 

The first law of governmental action is that research and analysis will expand to fill the 
time available. This is a major concern for us. The best evidence of this reality is the fact that 
in the Omnibus Budget Reconciliation Act of 1990 the Congress directed the Secretary of HHS 
to submit recommendations on reform or replacement of TEFT^ by April 1, 1992. Almost three 
years after that deadline no such recommendations have been forthcoming. Hence, we believe 
that a statutory deadline for implementation of a PPS for rehabilitation is badly needed to force 
this matter to a conclusion. 

Therefore, we recommend that any Medicare legislation considered this year include a 
provision setting such a deadline. We suggest that this be for cost reporting periods beginning 
on and after October 1, 1996. 

B. Modification of Criteria for Definition of Rehabilitation Hospitals and Units 

Rehabilitation hospitals and units must meeting certain criteria established by regulation 
for exclusion from the Medicare PPS. These are contained in 42 CFR 412.23. Among these is 
a requirement that not less than 75% of a provider’s inpatients be in one or more of 10 diagnostic 
categories. These are: 

* stroke; 

* spinal cord injury 

* amputation: 
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* major multiple trauma; 

* fracture of femur (hip fracture): 

* brain injury: 

* polyarthritis, including rheumatoid arthritis; 

* . neurological disorders, including multiple sclerosis; motor neuron disease, 

polyneuropathy, muscular dystrophy and Parkinson’s disease; and 

* bums. 

This list was adopted from the practice of rehabilitation facilities in the 1970s. Over the 
past 20 years it has become increasingly common for rehabilitation hospitals and units to treat 
other patients with other diagnoses, including particularly those with pulmonary conditions, 
chronic pain, cancer and cardiac problems, llie functional limitations of each of these, often 
post-surgery, can be improved through rehabilitation. 

The present criteria for exclusion of rehabilit^on hospitals and units from the Medicare 
PPS are established by regulations, not statute. For several years the rehabilitation community, 
through this association and otherwise, has urged HCFA to revise the pertinent regulations, to 
no avail. 

We recommend that this committee correct this problem by legislation by adding the 
above referenced four conditions to the criteria for exclusion. 

We advocate this change for two reasons. First, it is important to a number of hospitals 
now excluded from PPS as long term care hospitals. Many of these function as rehabilitation 
hospitals, but are precluded from qualifying for exclusion from the PPS as such because they 
have significant numbers of patients in one or more of the four diagnostic categories we seek to 
have added to the exclusion criteria. The matter is increasingly critical for institutions that have 
reduced lengths of stay to try to mitigate financial damage from TEFRA limits. 

ProPAC recently released figures showing that, on average, long term hospitals are 
reimbursed on about 75% of cost because of TEFRA limits. Enclosed is a schedule we prepared 
from HCFA data that indicates large TEFRA penalties for this group. As a practical matter the 
only way to ^uce per discharge cost significantly is to reduce lengths of stay. But, long term 
hospitals have a floor of 25 days, beyond which is loss of exclusion. (The need for rebasing of 
TEFRA limits of long term hospitals is discussed below). 

The logical course for such facilities is to be excluded from the PPS as rehabilitation 
hospitals, but the provision of significant services to pulmonary, cancer, pain and/or cardiac 
patients is a barrier to doing so. 

The second reason these conditions are important is the effect of current rules on 
institutions now excluded as rehabilitation hospitals and units. Those that operate programs for 
patients in the four conditions must constantly monitor their admissions in these categories to 
avoid going over 25%. Admissions should reflect the needs of patients and the current practice 
of rehabilitation in the field rather than such artificial regulatory considerations. 

C. Need for Oversight of TEFRA Adjustment Process 

Section 1886(b) of the Medicare Act provides that a provider with operating cost over a 
TEFRA ceiling may seek administrative adjustment of its TEPTIA limit by HCFA. The law 
requires that HCFA issue the provider a decisi<m on a complete application within 180 days of 
its receipt and that a full explanation of the decision be provided to the applicant. The law also 
provides for assignment of a new base year for determination of TEFRA limits "which is more 
representative of the reasonable and necessary cost to a hospital of providing inpatient services." 

While the authority vested in the Secretary is sufficient to permit proper adjustment of 
limits to recognize changes in services and inequities between new and old providers, the 
adjustment process is flawed in its implementation. 

It is beyond the scope of this statement to critique the administration of these provisions 
by HCFA. However, we recommend that the committee examine this matter through oversight 
hearings, GAO inquiry or otherwise with respect to the following points: 
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> Timeiiness of decisions. The statutoiy requirement for issuance of decisions within 180 
days is routinely violated by HCFA, while filing requirements are strictly enforced against 
providers. Currently applications take a total of 14-16 months before a decision is received. 

> Failure to use rebasing authority. HCFA has refused to use the authority to rebase 
providers, while acknowledging the disparity of treatment between newer and older providers. 

- Inconsistency. Standards for adjustment are not applied uniformly, without explanation. 

- Absence of explanations. While the law requires that a provider receive a "detailed 
explanation of the grounds" on which its application is approved or denied decisions often do not 
address issues raised and do not explain actions taken. 

D. Interim Modifications of the TEPRA System Pending A PPS for Rehabilitation 

We recommend enactment of legislation to set October 1, 1996 for implementation of a 
PPS for rehabilitation hospitals and units. If a later deadline is adopted we recommend certain 
modifications to the fubKA system as it is applied to such providers. 

First, we recommend that there be a floor on TEFRA limits, set at 70% of the national 
average. Presently there are some rehabilitation hospitals and units with limits as low as $3,000, 
while the national average is over $12,000. These providers are required by Medicare coverage 
guidelines to provide the same levels of nursing and therapy services as other hospitals and units. 
Because Medicare coverage guidelines require similar services there should be some 
comparability of payment. We suggest 70% of the national average TEFRA limit as a floor to 
provide relief for hospitals and units stuck with extremely low limits. 

Second, we suggest that any new rehabilitation hospital or unit certified after date of 
enactment receive a TEFRA limit no greater than 150% of the national average. It is completely 
inequitable for the Medicare program to continue to reimburse new facilities at far higher rates 
than older ones • while both compete for staif and patients. The inequities presented by the 
widely varying limits of current providers will be eliminated only through adoption of a PPS. 
In the meantime, some small measure of sanity can be introduced into the system by capping 
limits for new facilities. 

E. TEFRA Limits Should Be Recalculated Based on Contemporary Cost for Long Term 

Care Hospitals 

The serious distortions and inequities of the TEFRA system for rehabilitation providers 
can and should be solved by the adoption of a PPS for rehabilitation hospitals and units. We 
believe that the patient classification system discussed above provides a sound basis for doing 
so at an early date. Well over 90% of patients treated in rehabilitation hospitals and units fall 
into the classification categories represented by HlGs and payment for the balance can be easily 
computed through averaging and/or provision for outliers. 

A PPS for rehabilitation will not, however, remedy the impact of TEFRA limits on long 
term care hospitals, except for those facilities that are recognized by the Medicare program as 
rehabilitation facilities. The sole criterion for exclusion of a long term care hospital from the 
PPS is maintenance of an average length of stay of over 25 days. The types of patients treated 
in this group of facilities vary widely and the patient classification system developed for 
rehabilitation does not apply to mqst of them. 

The it<lverse effect of TEFRA on long term care hospitals has been profound. ProPAC 
reports that in fiscal years ending 1989 long term care hospitals as a class were reimbursed only 
75% of cost by the Medicare program and in FY 1991 75% were over their TEFRA limits. This 
is because many such facilities were Medicare providers when the TEFRA system was adopted 
in 1982 and have limits based on base years (hat are not representative of current costs. 

Exhibit A shows the position 75 long term care hospitals. These data are drawn from the 
HCFA PPS-IX Minimum Dataset and are the most current data so reported by HCFA. The cost 
reports contained in this data base are for fiscal reporting periods ending in the period 10/1/92- 
8/31/93. 
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In 1994 HCFA separately reported that there were 115 long term hospitals excluded from 
the PPS. This absence of 40 hospitals from the Minimum Dataset cannot be conclusively 
explained. It is likely that many are new facilities. To the extent that this is the case, they were 
not subject to TEFRA limits and would not be affected by rebasing of limits. Similarly, there 
would be no increased Medicare payment to these hospitals from rebasing. 

These data show that the average TEFRA limit for facilities over limits was only $1 1,181. 
For those under limits the average was $21,740. This is a huge difference, for which there is no 
sound public policy. 

Since a PPS is not a prospect for this group of facilities we recommend rebasing of 
TEFRA limits to current cost. In the process incehtive payment of providers under their TEI^A 
limits should be protected. 

We have given the Committee staff a draft bill that would accomplish these 
recommendations. ' 

III. The Proposal to Bundle Post Acute Care into the DRG Hospital Payments Is a Bad 
Idea 


This proposal, which appeared in letter from Mr. Shays and some of his colleagues on 
the Budget Committee to the chair of the full committee and this subcommittee, would require 
that post acute care services be brought under the diagnosis related group (DRG) based 
prospective payment system (PPS) used to pay acute care hospitals under Medicare. Post acute 
care includes the services of rehabilitation hospitals and units, skilled nursing facilities and home 
health agencies. We are concerned that it is an easy way to cut expenses without concern for 
patient care. 

We are extremely concerned about this proposal and believe that it should not be 
considered during the reconciliation process. Instead the separate prospective payment system 
for rehabilitation referenced above should be adopted. 

It would increase DRG payments and make the DRG provider responsible for 
rehabilitation services. Presently DRG payments cover only the acute stay. The rehabilitation 
provider, if it is a rehabilitation hospital or unit, is paid reasonable cost, subject to a limit known 
as a Tax Equity Fiscal Responsibility (TEFRA) limit. 

We oppose post acute care bundling, as it is known, for a number of reasons. Acute care 
medicine addresses the immediate medical condition of patients, focusing on the pathology and 
chemistry of a given diagnosis. Rehabilitation is concerned with the patient’s ability to function - 
- to perform activities of daily living, work, and otherwise enjoy life. Thus, in the acute phase 
a physician attending a stroke patient is concerned with reducing cranial swelling and the 
potential for another Cardiovascular Accident (CVA) through drug therapy. Rehabilitation is 
concerned with restoring or improving patients’ ability to walk, talk, use their arms and adapt to 
any residual limitations of these functions. This is done through the interdisciplinary provision 
of physical, occupational, speech and other therapies, as well as psychological counseling to deal 
with the depression that often accompanies newly experienced physical disability. Rehabilitation 
also involves working with families and others who are affected by the patient’s condition, and 
whose response is likely to affect the patient’s progi^ss. While good medical practice calls for 
the coordination of these different types of services, in concept and philosophy they are quite 
different. 

Several nationally known figures, such as violinist Itzak Perlman, baseball umpire Steve 
Palermo and actor and dancer Ben Vereen, as well as some members of Congress are dramatic 
proof of what rehabilitation can do in overcoming disabling conditions and assuring people can 
contribute to our society. 

The fundamental problem with bundling rehabilitation into the DRGs is that it creates a 
conflict of interest for acute providers, who will have an incentive to deny or abridge 
rehabilitation services. And, many hospitals are simply ill prepared, nor have the desire to 
assume the responsibility or liability for, these services. Only 800 acute hospitals have 
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rehabilitation units, and there are only 190 freestanding rehabilitation hospitals. If there are 
5,000-6,000 hospitals in the country, this represents less than 20%. Both those with and without 
units have an incentive to shorten or eliminate rehabilitation services, but the incentive is 
particularly telling in the case of a hospital that must refer the patient to another provider for 
services. 

Also, there is no basis for computing the additional DRG payments for rehabilitation 
(and/or other post acute services). Such costs vary widely depending on the patient*s diagnosis, 
age, degree of impairment, family circumstances, medical condition, and other factors. Studies 
done by the American Rehabilitation Association (then NARF), and the RAND corporation and 
the Medical College of Wisconsin, after the DRGs were passed, confirmed that they did not 
predict nor cover the length of stay or cost of rehabilitation. And, use of aggregated post acute 
care Medicare data would penalize hospitals focusing on particularly old or severely involved 
patients, further creating incentives to limit services to those who need them most. 

Furthermore, there is no way to monitor whether care is appropriately provided under such 
a system, in other words, to measure outcomes and thereby hold the hospital accountable. 
Rehabilitation providers are unique in the health care system in that they focus on outcomes -- 
improved functional capabilities of patients. A decline in utilization of their services, which 
would accompany bundling, may result in a toss of such focus and in higher levels of residual 
impairment and dependency. 

And. we believe there a series of additional mechanical, legal, policy and other questions 
that include, for example, the implications with respect to antitrust, self referral and state 
certificate of need laws. Finally, even HCFA’s own researchers on this subject have 
cautioned about the serious design issues th^ arise with respect to the rates of payment and 
accountability for the delivery of care. They strongly urge that all the methodological issues be 
resolved and a demonstration be done before such a proposal is implemented. 

For these reasons we believe that bundling rehabilitation into the DRGs is arbitrary and 
harmful to patients. Instead, the FRGs should be adopted for rehabilitation. We hope they will 
serve as the basis for a PPS for rehabilitation. FRGs do not, however, tie to DRGs. Rather, the 
primary element is the functional status of a patient upon admission to rehabilitation. Therefore, 
we believe this proposal to bundle services into the DRGs should not be considered by the 
Committee. 

IV. Future Initiatives 

The committee’s announced intention to consider alternatives to the present structure of 
the Medicare program is to be applauded. We are particularly concerned with the ri^gmentation 
of rehabilitation services due to current institutional definitions, coverage guidelines and division 
of services between Part A and Part B. Our association has several committees working to 
fashion proposals to address these matters and hope to submit further recommendations to you 
in the near term. 

Our guide in this undertaking is care for patients and provision of services in the least 
restrictive and most cost beneficial environment, subject to the ultimate goal of maximum 
recovery of function and ability to live independently and productively. 

Thank you for your consideration of the recommendations set forth above. 

Respectfully submitted, 

AMERICAN REHABILITATION ASSOCIATION 


Sy Schlossman 

Interim President and CEO 

Attachment: Long Term Hospitals Status Sheet 
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MEDICARE COSTS VS. TEFRA LIMITS 
LONG TERM HOSPITALS 


Total Hospitals Repotting 75 

Under Limits 19 

Over Limits 40 

No Limits 16 

Average Length of Stay (total) 28.46 

Average Length of Stay (Under) 27.68 

Average Length of Stay (Over) 28.60 

Average Length of Stay (No Limit) 30.18 

Average No. Medicare Days (Total) 7,538 

Average No. Medicare Days (Under) 1 1,813 

Average No. Medicare Days (Over) 6,270 

Average No. Medicare Days (No Limit) 5,631 

Average No. Medicare Discharges (Total) 266 

Average No. Medicare Discharges (Under) 427 

Average No. Medicare Discharges (Over) 219 

Avenge No. Medicare Discharges (No Limit) 187 

Average Cost Per Discharge (Total) $15,877 

Average Cost Per Discharge (Under) $13,004 

Average Cost Per Discharge (Over) $16,050 

Average Cost Per Discharge (No Limit) $23,178 

Average TEFRA Limit - All Discharges (Under) $16308 

Average TEFRA Limit • All Discharges (Over) $11,831 

Average TEFRA Limit • per Hospital (Under) $21,740 

Average TEFRA Limit - per Hospital (Over) $11,181 

Average Cost Per Day (Total) $588 

Average Cost Per Day (Under) $470 

Average Cost Per Day (Over) $561 

Average Cost Per Day (No Limit) $768 

Average Medicate Cost Under Limits $1,410,101 

Average Medicate Cost Over Limits $925,145 

Total Medicare Cost Under Limits $26,791,922 

Total Medicate Cost Over Limits $37,005,813 

Total Incentive Payments (Under Limits) $4,740,793 

Total Cost Sharing (Over Limits) $6,388,328 


Date Source: PPS-DC Minimum Dataset 

For fiscal periods beginning on or after 10/01/91 and ending by 08/31/93 
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Mr. Christensen. Thank you, Mr. Aitchison. 

Mr. Mahoney, we would be pleased to hear your testimony at 
this time. 

STATEMENT OF JOHN J. MAHONEY, PRESmENT, NATIONAL 
HOSPICE ORGANIZATION 

Mr. Mahoney. Thank you, Mr. Chairman. 

My name is John Mahoney. I am president of NHO, the National 
Hospice Organization. Prior to coming to my position with NHO, I 
directed a hospice in Boulder, Colorado. 

For more than a decade, hospice care has received bipartisan 
support from this Subcommittee. I would like to thank you for that 
support and the opportunity to testify here today. 

In announcing this hearing. Chairman Thomas indicated that 
the Subcommittee is looking for innovative policy alternatives to re- 
duce the rate of increase in Medicare spending. Hospice care is just 
that. Hospice is a proven cost saver that has been reducing Medi- 
care outlays since it became a Medicare benefit in 1983. 

Begun in 1974, today there are over 2,000 hospice programs serv- 
ing more than 300,000 patients in the United States. The National 
Hospice Organization is a nonprofit, public benefit organization es- 
tablished in 1978 and located in Arlington, Virginia. Its mission is 
to be an advocate for the needs of the terminally ill. 

Hospice care is an interdisciplinary, individualized form of care 
that emphasizes pain control and symptom management rather 
than attempting curative treatment. A team of hospice profes- 
sionals, including nurses, physicians, social workers, home health 
aids, pastoral, and other counselors and specialists develop and fol- 
low a patient-centered care plan that includes input from the pa- 
tient and family. 

Hospice services are provided by this team primarily in a pa- 
tient’s home, most often with the assistance of family and friends, 
as well as volunteers. Hospice care is made available by most hos- 
pice programs regardless of ability to pay. 

A recent study conducted by Lewin-VHI compared the relative 
costs of hospice care and conventional care for Medicare bene- 
ficiaries with cancer. Analysis of beneficiaries’ claims found that for 
every dollar Medicare spent on hospice patients, it saved $1.52 in 
Medicare part A and part B expenditures. 

This study was undertaken to determine whether the results of 
the Health Care Financing Administration major study of hospice 
costs, completed in 1988, still holds true today. Using the same 
methodology, Lewin-VHI examined Medicare part A and part B 
claims of almost 200,000 beneficiaries, a sample size nearly 14 
times ^eater than the HCFA study. 

Lewin-VHI found that hospice cost savings have actually in- 
creased since the previous study. In 1986, Me^care saved $1.26 for 
every dollar spent on part A expenditures for hospice users. In 
1992, the part A savings had climbed to $1.41. 

Approximately 28 percent of Medicare expenditures go toward 
care delivered in the last year of life. Almost 50 percent of those 
costs are expended in the last 2 months of live. The majority of 
these costs Eire associated with hospitalizations and the associated 
costs of high-tech interventions. 
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NHO believes that if hospice care use by Medicare beneficiaries 
continues to grow more savings will accrue. If, on the other hand, 
the rate of hospice use declines, costs to Medicare would rise pro- 
portionately. 

The Medicare hospice benefit is an alternative to the more costly 
forms of care for the terminally ill. Hospice is the quintessential 
managed care. For a fixed rate per day. Medicare proved hospices 
provide a comprehensive set of services to the terminally ill that 
addresses their physical, spiritual, and psychological needs. 

As the Subcommittee deliberates on the Medicare budget, the 
NHO respectfully raises the following concerns. Because hospice is 
such a small piece of the Medicare budget, hospice faces the risk 
of getting lost in the shuffle or being confused with other services. 
Hospice is not home health care, nor is it long-term care. Hospice 
is specialized care for the terminally ill. Its purpose, as well as its 
reimbursement method, are very different. 

The Subcommittee needs to recognize these differences, and 
based on the proven cost savings to the Medicare Program, con- 
tinue the current method of reimbursement for hospice care. 

Currently, managed care organizations contracting with HCFA to 
care for Medicare beneficiaries on a risk-basis are not required to 
provide hospice care. They are required to inform their terminally 
ill patients about the availability of Medicare-certified hospice in 
the service area. If an HMO patient elects hospice care, Medicare 
reimburses the hospice directly and payment to the HMO is re- 
duced. This current system is efficient and should continue. 

Hospice is part of the solution to making Medicare more cost ef- 
fective, not part of the problem. But as important as the cost sav- 
ings are, the quality of life that hospice provides to terminally ill 
patients must not be overlooked. 

It has often been asked if people are afraid to die? And is it not 
depressing working with dying people? The truth is people are not 
so much ^raid of dying as they are afraid of dying alone or dying 
in pain or being a burden to their families and losing their dignity. 

In hospice care, promises are made to patients that to the very 
best of the hospice’s ability that patient will not be in pain, they 
will not die alone, they will never be a burden, and they will re- 
main in control of their lives. Hospice care is not depressing be- 
cause it is about life, not death. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF 
JOHN J. MAHONEY. PRESIDENT 
NATIONAL HOSPICE ORGANIZATION 

ON 

REVIEW OF THE MEDICARE HOSPICE BENEFIT 
BEFORE 

THE SUBCOMMITTEE ON HEALTH 

COMMITTEE ON WAYS AND MEANS 
U.S. HOUSE OF REPRESENTATIVES 

July 19-20, 1995 


In announcing this hearing. Chairman Thomas indicated that the Suhcommittee is looking 
for innovative policy alternatives to reduce the rate of increase in Medicare spending. Hospice 
care is just that. Hospice is a proven cost saver that has been reducing Medicare outlays since 
it became a Medicate benefit in 1983. The National Hospice Organization (NHO) has been a 
strong supporter of the Medicare hospice benefit since its inception. 

The National Hospice Organization is a non-profit, public benefit organization established 
in 1978 and located in Arlington, Virginia. Its mission is to be an advocate for the needs of the 
terminally ill. This mission is supported by over 2000 hospice member programs across the 
country and more than 3500 individual members who are engaged in providing hospice care at 
the bedside of the dying every day. 

THE BASICS OF HOSPICE CARE 

Hospice care is an interdisciplinary, individualized form of care that emphasizes pain 
control and syiqitom management rather than attempting curative treatment. A team of hospice 
professionals (including nurses, physicians, social workers, home health aides, pastoral and other 
counselors, and other specialists), develop and follow a patient-centered care plan that includes 
input from the patient and family. Hospice services are provided by this team primarily in a 
patient’s, home, most often with the assistance of family and ftiends, as well as volunteers. 

Hospice cate is based on a philosophy which embraces six significant thoughts; 

• Death is a natural part of life. When death is inevitable, hospice will neither seek 
to hasten nor to postpone it. 

• Hospice care establishes palliation as an appropriate clinical goal. When no cure 
is available, hospice team members’ skills are used to manage those symptoms 
which impede the patient’s quality of life. 

• Hospice recognizes death as a spiritual as well as a physical experience. 
Psychological and spiritual pain can be as significant as physical pain and deserve 
the same attention. 

• Patients and their famili es are the unit of care. Self-determination is valued. 
Individuals empowered with knowledge can make choices about how and where 
they will be cared for in their fuial months. Hospices have learned that to 
effectively care for these patients, diey cannot separate the patient fiom their 
environment. That environment incliales their home, their fiunilies and their 
friends. 

• Bereavement care is critical to supporting families for at least a year after the 
death of the patient. 

• Hospice care is made available by most hospices regardless of ability to pay. 
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COST SAVINGS 

A recent study conducted by Lewin-VHI, An Analysis of the Cost Savings of the 
Medicare Hospice Ben^t, documented that it is possible to provide compassionate and 
‘comprehensive hospice care to terminally ill patients at a significantly lower cost than traditional 
medical treatment. This study compared the relative costs of hospice care and conventional care 
for Medicare beneficiaries with cancer. Analysis of beneficiaries' claims found that for every 
dollar Medicare spent on hospice patients, it saved $1.52 in Medicare Part A and Part B 
expenditures. In the last year of life, hospice patients on average incurred $1,786 less in costs 
than those who did not select the Medicare hospice benefit. 

This study was undertaken to detennine whether the results of a Health Care Financing 
Administration (HCFA) major study of hospice costs completed in 1988 still holds true today. 
Using a methodology almost identical to that of the 1988 HCFA study, Lewin-VHI analyzed the 
most recent Medicare claims data available fiom HCFA’s National Claims History file. They 
examined Medicare Part A and Part B claims from 1991 and 1992 for almost 200,000 
beneficiaries -- a sample size nearly 14 times greater than the HCFA study. 

Lewin-VHI found that hospice cost savit^s have actually increased since the previous 
study. In 1986, Medicare saved $1.26 for every dollar spent on Part A expenditures for hospice 
users; in 1992, the Part A savings had climbed to $1.41. 

Approximately 28 percent of Medicare expenditures go toward care delivered in the last 
year of life. Almost SO percent of those costs are expended in the last two months of life. The 
majority of these costs are associated with hospitalizations and the associated costs of high-tech 
interventions. NHO believes that if hospice care by Medicare beneficiaries continues to grow, 
more savings will accnie. If on the other hand, the rate of hospice use declines, costs to 
Medicare would rise proportionately. 


THE MEDICARE HOSPICE BENEFIT 

The Medicare hospice benefit is an alternative to the more traditional and costly form of 
care for the terminally ill. In order to qualify for the hospice benefit, two physicians must 
certify that the patient is terminally ill with a prognosis of six months or less. The Medicare 
beneficiary who elects hospice care waives his/her rights to most other standard Medicare 
benefits for treatment of the terminal illness. 

Hospice is the qirintessential "managed cate." For a fixed rate per day. Medicare- 
approved hospices provide the following services: 

• Physician services 

• Nursing care 

• Medical appliatKes and supplies 

• Drugs for symptom management and pain relief 

• Short-term inpatient and respite cate 

• Homemaker and home health aide services 

• Physical and other therapy 

• Social work services 

• Spiritttal care availability 

• Voltmteer participation 

Approximately 90 percent of hospice care is provided in the home. The Medicare per diem for 
routine home cate is approximately $90.51 whereas hospitalization for terminally ill patients— 
often in intensive care rmits-can cost up to $1000 per day in some areas. 
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CONCERNS ABOUT MEDICARE CHANGES 

As the Subcommittee deliberates on the Medicare budget, the following concerns must 
be raised. 

• Because hospice is just a small piece of the Medicare budget— approximately $1.2 billion 
in 1994-hospice faces the risk of getting lost in the shuffle or teing confused with other 
services. Hospice is not home health care nor is it long term care— hospice is specialized 
care for the terminally ill. Its purpose as well as its reimbursement method are very 
different from the just mentioned services. 

The Subcommittee needs to recognize these differences and based on the proven cost 
savings to the Medicare program, continue the current method of reimbursement for 
hospice care. Many hospice providers are small programs and any change in 
reimbursement could have an extremely negative impact on hospice services particularly 
in rural areas. Because the hospice benefit is reimbursed on a per diem basis, many of 
these programs would not be able to absorb the ever-escalating cost of medications 
needed for the more complex cate for some patients. 

• Hospice is a proven cost saving managed care program for the terminally ill. It is 
important to remember that hospice care savings are based on the comprehensive, 
interdisciplituuy nature of the benefit, as defined by current Medicare law. If these 
services were 'unbundled,'' the savings for the Medicare program would be reduced and 
might possibly be eliminated. Therefore, MHO urges the Subcommittee to continue to 
require Medicare certification of hospice compliance with existing stauitory conditions 
of participation. 

• Currently, managed care organizations contracting with HCFA to care for Medicare 
beneficiaries on a risk basis are not required to provide hospice care. They are required 
to inform their terminally ill patients aWt the availability of Medicare-certified hospices 
in the service area. If an HMO patient elects hospice care. Medicare reimburses the 
hospice directly and payment to the HMO is reduc^. This current system is efficient 
and should continue. It would be ill-advised to establish a system that would create 
another layer of bureaucracy by having a managed cate organization manage hospice, 
another 'managed care' provider. 

CONCLUSION 

In conclusion, the Medicare hospice benefit is a proven cost saving alternative to the 
mote traditional and costly form of care for the terminally ill. Hospice is part of the solution 
to making Medicare more cost effective-not part of the problem. But as important as the cost 
savings are, the quality of life that hospice provides to terminally ill patients must not be 
overlooked. 

Hospice care is a community-centered, patient/family-focused, cost-effective way of 
humanely caring for terminally ill people when curing the patient is no longer possible. It is an 
important alternative to both the high-tech impersonal approach of traditional care and the 
desperation of euthanasia, most usually publicized by Jack Kevorkian physician-assisted suicides. 

It is often asked if people are afraid to die, and isn’t it depressing working with dying 
people. The truth is, people are not so much afraid of dying as they are afraid of dying alone, 
of dying in pain, of being a burden to their families and losing their dignity. In hospice care, 
promises are made to patients, that to the very best of hospice’s ability, they will not be in pain, 
they will not die alone, they will never be a burden and they will remain in control of their 
lives. Hospice care is not depressing, because it is about life and not death. 
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Mr. Christensen. Thank you, Mr. Mahoney, for that excellent 
testimony. 

Mr. Hoffman, we would be pleased to hear your testimony. 

STATEMENT OF PHILLIP 1. HOFFMAN, CHIEF FINANCIAL 

OFFICER, OUTREACH HEALTH SERVICES; ON BEHALF OF 

HOME HEALTH SERVICES AND STAFFING ASSOCIATION 

Mr. Hoffman. Thank you, Mr. Chairman. My name is Phillip 
Hoffman and I am the chief financial officer of Outreach Health 
Services which provides Medicare covered home health services 
throughout the State of Texas through both for-profit and nonprofit 
organizations. 

I am testifying on behalf of my company and the Home Health 
Services and Staffing Association, whose diverse membership in- 
cludes both large and small home care providers which operate 
over 1,500 offices in virtually every state and employ nearly half 
a million care givers. 

My work experience includes participation in both phase one and 
phase two of the prospective pa 3 mient demonstration projects fund- 
ed by the Health Care Financing Administration. I have also par- 
ticipated in the PPS work group which consists of representatives 
from for-profit, nonprofit, hospital-based, and free standing home 
health agencies that has been working over the past year to de- 
velop a prospective payment system. The work group has developed 
a prospective payment proposal I will describe today as an alter- 
native to copayments. 

To place this discussion in context, home health expenditures 
currently constitute approximately 11.5 percent of all part A spend- 
ing and just 7 percent of all Medicare spending. Increasing concern 
has been expressed by ProPAC and others, however, over the rate 
of increase in Medicare expenditures for home health services 
which has approached 25 percent over the past 2 years. 

While much of that growth can be attributed to the trend of pro- 
viding health care outside of the institutional setting, there is con- 
cern that some of that growth may be caused by the current cost 
reimbursement system which provides an incentive to furnish un- 
necessary visits, incur unnecessary costs, and unnecessarily extend 
services to patients. The current system provides no incentive for 
home health agencies to operate efficiently. 

Overlaying copayments on the existing system does nothing to 
curb the inefficiency and abuse caused by that system. 

Copayments simply shift a portion of the costs of that inefficient 
system to the patient in the form of a sick tax and erect a barrier 
to those who need care, especially the elderly with low incomes. Im- 
posing copayments also creates an incentive for patients to remain 
in the higher cost hospital setting because there is no copayment 
on the first 60 days of hospital care covered by Medicare. Copay- 
ments also further burden the Medicaid Program because certain 
beneficiaries are eligible to have their copayments and deductibles 
covered by Medicaid. 

There is general agreement in the home health industry that 
high-quality services can be provided in a more cost-effective man- 
ner through prospective payment. The PPS work group has devel- 
oped such a plan and it has been scored by the accounting firm of 
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Price Waterhouse. Their conservative estimate of savings which 
can be generated by this plan is between $19 and $29 billion over 
7 years. 

The proposal is currently being reviewed and scored by CBO. A 
detailed description of the plan is attached to this testimony but 
the most significant features are as follows. 

First, a cap would be established on the aggregate payments any 
home health agency could receive from Medicare in any fiscal year 
based upon the episodes of care rendered by the agency. 

Second, providers would be allowed to share in up to 40 percent 
of the savings achieved by keeping their payments for the year 
below the aggregate per episode cap. Providers, therefore, would 
have an incentive to control utilization, a concept which is absent 
from the current system. 

Third, to maintain cash flow, home health agencies would be re- 
imbursed for visits at a prospectively set rate based on the average 
regional cost of service. 

Fourth, the per visit rates and the per episode caps would be es- 
tablished for a base period and updated annually at a rate that is 
less than the projected growth in expenditures. 

We believe this proposal has the following advantages. It pro- 
vides an effective mechanism for the government to control the 
growth rate in Medicare home health expenditures while preserv- 
ing freedom for clinical decisions to be made by the physician, the 
patient, and the provider. 

It creates incentives for home health providers to become more 
cost effective and innovative, and rewards those that do. 

It achieves true savings to the overall health system rather than 
shifting costs to the patient from other programs. 

It avoids adding needless administrative costs, thereby, helping 
to preserve home health services as a low-cost treatment option. 
And it significantly reduces the incentive for waste and abuse. 

We do not contend that the work group proposal is the perfect 
prospective payment system or the one that might ultimately 
evolve. In fact, the plan is designed to be refined as experience is 
gained and data is generated over the next 3 years by the phase 
two demonstration project. 

We are also coordinating with the National Association of Home 
Care in the development of this proposal and believe there is gen- 
eral agreement with respect to the plan’s basic concepts. We be- 
lieve, however, that the proposal is far superior to the current sys- 
tem with copayments. This Subcommittee expressed its intent in 
OBRA 1987 and 1990 that home health reimbursement be switched 
to prospective payment. That intent has not been fulfilled, report- 
edly because no prospective payment system was ready for imple- 
mentation. 
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After 9 years it is clear that we will never have a prospective 
payment ready for implementation without explicit direction from 
Congress. The work group has developed a system with broad in- 
dustry support. It saves money, improves efficiency, and avoids pe- 
nalizing the patients or cutting the benefits. 

Rather than adhering to an antiquated inefficient system or 
making it worse with copayments, we believe it is time to get on 
with implementing a prospective payment plan. 

I appreciate the opportunity to present this proposal and would 
be glad to answer any questions. 

[The prepared statement and attachments follow:] 
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HEARING BEFORE THE UNITED STATES 
COMMITTEE ON WAYS AND MEANS 

Room 1100 Longwofth House Offlcs Building 
Thuraday, July 20, 1995 

Medicare Savinas And Budget Reconciliation Issues 
TESTIMONY OF PHILLIP I. HOFFMAN, M B A. 

Mr. Chainnan, my name is Phillip I. Hoffman. I am the Chief Financial Officer of 
Outreach Health Services, which provides Medicare covered home health services 
throughout the State of Texas through both for-profit and nonprofit organizations. I am 
testifying on behalf of my company and the Home Health Services and Staffing 
Association, whose diverse membership includes both large and small home care 
providers which operate over 1,500 offices in virtually every state and employ nearly 
1/2 million caregivers. 

My wrork experience includes participation in both Phase I and Phase II of the 
Prospective Payment Demonstration projects funded by the Health Care Financing 
Administration. I have also participated in the PPS Work Group, which consists of 
representatives from a broad cross-section of the home health industry (for-profit, 
nonprofit, hospital-based, and free-standing) that has been working over the past year 
to develop a prospective payment system. The Work Group has developed the 
prospective payment proposal I will describe today as a substitute for the current cost 
reimbursement system and as an alternative to copayments. 

According to the General Accounting Office, Medicare expenditures for home 
health services in 1994 were $12 billion, which was 12% lower than had been 
projected in February of 1994.1' By comparison. Medicare expenditures for all Part A 
services grew to $102.8 billion, which was 1.5% higher than had been projected. Thus, 
the growth rate in home health expenditures, which had been expected to decline, 
actually declined much more rapidly than had been predicted. Home health 
expenditures currently constitute approximately 11.5% of all Part A spending and 
Just 7% of all Medicare spending. 

Inaeasing concern has been expressed by ProPAC and others, however, over 
the rate of increase in Medicare expenditures for home health services, which has 
approached 25% over the past two years.!' While much of that growth can be 


"Medicare; High Spending Growth Calls for Aggressive Action," GAO/HEHS-T- 
95-75, 15-16(Febniary6, 1995). 
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attributed to the trend of providing health care outside of the institutional setting, there 
is growing concern that some of that growth maybe caused by the current cost 
reimbursement system, which provides an incentive to furnish unnecessary visits, incur 
unnecessary costs, and provide services to patients for as long as possible. The Office 
of the Inspector General has found that the current system even encourages 
unscrupulous providers to pad their cost reports with personal and other unallowable 
costs and to file claims for visits that were rwt made.^ Providers that seek to furnish 
services in a more cost effective manner simply receive less reimbursement under the 
current system. 

Overlaying copayments on the existing system does nothing to curb the 
inefficiency and abuse caused by that system. Copayments simply shift a portion of the 
cost of that inefficient system to the patient in the form of a "sick tax" and erect a barrier 
to those who need care, especially the elderly and those with low incomes. Imposing 
copayments also creates an incentive for patients to remain in the higher cost hospital 
setting, because there is no copayment on the first 60 days of hospital care covered by 
Medicare. 

It must also be conceded that copayments are a cut In the Medicare benefit 
rather than simply a reduction in the future rate of growth. Copayments also 
further burden the Medicaid program because certain beneficiaries are eligible to have 
their copayments and deductibles covered by Medicaid. Perhaps worst of all, 
copayments exacerbate the waste and inefficiency of the current reimbursement 
system by increasing administrative costs for providers and the government, while not 
improving the administration of benefit. In addition, bad debts which result when 
providers cannot collect copayments are charged to the Medicare program as an 
allowable cost. 

There is a broad-based consensus in the home health industry that high quality 
services can be provided in a more cost effective manner if a prospective payment 
system could be established that provides incentives for controlling costs and 
disincentives for waste and inefficiency. The Work Group has developed such a 
proposal, which we believe could be implemented within 1 to 1 1/2 years because it 
uses current payment procedures combined with the prospective payment methodology 


See testimony of the Prospective Payment Assessment Commission. Hearing 
before Committee on Ways and Means Subcommittee on Health, Trans, at IS- 
IS (Febnjary 6, 1995). 

See Statement by the Office of the Inspector General, Department of Health and 
Human Services before Committee of Ways and Means Subcommittee on 
Health, Trans, at 3-4 (February 6, 1995). 
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which has been approved by HCFA for the Phase II Demonstration Project. A detailed 
description of the plan is attached, but the most significant features are as follows: 

1. A cap would be established on the aggregate payments any home 
health agency could receive from Medicare in any fiscal year based 
upon the episodes of care rendered by the agency. (An episode would 
be defined as 120 days after admission, as in the Phase II 
Demonstration Project funded by HCFA.) 

2. Providers would be allowed to share in up to 40% of the savings 
achieved by keeping their payments for the year below the aggregate 
per episode cap. (Providers, therefore, would have an incentive to 
provide necessary services for less than the cap rather than an 
incentive to increase their costs up to a limit as under the current 
system. The trust funds would receive at least 60% of the incentive 
based savings.) 

3. In order to maintain cash flow, home health agencies would be 
reimbursed for visits made during the year at a prospectively set rate 
based on the average cost of the service in the region. 

4. The per visit rates and the per episode caps would be established for a 
base period and updated annually at a rate that is less than the 
projected growth in expenditures. 

Simply stated, the proposal provides for per visit reimbursement subject to an 
annual aggregate cap. 

This proposal has been scored by the accounting firm of Price Waterhouse 
as achieving savings of between $19 billion and $29 billion over 7 years, a 
savings which Price Waterhouse believes to be conservative. Savings may well be 
even greater, if home health providers respond to the incent-ves of this plan, as we 
believe they will. More importantly, these are true savings to the overall health delivery 
system rather than a cost shift to the patient or to insurers and other third party payors. 

We believe this proposal has the following advantages: 

1 . It provides an effective mechanism for the government to control the 

growth rate in Medicare home health expenditures while preserving 
latitude for clinical decisions to be made by the physician, the patient, 
and the provider. 
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2. It creates incentives for home health providers to become more cost 
effective and innovative and rewards those that do. 

3. It achieves true savings to the overall health system rather than shifting 
costs to the patient or other programs. 

4 . It avoids adding needless administrative costs, thereby helping to 
preserve home health services as a low-cost treatment option. 

5. It significantly reduces the incentives for waste and abuse. 

6. It can be implemented in the near future using available data and existing 
procedures and can be refined and ultimately converted to a "pure" per 
episode prospective payment system based upon data generated over 
the next three years by the Phase II Demonstration Project. 

7. By avoiding a "sick tax" imposed on patients through copayments and 
providing incentives for providers to furnish cost effective services, this 
proposal will have strong support in the consumer and provider 
communities. 

We do not contend that the Work Group proposal is the perfect prospective 
payment system or the system that might ultimately evolve. In fact, the plan is 
designed to be refined as experience is gained and data is generated over the next 
three years by the Phase II Demonstration Project. We are also coordinating with the 
National Association for Home Care in the development of this proposal and believe 
there is agreement with respect to the plan's basic concepts. We believe, however, 
that the proposal is far superior to the current system or to the current system with 
copayments. 

This Committee expressed its intent in OBRA '87 and '90 that home health 
reimbursement be switched to prospective payment.* That intent has not been fulfilled 
reportedly because no prospective payment system was "ready" for implementation. 
After nine years, it is clear that we will never have a prospective payment system 
"ready" for implementation without explicit direction from Congress. The Work Group 
has developed a system that has broad industry support. It saves money, improves 
efficiency, and avoids penalizing the patients or cutting the benefit. Rather than 
adhering to an antiquated, inefficient system or making it worse with copayments, we 
believe it is time we got on with implementing a prospective payment plan. 

I appreciate the opportunity to present this proposal and would be glad to 
answer any questions. 

Enclosure 


See § 4207(c) of the Omnibus Budget Reconciliation Act of 1987 (Public Law 
100-203) and § 4207(c) of the Omnibus Budget Reconciliation Act of 1990 
(Public Law 101-508). 
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Prospective Payment System: A More Effective Alternative 
TO Copayments for Controluno the Growth 
IN Home Health Expenditures 
Under Part A of the Medicare Program 

May 18, 1995 

. Beginning approximately nine months ago, representatives of national and state 
home health service providers began meeting as the "PPS Home Health Work Group" 
to study whether a prospective payment system could be developed, based upon 
currently available data, that would more ^ectively control the rate of growth in home 
health expenditures under the Medicare program than would the imposition of a 
copayment. The Work Group included providers of all auspices - nonprofit, tax- 
exempt, proprietary, hospital-based, and free-standing. 

The Work Group has developed a prospective payment system for home health 
services which could be implemented in 1996 using existing payment procedures, 
would achieve significant savings both near and long term, and would provide a 
rational transition to a pure per episode prospective payment system in the future once 
more reliable date is available from the per episode demonstration project currently 
being conducted by the Health Care Financing Administration. The Work Group 
believes that this proposal serves the interests of the government, the providers, and 
the beneficiaries far better than would the imposition of copayments. 

Copayments are bad public policy because they: 

(a) increase administrative costs of an already inefficient reimbursement 
system while not improving the services; 

(b) shift costs to the Medicaid program, private insurers, or the patient rather 
than effect true savings; 

(c) deprive the elderly and disabled poor of access to health care services 
that have been determined by their physician to be medically necessary; 

(d) penalize the most cost effective providers the most severely; and 

(e) create an incentive for physicians to keep patients in the hospital because 
there is no Medicare copayment for the first 60 days of inpatient hospital 
care (42 U.S.C. § 1395e(a)(1)). 
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The Prospective Payment System developed by the Work Group is far better 
public policy because it: 

(a) provides an effective mechanism by which the government can control the 
growth rate in home health expenditures while preserving latitude for 
clinical decisions to be made by the patient, the physician, and the 
provider; 

(b) avoids adding needless administrative costs, thereby helping to preserve 
home health care as a low cost treatment option; 

(b) achieves true savings by reducing the growth rate in expenditures while 
not shifting costs to patients or other programs; 

(c) creates incentives for home health providers to become more cost 
effective and innovative and rewards those who do; and 

(d) can be implemented in the near future using available data and can be 
refined and ultimately converted to a pure per episode prospective 
payment system as data is generated over the three year term of the 
Phase II prospective payment demonstration project. 

This prospective payment system has been scored by Mr. Jack Rodgers of the 
accounting firm of Price Waterhouse as saving at least $19 billion over 7 years. 

For more information, contact Jim Pyles at 202-466-6550. 
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Prospective Payment System for Home Health Services 
Covered Under Part A of Medicare 

May 18. 1995 


Present Law 

Home health agencies that are certiried for participation in the Medicare program 
are entitled to receive reimbursement for the costs actually incurred in providing 
services to Medicare beneficiaries that are covered under Part A of the Medicare 
program. Certified home health agencies may receive cost reimbursement up to a limit 
of the costs estimated to be necessary for the efficient delivery of needed health 
services. The limit is currently set at 1 12% of the mean of the labor and non-labor per 
visit costs for freestanding agencies. 

Section 13564(a) of the Omnibus Budget Reconciliation Act of 1993 (Public Law 
103-66) provided that no changes would be made in the home health per visit cost 
limits for cost reporting periods beginning on or after July 1 , 1994 and before July 1 , 
1996. In addition, § 13564(b) of OBRA '93 provided that, effective for cost reporting 
periods beginning on or after October 1, 1993, hospital-based home health agencies 
would no longer receive an adjustment to their cost limits for administrative and general 
costs as they had since 1980. 

In § 4207(c) of the Omnibus Budget Reconciliation Act of 1987 (Public Law 100- 
203), the Seaetary of Health and Human Services was directed to develop and test 
alternative prospective payment methods for home health services and deliver a final 
report to Congress no later than December 1991 . 

In § 4207(c) of the Omnibus Budget Reconciliation Act of 1990 (Public Law 101- 
508), the Secretary was directed to develop a modified or prospective payment 
reimbursement system for home health services and submit the proposal to the Senate 
Finance Committee and to the House Ways and Means Committee by not later than 
September 1, 1993. 

The Secretary has initiated two demonstration projects to test prospective 
payment systems for home health services. The first project (Phase I) tested a 
prospectively set per visit methodology and was completed in September of 1 994. 
Preliminary analysis indicates that the per visit prospective payment methodology had 
no effect on cost per visit or volume of visits. The second project (Phase II) will test a 
per episode prospective reimbursement methodology and is scheduled to commence 
on July 1, 1995 and run for a period of three years. 
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Prospective Payment System for Home Health Services 
Summary 

Home health services will be paid on a per visit basis subject to a per episode 
aggregate cap. The per visit payment rate will be established at a reduced percentage 
of the cost limits. The per episode cap will be based on the regional average cost for 
an episode of care as defined in the Phase II demonstration project. Both payment 
amounts will be established using base period costs which will be adjusted annually to 
account for changes in the home health market basket index. 

Per Visit Payment 

The Secretary will establish a per visit rate of reimbursement by discipline for 
Medicare certified home health agencies in each Metropolitan Statistical Area and Non- 
Metropolitan Statistical Area as prescribed in the home health cost limit rules. The per 
visit rate of reimbursement will be set at 105% of the mean labor and non-labor costs 
for all home health agencies within a region. 

Per Episode Cap 

For the purposes of computing the per episode cap, an episode of care will be 
defined, as in the Phase II demonstration project, to include all covered services 
delivered during a period of 120 days following the initial admission of a beneficiary. A 
separata cap amount will be calculated by the Secretary for each of the 18 case 
categories used in the Phase II case mix adjustment methodology. 

A single case mix adjusted aggregate per episode cap will be determined for 
each home health agency annually by multiplying the episodes in each case category 
times the per episode cap for that category and summing the products. 

As soon as sufficient data is available, the Secretary will make a determination 
(subject to notice and an opportunity for public comment) with respect to whether the 
regional variations in the per episodes caps should be eliminated. 

Savinas Sharing ■ 

Home health agencies that are able to keep their total payments for the year 
below their annual aggregate per episode cap will share in the savings at a graduated 
rate which will increase with the percentage by which total payments are less than the 
cap. 
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The potential shared savings will range from 5% to 40% and will increase as the 
percentage by which the home health agency's total payments are below the cap 
inaeases, up to 20%. A provider whose total payments for a year were 1 % under the 
annual aggregate per episode cap would be entitled to approximately 5% of the 
savings, while a provider whose total payments were 20% under the cap would be 
entitled to 40% of the savings. The percentage of savings share would not increase if 
a provider's total payments were more than 20% under the per episode cap. 

Home health agencies would not be entitled to payments which exceed the 
annual aggregate per episode cap. 

Home health agencies would be permitted to seek such exceptions and 
exemptions to the annual aggregate per episode cap as are currently available under 
the cost limit rules (e.g., sole community provider and extraordinary circumstances). 

The intermediaries will be required to make a determination on any such request within 
120 days after the provider certifies that it has provided all information it feels is 
relevant. 

Outli»-s and Extended Care Cases 

Home health agencies which provide services to patients for longer than 120 
days would be paid at their usual per visit rate, but those payments would count against 
the annual aggregate per episode cap. 

The Seaetary would designate certain disorders or combinations of disorders 
which require a steady and predictable range of senrices over an extended period of 
time (e.g., blind diabetics) where a home health agency's opportunity to provide the 
services in a mors cost-effective way is limited. For such cases that are certified in the 
first 120 days of service, the provider would be paid thereafter a flat monthly rate based 
upon the average cost incurred by providers in the region in furnishing services to such 
patients. 

Updates 

Both the per visit payments and the regional per episode caps would be 
computed initially on a base period and then updated annually based on the home 
health market basket index. 

Non-Routine Medical Supolies 

Non-routine medical supplies will be paid on a separate fee schedule which will 
cover acquisition cost and a flat percentage for handling. These payments will not 
count against the per episode cap. 
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Conversion to Pure Per Episode Reimbursement 

Within three years of the implementation of this reimbursement system, the 
Secretary will provide a report to Congress concerning the conversion of this 
reimbursement system to a pure per episode reimbursement system based on 
information generated from the Phase II demonstration project. 

Quality 

Any prospective payment system must ensure that home health agencies do not 
seek to become more cost effective by sacrificing quality. The Secretary will ensure 
that the quality of services remains high by proceeding to implement a revised survey 
and certification process which emphasizes patient satisfaction and successful 
outcomes. 

Home health agencies will be required to provide services to beneficiaries to the 
extent that those services are determined by the beneficiary's physician to be medically 
necessary. 

Savings 

Significant savings will be achieved by providing incentives for providers to 
become more cost effective by controlling the rate of expenditure growth and by 
reducing administrative costs both for the providers and for the government. 

The plan achieves immediate, intermediate, and long term savings in the 
following ways: 

First, immediate and continuing savings will be achieved by establishing per 
visit rates based on reduced cost limits. 

Second, significant savings will be achieved beginning with the end of the first 
year through the application of the aggregate per episode cap. 

Third, substantial long tenn savings will be generated by reducing the rate of 
expenditure growth through the use of the home health market basket index to 
update the per visit payment rates and the per episode caps. 

Further savings should be achievable through reduced administrative costs both 
for providers and for the federal government for the following reasons: 

1 . cost reports could be reduced in complexity or eliminated entirely, and 
there will be no retroactive disallowance of costs, and, therefore, no 
reimbursement appeals; 
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2. intermediaries will be required to determine patient eligibility and 
coverage of only one skilled qualifying service in order for an episode to 
begin; therefore, there will be no retroactive claims reviews or denials and 
few appeals; and 

3. intermediaries will be required to make medical necessity determinations 
for extended care cases, but all denials will be prospective only, thereby 
eliminating costly retroactive denials and appeals. 

Additional savings will be achieved as providers lower their total payments to 
less than the per episode caps. 

Effective date 


This reimbursement system will be implemented no later than six months after 
the date of enactment. 


Rationale 


Per visit payment with a per episode cap was used in order to develop a plan 
that could be implemented immediately using currently available data and procedures 
while putting home health services on the path to per episode prospective payment. 

The definition of an episode was borrowed from the Phase II demonstration 
project funded by HCFA in order to be able to use the data generated by that project 
over the next few years to improve and refine the prospective payment plan. 

An aggregate per episode cap was employed in order to provide the government 
with control over expenditures while reserving clinical decisions to the provider, the 
physician, and the patient. It was also felt that this would be a low cost method of 
controlling the growth in spending. 

A 45-day break in service between episodes was included in order to prevent 
providers from "gaming" the system by discharging and readmitting patients in order to 
generate more episodes. The providers' annual aggregate per episode cap is case mix 
adjusted to discourage providers from seeking to increase revenues by accepting only 
less acutely ill patients. 

A savings sharing provision was included in order to discourage providers from 
maximizing their payments per episode in order to reach the cap. 

A separate reimbursement method was established for patients who need acute 
care services over a long period of time to avoid creating an incentive for providers to 
cease treating these patients. 

For more information, call Jim Pyles at 202-466-6550. 


JCP/jlr 
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Mr. Christensen. Well, thank you, Mr. Hoffman, I appreciate 
that. 

Mr. Burman, we would be pleased to hear your testimony at this 
time. 

STATEMENT OF JEFF BURMAN, ASSISTANT VICE PRESIDENT, 

GUARANTEE TRUST LIFE INSURANCE CO.; AND PRESIDENT, 

COUNCIL FOR AFFORDABLE HEALTH INSURANCE 

Mr. Burman. Thank you, Mr. Chairman. My name is Jeff Bur- 
man and I am the assistant vice president of Guaranteed Trust 
Life Insurance Co., and I am also president of CAHI, the Council 
for Affordable Health Insurance. The Council, also known as CAHI, 
is an association of small-to-medium insurance companies that was 
formed in 1992 to fight for free market solutions to the Nation’s 
health care problems. We also represent hundreds of individual 
members, which includes some of the Nation’s leading actuaries, 
physicians, attorneys, insurance agents, and other Americans inter- 
ested in free market solutions to the Nation’s health care dilem- 
mas. 

Mr. Chairman, I could take this opportunity to thank you for 
conducting these important hearings on possible Medicare reform 
solutions and the Council for Affordable Health Insurance looks 
forward to working with the Subcommittee in the months ahead to 
develop fair and equitable reforms for all Americans. 

My comments today will focus only on some of the potential solu- 
tions that would produce short-term or first-year savings to the 
Medicare Program. We are continuing to develop more options 
which we will provide the Subcommittee on an ongoing basis. 

We have reviewed the Medicare Program and will soon publish 
a long-term solution to saving the Medicare Program, while at the 
same time, producing substantial savings to the program without 
cutting benefits or reducing provider payments. We approach the 
problem of short-term Medicare reform with three go^s in mind. 
It had to begin to lower Medicare outlays, it had to set the stage 
for or be consistent with longer term reforms, and had to be rel- 
atively noncontroversial since the time for public education is so 
limited. 

The Council for Affordable Health Insurance does not necessarily 
endorse each item but recognizes they are all viable options to 
produce immediate savings to the Medicare Program. 

The option number one is to restructure the reimbursement 
methodology for risk contracts. Possible ways to adjust the meth- 
odology include, reduced reimbursement levels so it is more in line 
with the provider’s actual costs. Number two, is to adjust the reim- 
bursement level based on the health status of the beneficiary. 
Number three, base the AAPCC on HMO costs as opposed to Medi- 
care Program costs. Number four, develop a system of retrospective 
experience refunds. And number five, award risk contracts based 
on competitive bids. 

Our next option is to limit beneficiaries’ ability to switch at will 
between the Medicare risk contracts and the fee-for-service pro- 
gram. We believe this ability to switch back and forth between the 
two programs creates an antiselection situation for the fee-for-serv- 
ice program. 
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Next, we suggest expanding the Medicare risk contracts to in- 
clude non-HMOs. Currently, only HMOs can qualify for Medicare 
risk contracts. Under a competitive bidding system, expanding the 
number and t5q)e of risk takers will generate more competition and, 
therefore, lower costs to the program. 

The next option would be to adjust the part B deductible to ac- 
count for recent increases in medical inflation and index it in fu- 
ture years. The part B deductible has remained constant since its 
inception, while Medicare inflation has been increasing over the 
years. Looking back only 5 years, the deductible could be increased 
by 50 percent to account for medical inflation. After this initial ad- 
justment from $100 to $150, the part B deductible should then be 
adjusted annually based upon actual program costs. 

The next option is to create appropriate levels of cost sharing to 
decrease utilization. The current system of Medicare and Medicare 
supplement insurance programs results in many beneficiaries hav- 
ing first dollar coverage. Imposing more appropriate cost-sharing 
requirements would constrain utilization, therefore, reduce pro- 
gram costs. Alternative ways to move from first dollar coverage in- 
clude the following: Modify Medicare supplements, standardization 
plans so that Medicare part A and part B deductibles are no longer 
covered; freeze Medicare supplement coverage of Medicare 
deductibles at current levels; allow for the development of innova- 
tive Medicare supplement products that encourage cost sharing and 
personal responsibility. 

Our next suggestion is set the Medicare part B premium at 30 
percent of the fee-for-service cost. Currently, the part B premium 
is running at 30 percent of the fee-for-service cost. Although the 
current law requires that it be at 25 percent, we suggest that the 
law be changed to accommodate its current level. 

Next is empower Medicare beneficiaries to detect fraud in the 
program and reward them for doing so. Significant data suggests 
there is a tremendous amount of fraud that goes undetected. We 
suggest creating a program that would allow for the beneficiaries 
to detect this fraud and bring it to the attention of the program. 
We believe this will reduce total utilization and cost, however, we 
are concerned that perhaps administration of the system would, in 
some ways, create a bureaucracy that might outweigh the benefit, 
and therefore, we suggest a cost-benefit analysis be done before im- 
plementation. 

Adjust the Medicare eligibility age is the next option. Our rec- 
ommendation or suggestion is that the Medicare eligibility age be 
changed from the first of the month preceding the individual’s 65th 
birthday to the first of the month following the individual’s 65th 
birthday. 

The next option is to institute a part A premium. There are sev- 
eral ways this can be implemented. One of the ways that we are 
suggesting is to create a higher deductible plan that would be free 
to beneficiaries, however, the current program with a lower level 
could be available for a premium. 

Next is to revise the at-home recovery benefit. At present this 
benefit is unlimited and Medicare pays the full costs. Two steps 
could be taken to constrain home health care costs. First, is to de- 
velop a more objective benefit trigger. Second, to move the home 
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health care benefit from part A to part B and treat home health 
care as any other part B benefit. 

Next is to adjust the rates for service that have become less ex- 
pensive. We are concerned that HCFA needs to more closely mon- 
itor trends and cost of services and adjust the rates to reflect any 
decreases that may be taking place as the result of new tech- 
nologies and procedures. 

And, last, create targeted subsidies. We recognize that these 
copays, higher deductibles, and premiums could perhaps create 
hardships for individuals and, therefore, we recommend looking at 
targeted subsidies for lower income beneficiaries. 

These solutions are proposals that we believe should be inves- 
tigated and scored for savings. Speaking for the Council for Afford- 
able Health Insurance I am convinced that now is the appropriate 
time for Congress to do all it can to restore the fiscal integrity of 
the Nation’s Medicare Program. 

I appreciate having the opportunity to testify and would be 
pleased to answer any questions. 

[The prepared statement follows:] 
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Statement by JefT Burman, Vice President, Guarantee Trust Life Insurance 
Company and President of the Council for Affordable Health Insurance 


Mr. Chairman, my name is JeflfBurman and I am Vice President of Guarantee Trust Life 
Insurance Company and I am also president of the Council for Affordable Health 
Insurance. The Council, also known as CAHI, is an association of small to mid-sized 
insurance companies that was formed in March of 1992 to 6ght for free market solutions 
to the problems in the health care system. We also represent several hundred individual 
members including some of the nation’s leading actuaries, physicians, insurance agents and 
Americans interested in free market solutions to the nation’s health care problems. 

Mr. Chairman, I would like to take this opportunity to thank you for conducting these 
important hearings on possible Medicare reform, solutions. Our comments today have 
been developed by the Technical Committee and the Senior Issues Committee of the 
Council for Affordable Health Insurance. These committees include some of the nation’s 
top actuaries and experts on senior issues. We applaud the 104th U S. Congress’ resolve 
to save the Medicare program from certain bankruptcy, and we look forward to working 
with this committee in the months ahead to develop fair and equitable reforms for all 
Americans. 

My comments today will focus only on those potential solutions that would produce short 
term or first year savings to the Medicare program that we have developed to date. 
However, we are continuing to develop more options which we will provide this 
committee on an ongoing basis. The Council for Affordable Health Insurance has 
reviewed the Medicare program and will soon publish a long-term solution to saving the 
Medicare program while at the same time producing substantial savings to the program 
without cutting benerits or reducing provider payments. 

We approached the problem of short term Medicare reform with three goals in mind; 

1 . It had to begin to lower Medicare outlays. 

2. It had to set the stage for. or be consistent with, longer term reforms, and 

3. It had to be relatively non-controversial, since the time for public education 
is so limited. 

The Council for Affordable Health Insurance does not necessarily endorse each item, but 
recognizes that they are all viable options to produce immediate savings to the Medicare 
program. 


• Restructure the reimbursement methodology for Medicare risk contracts. Under 
current law, HMDs are reimbursed at 95 percent of the adjusted average per capita 
cost (AAPCC) of the Medicare program. However, the experience of Medicare risk 
contracts is well below this reimbursement level. The reimbursement methodology 
should be adjusted so that the Medicare program realizes some of the savings 
generated by Medicare risk contracts. Possible ways to adjust the methodology 
include the following; 

A. Reduce the reimbursement level so it is more in line with actual costs. 

B. Adjust the reimbursement level based on the health status of the beneficiary. 

C. Base the AAPCC on HMO costs, as opposed to Medicare program costs. 

D. Develop a system of retrospective experience refunds. 

E. Award risk contracts based on competitive bids. 

• Limit benenciaries’ ability to switch at will between Medicare risk contracts and 
the fee-for-service program. The current program allows individuals who select the 
Medicare risk contract program and become ill to switch back to the Medicare 
program The result is to shifi the cost of caring for the sickest of the elderly back 
onto Medicare. Medicare beneficiaries should have the opportunity to change plans 
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once annually, such as during their anniversary month, and in the case of a qualifying 
event (such as the death of a spouse). Switching back and forth between the two 
programs at will, however, should not be allowed. 

Expand Medicare risk contracts to non-HMOs. Currently, only HMOs can qualify 
for Medicare risk contracts. Under a competitive bidding system, expanding the 
number and types of risk takers will generate more competition, and therefore lower 
costs to the program 

Adjust the Part B deductible to account for recent Increases in medical inflation, 
and index it in future years. The Part B deductible has remained constant since its 
inception, while medical Inflation has been increasing over the years. Looking back 
only five years, the deductible could be increased by SO percent to account for medical 
inflation. After this initial adjustment from SlOO to S150, the Part B deductible should 
then be adjusted annually based upon actual program costs 

Create appropriate levels of cost-sharing to decrease utilization. The way in 
which the program is currently structured encourages over-utilization of health care 
services because the Medicare beneficiary who purchases Medicare supplement 
insurance has first dollar coverage Imposing more appropriate cost-sharing 
requirements would constrain utilization, and therefore program costs. Alternative 
ways to move away from first dollar coverage include the following: 

A. Modify the Medicare supplement standardized plans so that Medicare 
deductibles are not covered as benefits. 

B. Freeze Medicare supplement coverage of Medicare deductibles at current 
levels. Any future increases in Medicare deductibles would not be covered by 
Medicare supplemental insurance, but would be the responsibility of the 
beneficiary. 

C. Allow for the development of innovative Medicare supplemental products that 
encourage cost sharing. 

Set the Medicare Part B premium at 30 percent of fee-for-scrvice costs. Although 
current law states that the Part B premium be 25 percent of the cost of the program, 
the actual premium today is closer to 30 percent because program costs are lower than 
expected. Rather than lowering the Part B premium to comply with current law, the 
premium calculation law could be changed to 30 percent. The 30 percent figure 
should be based on average per capita costs of the core fee-for-service program 
(excluding Medicare risk enrollees) to more closely reflect the true costs of the core 
Medicare Part B program 

Empower Medicare beneficiaries to detect fraud in the program, and reward 
them for doing so. There have been wide reports of Medicare fraud by individuals 
and providers in the health care delivery ^stem. Patient self-auditing of Medicare bills 
is one way to detect this fraud. Beneficiaries should be empowered to investigate for 
fraud, and should share in any savings resulting from discovering fraudulent claims. 
However, there is a question of whether the added administrative costs would exceed 
any savings; therefore, before implementation, a cost-benefit analysis should be 
undertaken. 

Adjust the Medicare eligibility age. Right now. individuals become eligible for 
Medicare on the first day of the month in which they turn 65 If this provision is 
changed so that the individual becomes eligible on the first day of the month following 
his/her 65ih birthday, the program could immediately save one month’s cost for all 
new enrollees Longer term, the eligibility age for Medicare needs to be raised. 

Institute a Part A premium Under this proposal, there would still be a Part A 
program which would be automatic and free. However, the deductible would be 
raised significantly from its current level. Part A coverage w’ith the current deductible 
would be available for a premium. 

Revise the home health care benefit. At present, the home health care benefit is 
unlimited, and Medicare pays the full cost. Consequently, home health care costs are 
increasing 20-25 percent a year Two steps could be taken to constrain home health 
care costs 
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A. Develop a more objective trigger for the benefit. Aa the program currently 
operates, the medically necessity trigger is not limiting home health care 
services to those situations for which the benefit was introduced O-c * 
individuals who would other wise be hospitalized). Therefore, a more 
appropriate trigger mechanism is necessary. 

B. Move the home health care benefit from Part A to Part B, and treat home 
health care as any other Part B benefit (e g., a 20 percent copay with a 101 day 
maximum per benefit period). Note: moving the home health care benefit to 
Part B may effect the Part B premium. 

• Adjust rates for services that have become less expensive. The cost of some 
services has dropped precipitously, but Medicare has not revised their rates (an 
example is laser cataract surgery). HCFA needs to more closely monitor trends in the 
costs of services and adjust rates to reflect cost decreases 

• Create targeted suhsidies. It must be recognized that not all Medicare beneficiaries 
enjoy the same ability to meet premiums, copayments and deductibles. Therefore, any 
increases in out-of-pocket costs should be accompanied by targeted subsidies for 
lower-income beneficiaries, possibly including refundable lax credits. 


These solutions are proposals that we believe should be investigated and scored for 
savings. Many of our proposed solutions have been echoed by other witnesses 
representing various points of view. Speaking for the Council for Affordable Health 
Insurance, I am convinced that now is the appropriate time for the U.S. Congress to do all 
it can to restore the fiscal integrity of the nation’s Medicare program. I appreciate having 
this opportunity to testify and would be pleased to answer any questions you may have 
regarding these reform proposals. Thank you, Mr Chairman. 
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Mr. Christensen. Thank you, Mr. Burman, for your testimony 
and thank you, panel, for your excellent testimony on the issue. 

I just have a few questions. It is late in the day and we will let 
you go. 

I guess some of you on this panel would not agree with Mr. Bur- 
man’s testimony. The home care, I believe I heard your testimony 
earlier, and you said that you were vehemently against any kind 
of copay in terms of home health care. 

I think that we have to lay a lot of ideas out on the table. First 
of all, as we know, the Medicare trustees have said that we have 
a serious problem. That we will run out of money in the year 2002 
and we cannot just go bury our heads in the sand and say the prob- 
lem is going to go away. We cannot keep increasing taxes and get 
the program along another 2 or 3 years. I think we need a struc- 
tural change. I think we need something that is going to take care 
of the problem for a very long time. I think we need to look at a 
lot of ideas and that is what these hearings have been about. 

One of the things that I do enjoy and I enjoyed the testimony of 
the hospice care very much because I believe that that is definitely 
an area that we have to look more to and that is letting people 
take care of themselves in their last 6 months of life. I think that 
we ought to look at even expanding that length of time that I think 
Medicare currently reimburses. I am not for sure on that. 

How long is it that Medicare reimburses hospice care? 

Mr. Mahoney. Mr. Chairman, Medicare reimburses hospice care 
currently under three periods of 90-, 90- and 30-day periods, and 
then an unlimited period until the person dies. 

Mr. Christensen. Have you examined, anyone on this can an- 
swer, have you examined the Medisave approach? I would like tes- 
timony on that and what your feelings are toward the Medisave? 

Ms. Bailis. 

Ms. Bailis. I do not think that we are prepared to testify on that 
at this point. We need to explore it more. 

Mr. Christensen. OK. You ran out of time, and I wanted to find 
out what that chart was. 

Ms. Bailis. Yes, I did run out of time and I did not want to go 
over my time, but I thank you for giving me that opportunity. This 
chart demonstrates the savings that could be achieved by replacing 
acute care with subacute care for treatment of the same illness. In 
this particular situation, DRG number 410 for chemotherapy, 
which clinicians believe could be treated in the subacute setting, 
without compromising quality at all. You can see that the cost of 
providing that service in a hospital when there was also care pro- 
vided in the hospital-based skilled nursing facility which is about 
47 percent more expensive than a free-standing nursing facility, 
the cost is over $5,000. 

The cost, the pa^mient for the DRG is $4,000. That same treat- 
ment could be provided in a SNF for $1,400. So the savings, $1,400 
compared to either $4,000 or over $5,000, is significant. /Sid again, 
we believe it could be provided without a compromise in quality. 

Mr. Christensen. I remember Mr. Vladeck’s testimony this 
morning stating that he did not think that the savings from hos- 
pitals to SNFs was that significant. I think his testimony said 
maybe one-third. You obviously would disagree with those figures? 
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Ms. Bailis. No. The statistics that I indicated are the accurate 
ones. They come from actuaries, they come from HCFA. A hospital 
day, the average cost is $980 compared to a SNF day the average 
cost is $226, or a subacute day is $350. The clear evidence that 
SNF care is significantly less expensive and can replace acute care 
is demonstrated by the heavy use of SNF care by managed care 
programs where they are free to make use of SNF care without the 
barriers that the fee-for-service Medicare Program involves. 

Mr. Christensen. Ms. Cushman, do you have similar statistics 
that point out your cost savings in terms of savings, versus say, in- 
hospital stays? 

Ms. Cushman. Yes, we do and we have some of those attached 
to my written testimony and can provide more, both in detailed 
graphs and case cost examples. 

Mr. Christensen. OK. 

[The information entitled References on Home Care Cost Effec- 
tiveness is being retained in the Committee’s files.] 

Ms. Cushman. If I could follow up on the hospice, the National 
Association for Home Care also represents hospice providers, but 
more importantly my agency is also a hospice provider. I do not 
know if Mr. Mahoney can verify this or not, but one of the concerns 
that we have with hospice, even within the length of time that it 
is now available is that referrals for hospice are frequently coming 
much, much too late in the individual’s illness so that both the 
compassionate services that could be provided are not provided ear- 
lier in that period of time, but they are also using more restorative 
care as opposed to palliative care for a longer period of time. 

So I would urge that as you are considering expanding that bene- 
fit, you also give thought to expanding a more appropriate utiliza- 
tion of that benefit earlier. 

Mr. Mahoney. If I could add a brief comment, I would have to 
very much agree with that. Hospice care is currently available to 
people with a prognosis of 6 months or less but the average length 
of stay for people in hospices is considerably less than that, ap- 
proximately 55 days. And the median length of stay is much less 
than that. 

One of the biggest problems we have is in getting people to un- 
derstand what hospice care is and how it is available and that goes 
to the education of physicians and discharge planners and others. 

Mr. Christensen. Mr. Burman, do you have any comments on 
Medisave? 

Mr. Burman. No, I am afraid I do not. 

Mr. Christensen. OK. Mr. Aitchison, you made a comment in 
your written testimony about a functional group, what was the 
name of that? 

Mr. Aitchison. Functional related groups. 

Mr. Christensen. Could you elaborate just a little bit more? 

Mr. Aitchison. It is a system that our industry has addressed 
for the better part of 5 years now and it breaks down Medicare 
beneficiaries into approximately 60 classifications based upon age, 
utilization of services, and in our field, outcome. 
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We have found that there is ways of grouping those folks, identi- 
fying the consumption of resources and believe that that is an ef- 
fective prospective payment system that could be employed through 
legislative change and, therefore, eliminate some of these perverse 
situations we now see where there is the disincentive to serve the 
high-cost patient. You would pay according to the particular pa- 
tient’s needs, no matter the location, and that would be a more eq- 
uitable way to go. 

Mr. Christensen. I thank the panel for their time and their in- 
dulgence of this late hour in the day and thank you for your testi- 
mony very much. 

[Whereupon, the hearing was adjourned to reconvene on Tues- 
day, July 25, 1995, at 10 a.m.] 



SAVING MEDICARE AND BUDGET 
RECONCILIATION ISSUES 


TUESDAY, JULY 25, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:05 a.m., in 
room 1100, Longworth House Office Building, Hon. Bill Thomas 
(Chairman of the Subcommittee) presiding. 

Chairman THOMAS. The Subcommittee will come to order. This 
is the third day of hearings on the larger question of saving Medi- 
care and budget reconciliation. My understanding is that we are 
going to go forward with the hearing without any of our Minority 
participants. We are holding hearings and they are holding press 
conferences. 

The first panel will consist of Dr. Henley, Kenneth Plitt, Dr. 
Levin, and Dr. Gee. If they will come forward we will be pleased 
to hear their testimony. 

Oh, I apologize. I was looking at the list and that is our first 
panel but our first witness will be Sarah Jaggar, Director of the 
Health Financing and Policy Issues, U.S. General Accounting Of- 
fice. I apologize, Ms. Jaggar. I was looking at the panels and there 
was no space between where the room is and the first witness. 

Any written testimony that you have will be made a part of the 
record, and you may proceed to inform the Subcommittee. The time 
is yours. 

STATEMENT OF SARAH F. JAGGAR, DIRECTOR, HEALTH 

FINANCING AND POLICY ISSUES, U.S. GENERAL ACCOUNT- 
ING OFFICE 

Ms. Jaggar. Thank you, Mr. Chairman, and good morning to the 
Members. 

I am pleased to be here today to report on the efficiency and the 
effectiveness of the clinical practice guidelines developed under the 
auspices of the Agency for Health Care Policy and Research, other- 
wise known as AHCPR. With me today are Jennifer Grover on my 
left, and Donna Bulvin, two researchers who have worked directly 
with us on this study. 

First, a word of background. AHCPR was created by the Con- 
gress in 1989 to serve as the Federal Government’s focal point for 
medical effectiveness and outcomes research. AHCPR has three 
main responsibilities: supporting research on health care costs, 
quality, and access issues; collecting and analyzing data for the Na- 
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tional Medical Expenditure Survey; and supporting research on 
medical effectiveness which includes sponsoring the development of 
clinical practice guidelines. 

Clinical practice guidelines are designed to help medical practi- 
tioners and patients make decisions about prevention, diagnosis, 
and treatment of specific clinical conditions. AHCPR spends about 
3 percent of its total budget, or $6 million in fiscal year 1995, di- 
rectly on contracts for guideline development and other costs for 
printing, dissemination, and so forth, bringing their total guide- 
lines related expenditures to about 15 percent of their annual 
budget. However, these guidelines are in many ways the agency’s 
flagship project. 

To date AHCPR has developed and issued 16 guidelines and has 
6 more underway. They cover such topics as treatment of pressure 
ulcers, management of cancer pain, cataracts in adults, and low- 
back problems in adults. 

To develop a guideline, the agency first sponsors an extensive lit- 
erature review to examine the scientific evidence about a particular 
clinical condition. The agency also organizes a panel of 15 to 20 
noted clinicians and experts representing all different perspectives 
on the topic, including the consumer. 

The panel is to assess the soundness of all the scientific research 
and develop the guidelines which are extensively reviewed by pro- 
fessional societies and so forth before being finalized. Guideline de- 
velopment has taken from 18 to 42 months. 

Once completed, the guidelines are widely disseminated by 
AHCPR. Each guideline is produced as a long or text version, a cli- 
nician’s quick reference guide, and a patient guide that supplies 
consumers with information about the medical condition, treatment 
alternatives, their risks and benefits, and suggests questions to dis- 
cuss with physicians. For your information, I believe you have a 
copy of the guideline on heart failure in the folder that you have 
with you today. You can see they are in the three parts of the 
guidelines that I mentioned. 

More than 15 million copies of AHCPR’s different guidelines have 
been distributed by mail to national and State medical and nursing 
societies, consumer groups, and other interested parties. The guide- 
lines are also available online through the agency’s fax-on-demand 
service, and on CD-Rom. 

In brief, we found that AHCPR’s clinical practice guidelines have 
received mixed reviews. The agency has been praised for its use of 
a rigorous evidence-based methodology, for multidisciplinary pan- 
els, and for emphasis on health care consumers. However, some 
have found that the sidelines are not user friendly and this has 
possibly affected their use. AHCPR has been criticized for the 
broadness of the guideline topics and the presentation of the public 
information in selected instances. 

The agency is aware of these criticisms and is taking action to 
improve its ^define development efforts. Specifically, they have 
plans to modify topic selection so that guidelines are easier to im- 
plement, develop more user friendly guidelines by making them 
shorter and clearer, to incorporate information on cost of treatment 
options, and expand public/private partnerships in their develop- 
ment. 
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Questions remain as to the extent to which health care practi- 
tioners implement the guidelines sponsored by AHCPR. Our discus- 
sions with primary care physicians indicate that AHCPR earliest 
guidelines were not widely used by primary care physicians al- 
though other groups do use them more extensively. This may be 
changing, however, as additional guidelines are disseminated and 
become more well known and accepted and as the practice of medi- 
cine in the United States changes. Medical directors of health plans 
that create their own guidelines told us that AHCPR products are 
used regularly by their guideline drafting committees. 

To better track the use of its guidelines, the agency collects infor- 
mation from user groups. Some of these groups have reported cost 
savings and improved patient outcomes from implementing the 
guidelines. For example, preliminary data from one peer review or- 
ganization showed a 75-percent reduction in prostate surgery and 
savings of more than $1.3 million in five hospitals after educating 
providers and patients about AHCPR’s guidelines alternatives. At 
your request, we are now studying how managed care organiza- 
tions use clinical practice guidelines. 

Mr. Chairman, this concludes my formal remarks and we will be 
pleased to answer any questions that you may have. 

Mr. Johnson [presiding]. Thank you, I appreciate your testi- 
mony. 

If you have some written testimony you want to enter into the 
record, you are welcome to do that. 

Ms. Jaggar. Thank you. 

[The prepared statement and attachments follow:] 
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TESTIMONY OF SARAH F. JAGGER, DIRECTOR 
GENERAL ACCOUNTING OFFICE 


Hr. Chairman and Members of the Su3x:oinnittee: 

We are pleased to be here today to report on clinical practice 
guidelines sponsored by the Agency for Health Care Policy and 
Research (AHCPR) . In 1989, the Congress created AHCPR within the 
Public Health Service as the federal government's focal point for 
effectiveness and outcomes research. ‘ As part of this effort, the 
Congress directed the agency to sponsor the development of clinical 
practice guidelines. Ideally, the widespread use of clinical 
practice guidelines can optimize care, eliminate waste, and avoid 
xinnecessary procedures . These guidelines are designed to help 
medical practitioners and patients make decisions about prevention, 
diagnosis, auid treatment of specific clinical conditions. 

Typically, AHCPR guideline develojanent entails a consensus of 
expert medical opinion, a synthesis of current scientific evidence, 
or a combination of these approaches. The guidance is disseminated 
with the understamding that the local medical community will tailor 
it to meet their particular practice needs and the individual 
circumstances of patients. 

In light of congressional concerns regarding AHCPR, you asked 
us to examine the efficiency euid effectiveness of the agency's 
clinical practice guideline efforts. My remarks today are based on 
our ongoing work on the use of AHCPR 's clinical practice guidelines 
to iiqprove health care quality and control costs. We contacted 
numerous physician organizations, managed care orgcuiizations, 
researchers, and providers to learn of their experiences with 
AHCPR 's guidelines. We also reviewed the agency's legislative and 
budgetary history, as well as recent studies on AHCPR 's practice 
guidelines 

In brief, we found that during AHCPR 's first 5 years, its 
performance has received mixed reviews from potential users of 
clinical practice guidelines. On one hand, the agency has 
demonstrated strengths in the difficult process of guideline 
development. It has been praised for its use of a rigorous, 
evidence-based methodology, multidisciplinary peuiels, and emphasis 
on health care consumers. On the other hand, however, weaknesses 
in the guidelines themselves make them not very user-friendly. 
Specifically, the agency has been criticized for the broadness of 
the guideline topics selected and the formats in which they are 
published. The agency is aware of these criticisms and plans to 
modify its guideline development efforts to inprove the timeliness 
and presentation of its clinical practice guidelines. 

For these and other reasons, questions remain as to the extent 
to which health care practitioners inplement the guidelines 
sponsored by AHCPR. Our discussions with primary care physicians 
indicate that AHCPR 's earliest guidelines are not widely used. 

This may be cheuiging, however, as the guidelines become more well- 
known and accepted. Also, medical directors of health plems that 
create their own guidelines told us that AHCPR products are used 
regularly by their guideline-drafting committees. To better track 
the use of its guidelines, the agency has recently started to 
collect information from user groups. Some of these groups have 
claimed cost savings and inproved patient outcomes from 
implementing the guidelines. 


^The Omnibus Budget Reconciliation Act of 1989 (P.L. 101-239) 
created AHCPR. In addition to guidelines, other agency activities 
include funding health outcomes research and rural health 
demonstration projects, providing technical assistance to states 
involved in health care reform, and conducting the National Medical 
Expenditure Survey. 

’Studies reviewed include those issued by the Institute of 
Medicine, the Office of Technology Assessment, the Physician 
Payment Review Commission, and the George Washington University. 
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BACKGROUND 

Today, there is a wide range of potential developers and users 
of clinical practice guidelines. Individual physicians, nurses, 
health plans, insurers, and regulators have become increasingly 
interested in using guidelines to improve patient outcomes, control 
costs, decrease liability, and reduce variation in physician 
practice patterns. They may choose from over 24,000 guidelines 
developed hy over 75 organizations.* In addition to physician 
organizations and private research groups, there are multiple 
federal sources of guidelines, including the U.S. Preventive 
Services Task Force, the National Institutes of Health, and the 
Centers for Disease Control and Prevention.* 

To date, AHCPR has sponsored the development of 16 clinical 
practice guidelines, ranging from preventing pressure ulcers in 
adults to post-stroke rehabilitation, 2 uid 6 more are under way (see 
app. I) . The agency organizes a panel of 15 to 20 clinicians and 
experts to develop each of its guidelines. AHCPR 's clinical 
practice guidelines have taken between 18 to 42 months to complete 
depending on the scope and coirplexity of the topic . AHCPR ' s 
contribution to the guideline development process is primarily 
financial and administrative; agency officials do not participate 
in the panel's deliberations or in the writing of the guidelines 
that it sponsors. 

More them 15 million copies of AHCPR ' s guidelines have been 
distributed by mail to national and state medical and nursing 
societies, consumer groups, and other interested parties. The 
guidelines are also available on-line, through the agency's fax-on- 
demand service, and on CD-ROM. 

AHCPR operates with a budget of about $163 million and a staff 
of approximately 270 full-time equivalents. Funding for its 
clinical practice guideline contracts is estimated to be $6 million 
or 3 percent of its total budget per annum. This amount 
understates the total resources devoted to clinical practice 
guideline activities because other separately funded activities 
support the guideline effort (see app. II) . 

AHCPR 'S GU IDELINE DEVELOPMENT PROCESS 
SETS. METHODOLOGY STANDARD 

We found support for AHCPR ‘s guideline development process. 

In particular, users had praise for its conduct of extensive 
literature reviews, the balanced conposition of its peuiels, and the 
explicit recognition of consumer interests. They contended that 
the agency is in a unique position to foster unbiased evaluations 
of the scientific literature and that this role enhances the 
efficiency of local guideline development efforts. 

Developing valid clinical practice guidelines requires in- 
depth and objective analysis of the scientific evidence on a topic. 
(Where the scientific evidence is eODsent or inconplete, the 
guideline recommendations reflect the professional judgment of 
panel members and consultants) . For exaitple, to develop the 
guideline on human immunodeficiency virus (HIV) early evaluation 
cuid m 2 uiagement, the panel had to assess the soundness of all the 


^Questions have been raised about whether topics selected by AHCPR 
duplicate guideline efforts of other public and private groups. 
However, some experts believe that duplication of topics reflects 
concerns that guidelines may vary in quality or need to be updated. 

*The U.S. Preventive Services Task Force issues guidelines that 
focus on preventive care, the National Institutes of Health 
publishes consensus statements on preferred medical practices, and 
the Centers for Disease Control and Prevention publishes guidelines 
on public health topics. 
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scientific research written on the topic, which amoxinted to cibout 
36,000 references. The Office of Technology Assessment estimates 
that AHCPR's literature reviews have taken up to 9 months and have 
cost up to $235,000. Because this is such a time-consuming and 
resource-intensive process, few private organizations that develop 
clinical practice guidelines ceui undertake such an exhaustive 
review. 

AHCPR’s methodology for guideline development is also 
perceived as being more open eind less biased than the process in 
private orgemizations because each panel represents broad 
interests.® Panels are composed of experts from diverse 
backgrounds and clinical expertise amd also include consumer 
representatives. For example, the panel that developed the low 
back pain guideline included orthopedists, osteopaths, an emergency 
medicine physician, a radiologist, a chiropractor, an occupational 
health nurse, a physical therapist, a community health nurse, a 
physiatrist, aind a patient representative. In addition, the agency 
also has the unique ability to attract nationally recognized 
e^q^erts who Ceui serve as opinion leaders to encourage acceptance of 
the guidelines . 

In contrast, private groups that develop clinical practice 
guidelines, such as physician organizations, generally limit 
participation in guideline development to physicians only. A 
survey of internists suggested that confidence in a guideline is 
more likely if produced by their physician organization.® 

However, some health pl 2 ui representatives told us that they would 
be concerned about using a guideline developed by these groups 
because they perceive a potential conflict of interest. 

Another notable feature of AHCPR's efforts is its enphasis on 
consumers. Few private organizations involve consumers of health 
care services in the guideline development process or consider them 
as guideline users. In contrast, AHCPR includes a consumer 
representative on each panel that develops guidelines.’ 

Furthermore, AHCPR publishes a patient guide on each topic that 
supplies consumers with information about the medical condition, 
treatment alternatives and their risks emd benefits, and suggests 
questions to discuss with physicicins. 

While there is general agreement on the high quality of the 
guideline development process, there is some criticism regarding 
its efficiency and expense. As noted earlier, guideline 
development is a resource- intensive and time-consuming process. 
However, establishing select pauiels for each guideline results in a 


®In spite of its efforts to be relatively inclusive, AHCPR's 
guidelines are subject to criticism by affected parties. For 
exanple, some eye surgeons disagreed with AHCPR’s cataract 
guideline recommendation that a patient’s level of visual 
dysfunction rather than the presence of a cataract alone should 
dictate the need for surgery. In the case of AHCPR's low back pain 
guideline, a conpany that manufacturers a device that is used in 
back fusion surgery disagreed with the recoiranendation that most 
unconplicated back pain did not require surgery. 

®Secm R. Tunis emd others, "Internists’ Attitudes About Clinical 
Practice Guidelines," Annals of Internal Medicine . Vol . 120, No. 11 
(June 1, 1994), pp. 956-63. 

’AHCPR publishes a request for consumer representatives in the 
Federal Register . Representatives are selected based in part on 
their familiarity with the guideline topic and whether they or a 
close relative have the condition or disease. 
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loss of expertise in performing the tasks associated with guideline 
development. The assessment of the scientific literature is 
coirplex and expensive and requires experience and skill to perform 
well. By having inexperienced members convene for each guideline, 
the panel process coirpromises timeliness and cost-effectiveness. 

GUIDELINES^E NOT USER-FRIENDLY 

Criticisms have been voiced that the guidelines generated in 
the AHCPR process are not user-friendly and therefore difficult to 
inplement . Potential users have noted problems with the topics 
selected, the readability of the information presented, and the 
discussion of treatment options. These and other inpediments may 
contribute to the slow adoption of AHCPR guidelines into medical 
practice . 

Clinical practice guideline e3q>erts and a variety of users 
report that AHCPR 's topics are too broad and often result in 
guidelines that are too long, difficult to follow, emd vague. In 
its 1995 report, the Institute of Medicine noted that focusing on 
more narrow topics would better address the problems of most 
interest to clinicians and other users, and would ease the 
inplementation and evaluation of guideline use." For ex2urple, the 
agency might develop a clinical practice guideline on the 
pharmacological management of a heart attack rather th£Ui a heart 
attack in general. Similarly, a 1995 George Washington University 
study found that because AHCPR ‘s practice guideline topics focus on 
broad medical conditions rather them on specific medical services, 
they generate longer, more conplex issues to be dealt with in the 
guidelines,® In fact, the length emd conplexity of the guidelines 
are one reason physicians do not inplement them in their daily 
practices , 

One of the most widely voiced criticisms we heard about 
AHCPR 's clinical practice guidelines was that the texts require too 
much time to read. One physician told us that it takes eUx>ut 5 
hours to read the long version of a guideline and that the shorter 
clinician's version (AHCPR's Quick Reference Guide) is not clear by 
itself. Furthermore, AHCPR's practice guidelines are long in 
conparison to guidelines developed other sources. For example, 
AHCPR's guideline for depression is 2 volumes and 327 pages, while 
a large health maintenance organization developed a guideline for 
depression that is 1 volume and 44 pages. 

Further complicating their inplementation and use, AHCPR's 
clinical practice guidelines are not always presented in ways that 
physicians find clear and easy to understand. For exanple, meuiy 
physicians prefer graphics, such as algorithms or tables, for the 
presentation of information, and AHCPR's practice guidelines rely 
mostly on text. Furthermore, when graphics are used in AHCPR's 
guidelines, the flow of information, such as from one treatment 
decision to euiother, is sometimes confusing. For exanple, figure 1 
shows a flow diagreun from AHCPR's urinary incontinence guideline. 


•institute of Medicine, Setting Priorities for Clinical Practice 
Guidelines (Washington, D.C.: National Academy Press, 1995). 

’Center for Health Policy Research, Development of Designs for 
Evaluation of the Process of Clin ical Guideline Development 
(Washington, D.C.: The George Washington University, 1995). 

'“Jonathan Brown and others, "The Paradox of Guideline 
Inplementation: How AHCPR's Depression Guideline Was Adopted at 
Kaiser Permeuiente Northwest Region, " .Toumal on Quality 
Improvement . Vol. 21, No. 1 (Jan. 1995), pp. 5-21. 
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figure Xi Excerpt from AHCPR'a Guideline o n Urinary Incontinence 

in Adultg 



Note: The numbers in the figure correspond to paragraphs in the 
accompanying clinical practice guideline text. 

Source; AHCPR, Urinary Incontine nce in Adults . March 1992. 

We also learned that the agency's guideline reconvnendations 
are sometimes confusing to providers because they are not explicit. 
For exanqple, the otitis media practice guideline states that 
* tynpanotonv tubes are to be inserted in a child's ears to manage 
bilateral otitis media with effusion that has lasted a total of 4 
to 6 months . ■ The word " total • can be interpreted in two ways : 
some might interpret it to mean the child has an intermittent 
problem that adds up to 4 to 6 months; others interpret it to mecui 
4 to 6 months of a continuous problem. 

Another criticism of AKCPR's guidelines is that the guidelines 
generally do not include specific information cUx>ut the cost- 
effectiveness of alternative therapeutic approaches in their 
sideline recommendations. For exairple, AHCPR’s urinary 
incontinence guideline recommended that biofeedback techniques be 
considered as treatment alternatives to surgery. However, the 
guideline did not discuss the cost savings that might be realized 
with biofeedback techniques. This information is iirportant to many 
guideline users, especially managed care organizations. Harvard 
Community Health Plan, for exairple, always considers cost- 
effectiveness during its guideline development process. In its 
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1992 report, the Institute of Medicine recommended that a clinical 
practice guideline should include information on both the health 
emd cost iit(plications of alternative treatment strategies.** 

flHCPR PLftNS TO STREM GTHEM GUIDELINE 
PRODUCTS AND PROCEDURES 

AHCPR pleins several changes to its clinical practice 
guidelines euid the development process. In particular, the agency 
intends to sponsor more narrowly focused guideline topics and to 
streamline its development process. Through these changes, AHCPR 
hopes to make its guideline development process more efficient and 
its guidelines more user-friendly. The agency's proposed changes 
include 

— modifying guideline topic selection so that topics are of 
greater value, have sufficient scientific evidence to minimize 
reliance on expert opinion, and are easier to implement; 

-- developing more user-friendly guidelines by making them shorter 
and clearer, including specifics for implementation in clinical 
settings, and incorporating information on costs of treatment 
options; 

— establishing st 2 uiding guideline development panels on several 
broad areas of medicine (core panel members will focus on the 
evaluation and analysis of evidence; they will be supplemented 
by specialists as necessary) ; and 

— expanding public /private partnerships for the development and 
dissemination of new practice guidelines (private organizations 
could include disease associations, pharmaceutical companies, 
or meuiaged care organizations) . 

AMECDQTAL EVIDBMCE SUGGESTS AHCPR 'S 
GUIDELINES MAY BE BENEFICIAL 

Anecdotal evidence indicates that providers who inplement 
AHCPR 's clinical practice guidelines inprove patient outcomes and 
achieve cost savings. The following are exanples: 

— Preliminary data from one peer review organization showed a 75- 
percent reduction in prostate surgery and a savings of more 
than $1.3 million in five hospitals after educating providers 
and patients about AHCPR 's guideline alternatives. 

-- A health care system that inplemented AHCPR 's pressure ulcer 
prevention guideline for 6 months reported savings of $240,000 
in one California hospital. 

— A California medical center reported that AHCPR 's pain 
management guideline helped decrease the average length of stay 
for chest surgery patients tjy 5 to 7 days. 

-- One year after adopting AHCPR's urinary incontinence and 

pressure ulcer guidelines, a Tennessee nursing home reported 
lowering the nunOoer of incontinent patients from 52 to 18 and 
those with pressure ulcers from 14 to 5. 

-- A home health care agency in Omaha reported that primary care 
physicians are more aggressively identifying and treating 
depression in homelxjund, elderly patients because of AHCPR's 
depression guideline. 

— A training center in New Orleans reported using AHCPR's HIV 
guideline to train physicians and nurses in Louisicuia, 


**lnstitute of Medicine, Guideli nes for Clinical Practice; From 
Development to Use. 1992. 
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Mississippi, and Arkansas to treat patients in a primary care 
setting rather than a more costly setting. 

Health care experts caution that not all clinical practice 
guidelines result in cost savings euid could increase costs . For 
exanple, officials in North Carolina reported increased costs when 
the state adopted AHCPR's recommendation to test all newborns for 
sickle cell disease. While some health care analysts believe that 
widespread use of clinical practice guidelines may not initially 
decrease health care spending, others contend that over time, more 
effective health care through inplementation of guidelines will 
slow the rate of health care cost growth. 

At your request, we are currently conducting a study to 
determine if Euid how managed care organizations use clinical 
practice guidelines and how AHCPR’s future guidelines can best 
serve this segment of the health care market. We expect to report 
the results of this work in early 1996 . 


Mr. Chairman, this concludes my formal remarks. I would be 
happy to answer cuiy questions from you and other members of the 
committee. 
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APPENDIX I 

AHCPR'S CLINICAL PRACTICE GUIDELINES 
PUBLISHED AND UNDER DEVELOPMENT 


Publighed 

Acute Pain Management: Operative 

or Medical Procedures and Trauma 
Urinary Incontinence In Adults 
Pressure Ulcers in Adults : Prediction 
and Prevention 

Cataracts in Adults: Management of 
Functional Impairment 
Depression In Primary Care: 

Volume I: Detection and Diagnosis 
Volume II: Treatment of Major Depression 
Sickle Cell Disease: Screening, 

Diagnosis, Management and 
Counseling In Newborns and Infants 
Evaluation and Management of Early HXV 
Infection 

Benign Prostatlc Hyperplasia: Diagnosis 
and Treatment 
Management of Cancer Pain 

Unstable Angina: Diagnosis and Management 
Heart Failure: Evaluation and Care of 
Patients with Left Ventricular 
Systolic Dysfunction 

Otitis Media with Effusion in Young Children 

Quality Determinants of Mammography 

Low Back Problems In Adults 

Treatment of Pressure Ulcers 

Post Stroke Rehabilitation 


Cardiac Rehabilitation 

Recognition and Initial Assessment of Alzheimer' 
and Related Dementias 
Smoking Prevention euid Cessation 
Screening for Colorectal Ceuicer 
Chronic Pain : Headache 
Urinary Incontinence In Adults - Update 


APPENDIX I 


Date 


March 1992 
March 1992 

Hay 1992 

February 1993 


April 1993 


April 1993 

January 1994 

February 1994 
March 1994 
March 1994 


June 1994 
July 1994 
October 1994 
December 1994 
December 1994 
May 1995 
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AHCPR'S FISCAL YEAR 1995 BUDGET 

AHCPR was created by the Omnibus Budget Reconciliation Act of 
1989 (P.L. 101-239) as part of the Public Health Service. AHCPR 's 
activities are concentrated in three areas. First, AHCPR awards 
numerous grants and contracts for research on health care costs, 
quality, and access issues. Second, it collects and analyzes data 
on policy issues of immediate concern to health policymakers, most 
particularly for the National Medical Expenditure Survey (NHES) , 
which provides information on the availability of health care and 
health care expmditures. Finally, the agency supports a variety 
of activities within its Medical Treatment Effectiveness Program, 
including the development of clinical practice guidelines. 

In fiscal year 1995, AHCPR had a staff of 271 full-time 
equivalents, and a total budget of $163 million, “ provided through 
three sources. ITie agency receives the majority of its funding 
through an annual budget authority. This amount is supplemented 
with Medicare trust funds and a portion of 1-percent evaluation 
funds from the agencies of the Public Health Service that receive 
appropriations. In fiscal year 1995, the agency's budget authority 
was $139 million. AHCPR received an additional $5.8 million from 
the Medicare trust funds to support research relating to the health 
care needs of the Medicare population. In addition, the agency 
received $18.2 million from 1-percent evaluation funds to support 
NMES and other studies. Figure II. 1 shows AHCPR 's funding sources 
for fiscal year 1995. 

figure II. li AHCPR Fiscal Year 1995 Funding Sources 



3.B% 

Mcdican Tnm Fund* 
11 . 2 % 

1 PwcMl Evaluation Funda 


Annual Budgal Aulhonly 


Most of AHCPR'S expenditures are made for medical 
if fectiveness research and research on costs, quality, and access. 


^Excludes reimbursements of approximately $9 million and excludes a 
>roposed recision of $3,132 million. 
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In fiscal year 1995, the agency will spend $15 million on NMES; $64 
million on costs, quality, and access research; $82 million on 
medical treatment effectiveness research; and $2.4 million on 
program support. Figure II. 2 shows AHCPR's expenditures for fiscal 
year 1995 . 

Figure II. 2: AHCPR Fiscal Year 1995 Expenditures 


1.5% 

Pioeram Support 


9.2% 
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Host of the agency's expenditures are made in the form of 
research grants and contracts. In fiscal year 1995, these 
expenditures are estimated to be $127.1 million. The agency will 
support an estimated 167 large grants, generally in the amount of 
$250,000 or more annually. AHCPR will also award 14 small grants, 
which are usually 1-year grants for about $30,000 each, to new 
investigators. The agency will support 26 dissertations at about 
$20,000 to $25,000 each. AHCPR also will support 97 contracts and 
interagency agreements in fiscal year 1995, which include the 
clinical practice guideline contracts. Table II. 1 shows a summary 
of the grants and contracts to be supported by the agency in fiscal 
year 1995. 

Table 11.1; Grants and Contracts to Be Supported in Fiscal Year 

lasi 


Types of grants and contracts 
supported 

Nuaber 

supported 

Kstiinated cost I 

Large grants 

167 

$72.1 million | 

Small grants 

14 

1.0 million | 

Dissertations 

26 

0.5 million 

Contracts and interagency 
agreements 

97 

53 . 5 million 

Total 

304 

$127.1 million* | 


“Estimated dollars; excludes support for research management, and 
not adjusted for a proposed fiscal year 1995 recision. 


( 108226 ) 
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Mr. Johnson. Can you give me an idea of how you determine 
which guidelines you are going to develop and why it takes so long 
to develop them — 18 to 42 months, I am told. 

Ms. Jaggar. The process that AHCPR uses to develop guidelines 
is one that involves working off certain criteria and then a large 
amount of consensus building. To this end, because they are con- 
cerned and directed to assure that the guidelines reflect largely 
upon Medicare and Medicare populations, they use groups of people 
to decide what are the most important issues that should be looked 
at. And the determination includes examining and considering the 
caliber of the scientific evidence that is available, the number of 
people who would be affected by the guidelines, and the kind of dif- 
ference that those guidelines could make. 

Mr. Johnson. But who makes those decisions and how, for exam- 
ple, did you determine that you wanted to do heart failure? 

Ms. Jaggar. To clarify, Mr. Thomas, I am with GAO, not with 
AHCPR so that 

Mr. Johnson. OK, I understand. Well, did you all look at that? 

Ms. Jaggar. No, sir. We are looking at the use of the guidelines, 
themselves, but the general process involves working with leaders 
all around the country, clinicians and clinical research to determine 
what the most important areas of contribution are. 

For example, of the 10 most costly conditions for Medicare pa- 
tients, guidelines have been developed by AHCPR to look at 9 of 
those 10 areas. 

Mr. Johnson. Well, do you have assurance from your investiga- 
tion that physicians are actually using these things? 

Ms. Jaggar. Yes, sir. We have looked at this and we find that 
there is widespread use in many instances. Other groups are find- 
ing — 

Mr. Johnson. Well, weiit 1 minute, in many instances, what does 
that mean? If it is not used generally then I do not think that it 
is worthwhile. 

Ms. Jaggar. The purpose of the guidelines, there are multiple 
purposes of the guidelines. And they are developed to provide a 
basis for action. And, in many instances, the action will be taken 
by HMOs, managed care organizations, insurance companies, large 
groups of individuals who are making coverage decisions or who 
are deciding, trying to influence the behavior of physicians. 

There are different studies that have been done. GHAA has 
shown that up to 41 percent of their physicians have been using 
the guidelines that they have developed. But in addition 

Mr. Johnson. One percent, did you say? 

Ms. Jaggar. No, 41 percent. 

Mr. Johnson. Oh, 41? 

Ms. Jaggar. Yes, sir. And the important thing is that the guide- 
lines — because of their breadth and their importance — are often 
adopted and adapted for local use by physician groups to reflect the 
things that they think axe important. They are tailored, as it were, 
to the practice that they perform locally. 

Mr. Johnson. Is there any other organization that develops simi- 
lar guidelines, the AMA, for example? 

Ms. Jaggar. Yes, sir. In fact, there are many different organiza- 
tions that do; some within the government, itself, and some that 
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are private associations. But the guidelines are developed in many 
different forms. 

The characteristics of AHCPR’s guidelines which is probably 
unique is the breadth of the research that they do into the existing 
scientific evidence as a basis for the guidelines. For example, in de- 
veloping a guideline on HIV, they researched over 36,000 different 
scientific references to consolidate that information and pull it to- 
gether so that the best of the scientific knowledge could be known. 
And many private organizations do not have the ability do that and 
pull that together. 

Mr. Johnson. How did you develop the cost savings that you 
mentioned in your testimony? 

Ms. Jaggar. That was reported by another organization. 

Mr. Johnson. So you do not know that it is accurate? 

Ms. Jaggar. No, sir, I do not know that it is accurate. AHCPR 
does not — I will add, if I might — ^that AHCPR does have additional 
calculations that it has developed about possible cost savings and 
they have quite a lengthy catalog, as it were, of reports on a State- 
by-State basis that they have received about how the guidelines 
have been used and where cost savings have been achieved. 

Mr. Johnson. Is that based on State input, generally? 

Ms. Jaggar. Primarily input from the people who are actually 
using it, whether it be at the physician level of an institution or 
provider level, a hospital level, managed care plan, and insurance 
company. 

Mr. Johnson. So you do not find it duplicitous then? 

Ms. Jaggar. I think that the purpose of the AHCPR guidelines 
and the function that AHCPR serves is a unique one. Many other 
organizations do develop guidelines. In many instances they work 
off the AHCPR guidelines to adopt those and adapt those for their 
purposes. 

Mr. Johnson. How much money comes out of Medicare for the 
funding of that organization? 

Ms. Jaggar. That is $6 million out of the Medicare Trust Fund. 

Mr. Johnson. That is $6 million a year? 

Ms. Jaggar. Yes, sir. 

Mr. Johnson. And where is the other funding? Is there other 
funding? 

Ms. Jaggar. Yes, sir. The total funding for the fiscal year 1995 
budget is about $163 million, and about $18 million comes from the 
1-percent evaluation fund. And about $6 million from the Medicare 
Trust Fund and the residual which is about $136 million, if my 
math is correct, comes from 

Mr. Johnson. Is that right out of the Treasury then? 

Ms. Jaggar. Yes, sir. 

Mr. Johnson. OK. 

Thank you, very much. 

Do you have any questions, Mr. Christensen? 

Mr. Christensen. Thank you, Mr. Chairman. 

Thank you, Ms. Jaggar, for your testimony and I know you are 
here representing the GAO so that anything I might say that 
might be unfavorable toward the Agency for Health Care Policy 
and Research is not directed at you because you are here giving us 
the GAO’s perspective. Is that correct? 
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Ms. Jaggar. Yes, sir. 

Mr. Christensen. Mr. Chairman, I know it is only $163 or $183 
million and mere millions around here does not seem like much to 
the bureaucrats, but I think you have put your finger on the prob- 
lem and I see a lot of duplication of services here. 

I am not sure what the Agency for Health Care Policy and Re- 
search does that is different from a lot of the medical schools 
around this country, the New England Journal of Medicine, and a 
lot of the guidelines put out by the AMA. 

How many employees, Ms. Jaggar, does the Agency for Health 
Care Policy emd Research have? 

Ms. Jaggar. In total it has about 270 FTEs, full-time equiva- 
lents. 

Mr. Christensen. And that is just since 1989 when the govern- 
ment put this agency together? 

Ms. Jaggar. Correct. The agency was put together in 1989. 

Mr. Christensen. And who requested the government to put this 
agency together? 

Ms. Jaggar. Well, there were a number of congressional leaders 
who were interested in this and also there were a number of, I 
think, well-known and esteemed researchers who felt that this was 
a function that was important. So some of the congressional leaders 
are still around and there is some support for the agency through- 
out Congress. 

Mr. Christensen. OK. And you say it is widespread use or, for 
example, this heart failure evaluation and care of patients with 
left-ventricular systolic dysfunction. You say it is adhered to, or 
would you say not so much so, or are people using it? What is your 
general feeling toward that? 

Ms. Jaggar. Well, we found that the use varies. AHCPR has em- 
barked upon and continues to embark upon a very aggressive dis- 
semination policy. The numbers we have are that between 15 and 
18 million copies of these have been disseminated. They work with 
the professional agencies, the nursing associations, and other orga- 
nizations to make sure that this information gets out to physicians. 

And I think you know, yourself, that physicians are probably as 
inundated as you are with materials to read. That is why the de- 
sign of these is such that, as you have a three-part product in your 
hand, a large book that goes into considerable detail, a smaller 
guide which is a quick reference guide for physicians to be able to 
use as a reference point, and then a patient part which can be used 
by them for working with their physicians. 

Mr. Christensen. Ms. Jaggar, would you see this as mainly a 
service to those people who have been in the practice for a while 
and have not kept up with some of the latest trends in the medical 
community or is this for people that are just graduating from medi- 
cal school? 

Ms. Jaggar. Probably more the former, but I would clarify that 
and state it a little differently. With the extensive research that is 
going on in certain areas, for example, HIV, I am not sure that 
anyone who is not a researcher in the area could, him or herself, 
keep up with the variety of things, the developments that there 
are. 
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So by pulling this together they are doing something that no one 
else might be doing. In addition, when they put together their pan- 
els to develop these guidelines, they pull together individuals who 
represent the wide variety of issues. For example, the low-back 
pain panel included a chiropractor, as well as physicians, consum- 
ers, and physical therapists. So what you are doing is pulling to- 
gether the information that exists and putting professionals minds 
to look at what is the best course of action. 

A noted researcher, Dr. David Eddy, from Duke University, has 
mentioned that his experience is that between 10 and 50 percent 
of the practice of medicine in the United States is unnecessary and 
so what AHCPR is trying to do with these guidelines is help physi- 
cians sort through what is necessary, what has the best result for 
the individual patient. 

Mr. Christensen. Ms. Jaggar, thank you for your testimony. 

Mr. Chairman, I would submit that this is yet another Federal 
agency that is not needed. While I think it does a good job, it is 
doing a service that several other entities are already providing. I 
would submit, for the record, that we ought to look at eliminating 
this agency. 

Mr. Johnson. Thank you, Mr. Christensen. 

Mr. Christensen. I thank you for your time. 

Mr. Johnson. Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. 

Ladies, nice to see you this morning. Guidelines are always im- 
portant. AHCPR has sponsored 16 clinical practice guidelines 
which you have been referring to. 

Let me ask you this question. Suppose AHCPR did not exist at 
all? Suppose, as is the inclination of some people, that it were 
eliminated, what would happen? 

Ms. Jaggar. I think that what would be missing from the debate 
about medical practice and from the kinds of cost-saving efforts of 
a number of organizations would be an authoritative, impartial 
source about what is the best treatment for specific conditions. 

Because if 

Mr. Houghton. So there would not be that authoritative impar- 
tial source available to make comments and to set guidelines and 
standards? 

Ms. Jaggar. Indeed, there would be other sources, but the fact 
that AHCPR’s guidelines reflect the perspectives of different indi- 
viduals, different groups who may have an interest, it would mean 
that an organization trying to either use these guidelines verbatim 
or to adopt them, adapt them for their own purposes, have a com- 
fort level that these were unbiased, that these were not intended 
to encourage a treatment that would be perhaps more costly but 
not necessary for the individual. 

Mr. Houghton. OK, but from a practical standpoint, suppose 
that were true. So you do not quite have the essence of impartial- 
ity. You do not quite have this sort of, this overall look which, as 
I understand it, the budget is about $6 million a year, is that right? 

Ms. Jaggar. The total budget is about $160 million a year. 

Mr. Houghton. That is $160 million for AHCPR? 

Ms. Jaggar. For AHCPR, about 15 percent goes for guidelines. 
They fund a number of grants and contracts that do medical effec- 
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tiveness studies and medical outcomes studies, yes. They have 
other functions. 

Mr. Houghton. I see. But anyway, getting back to the original 
question, would the Nation be able to exist, would we still have 
reasonably sensitive and practical guidelines to go by, although 
they may not be quite as impartial? 

Ms. Jaggar. There would be different guidelines that could be 
used and adapted for different purposes. Those would, indeed, 
exist. With the emphasis that exists on cost cutting and on the 
most effective care that can be given to individuals, I think that 
guidelines are increasingly showing great value. For example, in 
the State of Maine, they are experimenting with using some guide- 
lines and writing them into law as a protection against medical 
malpractice. So there are multiple purposes to which guidelines are 
being used. And the impartiality and the objectivity is valued by 
some, by many, as an important contribution that AHCPR’s guide- 
lines make. 

Mr. Houghton. Sure. I am going to make a statement and you 
tell me whether I am way off base. Your answer to me says that 
we can get along without this. 

Ms. Jaggar. It is a policy decision for Congress. 

Mr. Houghton. Thank you, very much. 

Ms. Jaggar. Yes, sir. 

Mr. Christensen. It is amazing how we ever got by before 1989 
without this agency, it is just amazing. And I would say that re- 
searchers will always defend spending more money to do research, 
and so I would just again reiterate my support for looking very 
strongly at seeing if we cannot save the Federal Government and 
the American taxpayer another $180 million. 

Mr. Johnson. Thank you. 

Thank you, panel, for being with us this morning. Ms. Jaggar, 
we appreciate your attendance and your comments. 

Ms. Jaggar. Thank you. 

Mr. Johnson. Will the next panel please come forward. 

Douglas Henley, Dr. Henley is with the American Academy of 
Family Physicians; Nurse Kenneth Plitt, on behalf of the American 
Association of Nurse Anesthetists; Dr. Bernard Levin, on behalf of 
the Gastroenterology Leadership Council; and Dr. Glee, from the 
American Urological Association. 

Thank you, gentlemen, for being with us this morning. 

And for the record, it was $163 million, according to the testi- 
mony, $6 million of which comes from Medicare. 

Thank you. 

Dr. Henley, and all of you may put your remarks in the record, 
and you are welcome to speak as you desire. 

Dr. Henley. 

STATEMENT OF DOUGLAS E. HENLEY, M.D., PRESIDENT- 
ELECT, AMERICAN ACADEMY OF FAMILY PHYSICIANS 

Dr. Henley. Thank you, Mr. Chairman and Members of the Sub- 
committee. My name is Dr. Douglas Henley and I am president- 
elect of the American Academy of Family Physicians. On behalf of 
our 80,000 members, I appreciate the opportunity to comment on 
issues related to the future of the Medicare Program. 
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When Medicare was created 30 years ago it was designed to rep- 
licate the private health insurance market. In the years since, the 
private sector has responded to increasing competition by evolving 
beyond the traditional insurance model to one now characterized by 
competing plans bidding for covered lives on the basis of cost, qual- 
ity, access, and service. 

The Academy believes that Medicare should no longer be shield- 
ed from the changes occurring in the larger health care market. 
Medicare beneficiaries should be provided with a range of health 
plan choices accompanied by incentives to select the more cost- 
effective alternative. 

Mr. Chairman, what is essential for this Subcommittee to under- 
stand is that every viable strategy for delivering high-quality acces- 
sible health care, while achieving Medicare savings, is based on the 
greater availability of primary and preventive care services. This 
holds true whether you are talking about managed care plans or 
the fee-for-service sector. 

The evidence for the savings that primary care brings is con- 
tained in previous Academy testimony before this Subcommittee. 
These stupes demonstrate that no matter which Medicare reforms 
Congress ultimately adopts, costs will not be brought under control 
until the availability of primary care is greatly enhanced. 

Expanding the choices available to Medicare beneficiaries will 
convert Medicare into a defined contribution program. Each bene- 
ficiary would receive an actuarially determined amount of Medicare 
expenditures to be used to purchase the health insurance plan of 
his or her choice. The method by which this per capita amount is 
calculated will be a key determinant of your success in reforming 
Medicare. 

Our experience with the current adjusted average per capita cost 
method gives us grave concern about Medicare’s ability to actuari- 
ally and accurately calculate adjusted per beneficiary amounts. It 
is widely understood that the current method is fundamentally 
flawed. Significant variation in payment across the country is the 
result, far more than can be justified on the basis of differences in 
utilization and cost. 

Providing all Medicare beneficiaries with meaningful health plan 
options will require substantial improvement over current methods 
to calculate the adjusted, per capita contributions. Presenting each 
Medicare beneficiary with a defined contribution and an array of 
health plan choices is designed, in part, to increase sensitivity to 
health care costs. 

We believe it reasonable to instill an additional degree of cost 
sensitivity in the fee-for-service sector by modifying the Medicare 
part B premium and the part A deductible according to beneficiary 
income. Extending the 20-percent coinsurance payment to clinical 
lab and home health care services is also needed. 

The Academy has previously testified before this Subcommittee 
regarding the Medicare physician fee schedule. Let me simply re- 
emphasize today that it is critical for you to return the fee schedule 
immediately to one conversion factor and a single-volume perform- 
ance standard. It is also essential to revise the method by which 
the volume performance standard is calculated. 
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Meeting the health care needs of beneficiaries under a reformed 
Medicare Program will require substantially improved access to 
primary care and preventive care services. Unfortunately, the pri- 
mary care infrastructure in this country has been badly neglected 
for decades. Restoring a primary care foundation to the U.S. physi- 
cian work force must be among the highest priorities for Medicare 
reform. In order to make primary care services available to Medi- 
care beneficiaries, Medicare GME funding must support primary 
care training and training based in ambulatory settings. 

In the short-term Medicare reform should number one, limit the 
number of funded first year residency positions to 110 percent of 
the number of 1994 U.S. medical school graduates. Number two, 
eliminate the penalty in direct and indirect GME payments for the 
time that residents spend in nonhospital ambulatory training facili- 
ties. Number three, up-weight direct and indirect payments for pri- 
mary care residency positions. Number four, limit such payments 
to the first 3 years of residency training. And, number five, remove 
these components from Medicare capitation rates and redirect 
these funds for primary care and ambulatory -based training. 

These recommendations are similar to those contained in the 
most recent report of GME, the Council on Graduate Medical Edu- 
cation, and are estimated to yield more than $6 billion in budget 
savings over the next 5 years. 

Mr. Chairman, expanding the choice of health plans will dis- 
connect Medicare’s GME support from the current process by which 
these funds are distributed. It, therefore, becomes necessary that 
a new mechanism for GME funding be created. 

Given this, it does not seem to us to be a bit step for you to con- 
sider extending GME support to all payers. After all, it only seems 
right that Medicare contribute its fair share, but no more than its 
fair share. 

My written statement contains a summary of the Academy’s pro- 
posals for long-term GME reform. In addition, that written state- 
ment also contains recommendations regarding a variety of regu- 
latory matters that are of critical importance to family physicians. 

We hope that you have time to read those. The stakes are ex- 
tremely high as this Subcommittee undertakes the important task 
of reforming the Medicare Program. At the end of this legislative 
session, you must be able to assure older Americans that their ac- 
cess to comprehensive, cost-effective health care services has not 
been compromised and that the Medicare Program has a fiscally 
viable future. 
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Although reconciling deficit reduction with beneficiary access to 
high-quality care may seem contradictory on its face, this is not 
necessarily so. Reforming the Medicare Program to take full advan- 
tage of a revitalized primary care infrastructure will achieve both 
goals. Indeed, support for primary care puts the Medicare Program 
in a position to interface effectively with the marketplace as it 
shifts into integrated systems of care. 

As you work to craft a reformed Medicare Pro^am, please do not 
hesitate to call upon the Academy. Family physicians are eager to 
work with you on this challenging undertaking. 

We thank you for the opportunity to speak today and I would be 
happy to address any questions that you may have. 

[The prepared statement and attachment follow:] 
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My name is Douglas E. Henley, M.O., and I am President-elect of the American Academy of Family 
Physicians. On behalf of the Academy's 80,000 members, I appreciate the opportunity to comment on 
a number of issues related to the future of the Medicare program. 

As has become eminently clear, a substantially lower rate of growth in Medicare expenditures cannot 
be achieved through minor modifications in the Medicare program. Less obvious but no less important 
is the fact that Medicare's promise to elderly and disabled beneficiaries of high quality, accessible 
health care has been steadily eroded by Medicare’s irKreasingly anachronistic coverage policies. 
Medicare savings will not be achieved and access to high quality health care services will not be 
ensured without major Medicare reform. 

When Medicare was created 30 years ago, it was designed to replicate closely the models of health 
insurance then in use by private insurers. Physicians were paid on a fee-for-service basis, and hospitals 
received cost-based reimbursement. While the Medicare program has made notable advancements in 
developing the DRG system for hospital reimbursement and the resource-based relative value scale for 
physician payment, it remains basically an insurance program that pays the bills it receives from 
providers. 

In contrast, the private sector has resportded to an increasingly competitive market and evolved beyond 
the traditional insurance model. Private payers now employ a wide variety of techniques to restrain 
costs and improve quality. Among these techniques are selective contracting, capitation, risk-sharing, 
clinical guidelinas. consumer information, arxf many others. The private market is now characterized 
by competing plans bidding for covered lives on the basis of cost, Quality, and service. 

The Academy believes that Medicare should no longer be shielded from the changes occurring in the 
larger health care market. Medicare beneficiaries should be provided with a range of health plan 
choices. ar>d those choices should be accompanied by incentives to select the more cost-effective 
alternatives. 

This committee faces the challenge of developing the Medicare policy recommendations necessary to 
ensure the solvency of the Medicare Trust Fund. Many of the Medicare reform proposals now under 
consideration are intended to stimulate market competition on the basis of price artd quality. These 
proposals are based on the assumption that, given the proper incentives, health plans can deliver high 
quality, accessible health care at lower rates of expenditure growth. 

What is essential for this committee and the Congress to understand is that every viable strategy for 
achieving these important goals is based on the greater availability of primary and preventive care. 

This holds true whether talking about managed care plans or the fee-for-service sector. 

The eviderKe for Medicare savings attributable to primary care is contained in >^c8demy testimony 
presented previouslv to this committee. TTiese studies demonstrete that no matter which IMedicare 
reforms Congress ultimately adopts, the cost explosion in the program will not be brought under control 
until the avaHabiKty of primary care services is greedy aidtancad. 

Expartdad Choice 

Expanding the choices aveilabis to Medicare berteficiaries and instilling the system with incentives for 
cost-effectiveness would convert Medicare from a program with defined benefits to one with a defirted 
contribution. Each beneficiary would be credited with an actuahally fair share of Medicare 
expenditures, which he or she would then use to pay for tha insurance plan of his or her choice. 

The method by which this per capita arrHHint is calculated will be a key determinate of your success in 
reforming Medicare. Presumably, the method for calculating the Medicare par capita contribution 
would resemble that now used to calculate Medicare’s adjusted average per capita cost (AAPCCI. The 
application of the AAPCC method would, thereby, be extended well beyond the current risk contracts 
to all options except the residual fee-for-service program. 
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for calculating the AAPCC are fundamentally flawed. County>level AAPCCs are calculated by adiuating 
a national average per capita fee-for-service coat by a five*year average of the ratio of county to 
national per capita fee>for-service expeixiitures. This amount is then risk adjusted for the expected 
costs of its enrollee mix based on disability, age, gender, welfare status, and institutional status. The 
resulting AAPCCs vary widely across the country. In 1993, they ranged from $168 to $599. The 
AAPCCs for urban counties are generally much higher than those for rural counties. As a result, 
virtually all currently enrolled beneficiaries reside in urban areas. This variation in AAPCC payment 
rates is far more than can be justified on the basis of differences in utilization and costs. Providing all 
Medicare beneficiaries with meaningful options will recajire substantial improvements over the current 
methods used to calculate the AAPCC. Otherwise, Congres$ risks further deterioration of health 
services ar>d access by institutionalizing inequitable payment rates. 

The Academy strongly urges that the flaws in the AAPCC .method be addressed before attem p ting 
utilize a such a mathod to calculate Madicara’s per beneficaary contribution. 

Cost sharing 

Presenting each Medicare beneficiary with a defined Medicare contribution and an array of choices is 
designed, in part, to increase beneficiary sensitivity to the costs of health care. We believe it 
reasonable to instill an additional degree of cost-sensitivity in the fee-for-service sector by modifying 
the Medicare Part B premium and Part A deductible according to beneficiary income and extervling the 
20 percent co-insurance payment to clinical laboratory and home health care services. 

However, we are concerned about excessive increases in the out-of-pocket costs of beneficiaries who 
elect to remain in the residual fee-for-service program. A wide array of choices will not be available 
uniformly to all Medicare beneficiaries, particularly rural beneficiaries. Inadequate health insurance 
coverage together with the historic problems of reimbursement inequities between rural arxf urban 
institutions and providers creates extraordinary challenges for rural providers interested in forming local 
integrated service networks and managed care systems. The methods used for setting premium and 
capitation rates, especially the AAPCC, in rural areas will have important implications for the 
survivability of rural health services. In addition, ti>e higher costs of serving an older, lower-income 
population in need of enabling services means that witixMJt adequate risk-adjustment, smaller locally- 
based rural networks will find it difficult to assume risk. These issues are immediately relevant to 
expanded choice ur>der the Medicare program. 

Preventive Benefits 

Medicare's limited fee-for service coverage of preventive services undermines the ability of primary 
care physicians to manage the care of their patients in the most cost-effective manner (see 
attachment). The Academy believes that proven preventive services should be covered with minimal 
cost-sharing. These ere the services that, over the long term, will help bring down health cere 
sperKling. We might point out that the private sector is beginning to recognize the value of preventive 
services in very explicit terms, with some progressive systems going so far as to incorporate traditional 
public health strategies into their operations. 

In addition to providing coverage of proven preventive services, it is extremely important that Congress 
specify the process used to evaluate preventive services for coverage under the benefit package. We 
believe that Medicare reform legislative should require the use of an explicit, outcome based method, 
rather than one based on expert opinion. The process used by the U.S. Preventive Services Task Force 
is an appropriate example. The Academy also supports incorporating considerations related to cost- 
effectiveness in evaluating preventive services. 

Medical Savings Accounts 

One of the most frequently mentioned options for a reformed Medicare program is a Medical Savings 
Accounts. The Academy has taken no position on MSAs, either for or against. However, we do have 
two concerns about their potential impact. 

Rrst, widespread use of individual MSAs could lead to market segmentation and higher Medicare costs 
for individuals enrolled in the other Medicare options during the out-years. That is, if healthier 
individuals elect the MSA option, those remeining in the insurance pool with have a higher risk profile, 
which will result in upward adjustments to Medicare’s comributions. Premium dollars for low-risk 
beneficiaries will have been removed from the pool. 

Secorxf, MSAs' incentives to economize on health cere purchases could cause some individuals to 
forgo important primary ar>d preventive services, or to rely on others of unproven effectiveness. One 
approach to this problem would be to define services that qualify for tax-free distribution of MSA 
fur>ds, which should include primary care services end those preventive services identified by the U.S. 
Preventive Services Task Force. While advocates of unrestricted patient choice would object, we 
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would argue that it is an interim necessity until better information on the cost' and medicai- 
effectiverwsa of healtti care services is available to cor>aumers. 

At a rruntmum, there should be provision for a formal evaluation of the impact of MSAs on access to 
primary and preventive care and on risk selection in the insurance market. 

Graduate Medical Education 

As noted above, meeting the health care needs of elderly end disabled beneficiaries under a reformed 
Medicare program will require substantially improved access to primary care and preventive services. 
Ur\fortunately, the primary care infrastructure in ttm U.S. haa been badly neglected for decades. 
Restoring a primary care fouridation to the U.S. physician workforce must be among the highest 
priorities for Medicare reform. 

The documented shortage of primary care physicians is profound and growing worse. There are 
currently 2,682 counties or parts of counties remain desior>ated as primary care health professions 
shortage areas (HPSAs). This means there is lass than one primary care physician for every 3,500 
persons in those areas. 

In contrast, health maintenance organizations call for a ratio or or>e provider for each 2,000 persons. 

To achieve this, 1 1,964 additional primary care physcians are r>eeded in shortage areas. 

The aggregate supply and specialty mix of physicians cunentiy produced in the U.S. medical education 
system are a direct reflection of the financial irwentives in the federal programs supporting these 
activities. Specrfically, the strong inpatient Uas in Medicare's currant graduate medical education 
support and Medicare's traditional urxlar-payment for primary cara services have influenced powerfully 
the distribution of the physician workforce towards specialization. Ironically, while the market for 
medical cara increasingly demarvis more primary cara services, the medical education system contirvjea 
to produce a surplus of physicians nsrrowly trained in aubspecialty fields. Char>gir>g the specialty mix 
of the physicisn workforce will require a reversal in the current incentives and establishing a 
nwaningfui connection between the market for medical cara and medical education. 


In order to make primary care services available to Medicare beneficiaries. Medicare GME funding must 
support primary cara training and training based in enibuiatory settings. We urxierstand that under a 
reformed Medicare program. Congress will need to develop a new mechanism for distributing 
Medicare's share of graduate medical education funds. In the short term, Medicare reform should 
include the following: 

IMt the number of fuiMled first year residency positionc to 110 percent of the number of 1994 
U.S. mecBoel echool ^eduetee; 

ek ndnat e the penelty in DME end IME paymente for the time that rasidente spend in non- 
hospftd ambuletory tre eeng feeSttes such ee physicians offices, group practices, commaiity 
health centers, end HMOs. 

up-weight OME end IME payments for p ri ma ry cere residence positions; 

Dmit OME and HNE payments to the first dvee years of residertev tiainbtg; end 

remove the DME and IME components of tho Average A4Mto<f ^ CepHa Cost lAAPCC) from 
Midicero capitation ratae end radhaot these hmde for primary care end ambidetory training. 

These recomrrwndetions sre similsr to thoee contained in the most recent report of the Council on 
Graduate Medical Education arvl are estimated to ^id more then f 6 billion in budget savirtga over five 
years. 

Infig.tmrm GMF /tmfurmx 

In the longer term, expanding tho choice of health plana under tho Medicare program wjH disconnect 
Medicare's GME support from the curram processes by which these funds era distributed. A smaller 
portion of Medicare payments will be made through the phyaicien fee schedule and ORG payments, and 
a greater portion will bo through managed cere errengemerrta. The shift in how beneficiaries receive 
care will remove Madicera'a corttrifaution to GME from the usual payment fiowa. It will be necossary to 
redirect Medicare's teaching support through a aaparata, yat'to4>a-craatad payment etraam. It seams 
logical to extend this necessary char>ga by requirir»g all other payers to contribute their proportionate 
share toward the costs of graduste msdicsl education and, thereby, limiting Medicare to only its fair 
share of GME coats. 
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Long-term GME reform should irKlude the following provisions. 

direct end indirect costs of greduete medicel education should be shared by afl payers, 
public and privote. Once the projected annual expenditures for graduate medical education are 
determined, an annuaJ GME contribution should be applied to all premiums so that all payers 
contribute a propordonata amount. 

There should be an eiitial limH on the nun^r of eligible first-year allopathic and osteopathic 
resideney positions equal to 110 percent of the miraber of U.S. allopathic aiMi osteopathic 
medical school graduates. This limit should be phased in over a period not to exceed five 
years. 


There should be a national goal to increase the number of physiciaits practicing in the primary 
care specialties of family medicine, gerteral internal medicirte, and generri pediatrics. 

A broadly representative pidrfie-private entity should be estabfished for the purpose of: 

projeedirg the aggregate need for die medical care workforce in the health care deivery 
system: 

developing recomnwndations regardirrg the number of residency positions on a rtadond 
basis, including the number of intemetioftal medical graduates IlMGsl, arrd the 
appropriate rHanber of gerrerabsts to specialists; 

making recommendations regarding GME payment incentives in accordance with 
national workforce needs.; 

corKhicting on-going research that wilf ensure the avaHabiDty of appropriate data on 
which to base workforce decisions: and 

evakiatirtg and monitoring the efficacy of all recommerrdations and their 
implementation, eiwiring that the process aRows for DexibOhy and reevaluating 
recommendations as appropriau. 

Direct msdical education payments should be based on a national average per-resident amount. 
Par-resident amounts should be weighted to recognise iegrtimate variation in direct costs due to 
veriables such as the use of ambulatory training fadfities and regional differences in wages arMi 
wage-related coats. EBgibiSty for DME payments should be based on national work f orce goals. 
Entities eligible for receipt of OME payments from the natiottal workfor c e account should ba 
those institutiona sponsoring resklencv progrems, which could include teachiiHi hospitals, 
medical schools, health maintenance organizations, group pracdcas, fsdarally quanfied health 
centers, approved training consortia, or otNer antities, including ambulatory-based programs. 
Entities reesivirrg OME payments would have to sdbmft documentation demonstrating that DME 
funds are expended only for direct costs of greduats msdical education. 

The public-private entity would determine the indirect costs of graduate medicel education in 
ambulatory end inpatient training facilities. Indirect costs induds Isgitimete differences in 
patient care costs between teaching and n<Nt-tsaching facilfties. Both inpatient and ambulatory 
institutions serving as training sites for sltgibls residsncy programs could roceivo payments for 
the indirect costs of graduate meckcai education. 


Medicare Payment to Teaching Physicians 

Medicare Part 6 pays for the patient care services provided by atterxiing physicians who practice ir> 
teaching settings as long as such payments do rK>t duplicate Medicare GME payments. HCFA has a 
lor>o-standii>g requirament for the physical presence of the attending physician in supervised teaching 
settings in order to bill Part B. 

Despite negotiations extending over many years, HCFA will soon release a proposed rule that will 
impose overly stringent requirements regarding Medicare Part B payments to family physicians who 
supervise residents in the teaching setting. These new regulations are incompatible with the 
requirements for teaching family practice residents and will have a devastating impact on financial 
viability of our residency programs. The future of many programs will be in question. Ironically, the 
impact runs directly counter to the growing need in the Medicare population for primary care services. 

At a minimum the new regulations will force family txactice residency programs to hire additional 
faculty, a daunting task due to the added cost and severe shortage of faculty. There are currently 600 
faculty vacancies in family practice training programs, and this number is expected to double in the 
next few years. With stricter physical presence rules and the inability to either find or afford additional 
faculty, residency programs will be unable to bill Medicare Part B for services. This effectively makes 
Medicare beneficiaries uncompensated care. Family practice residencies already render more 
uncompensated care than any other training program. 



420 


Because they are ambulatory based, family practice residency do not generate significant revenues for 
their sponsoring hospitals. Often it is the hospital that must subsidize the residency program. 

Moreover, a quarter of family practice programs are in public hospitals, many of which already have 
negative margins. If resider^cy programs lose these Medicare revenues, the only alternative from the 
hospitals' perspective may be to terminate the programs. 

A proposed rule on payment for Part 6 services in the teaching setting was published in 1989, and 
would have protected the supervisory relationship between the attending family physician and the 
family practice resident as well as the requirement that family practice residents establish primary 
relationships with their patients. Unfortunately, this proposed rule was never finalized. In order to 
ensure an adequate supply of family physicisns to sarva tha Medicara population, tha Acadamy urgas 
Congrass to astablish in statut# tha intant of tha 1989 proposad ragulation affecting Part B payment 
for services of supervising physicians in a taachirtg sattirtg. 

Medicare Physician Fee Schedule 

Either by virtue of residing in an area with limited Medicare choice options or because of personal 
preference, many beneficiaries will remain in the residual fee-for-service program, it is, therefore, 
important Medicare fee-for-sarvice payments ensure the ready availability of primary care services. The 
Medicare program generates S8vir>gs when printary care physicians in general, and family physicians in 
particular, are available to and used by beneficiaries. 

Such favorable prospects for savings star>d in stark condast to Medicare's inadequate reimbursement 
for primary care services. It troubles tha Academy greatly to know that over 28 percent of family 
physicians nationwide no longer accept new Medicare patients. In some areas up to 40 percent of 
family physicians do not take new Medicare patients. 

Inadequate reimbursement is the most commonly cited reason for this problem. Simply put, family 
physicians are firbding it more and more difficult to accept new Medicare patients, because to do so 
jeopardizes the financial stability of their practices. On average, it costs approximately $134 per hour 
to operate a family practice, while the Medicare payment rate for visit services is less than $100 per 
hour. 

Of additional concern is that Medicare fees wilt continue to plummet downward as a percentage of 
private sector rates. Because of cuts already marrdated in OBRA93, Medicare fees are projected to 
drop to 54 percent of private sector rates. The disparity between program versus private fee rates may 
force even more family physicians to consider closing off their practices to new Medicare patients. 
Hence, we are genuinely concerned that further reductions in Medicare physician fees may create real 
access problems for elderly patients especially those in rural and inner-city areas. 

In order to ensure appropriate access to primary and preventive care, the Academy supports the 
following modifications in the Medicare physician fee schedule. 

• A Single Conversion Factor and a Single Volume Performance Standard (VPS). 

Separate VPSs and fee updates for three categories of services has led to distortions in the worth of 
relative values so that they no longer reflect resource-based relative values. The RVUs in each 
category are no longer worth the same amount. Currently, the conversion factor for surgical services is 
8.4 percent and 14.0 percent higher than the conversion factors for primary care and other non-surgical 
services, respectively. Because the conversion factor updates are permanent, consecutive higher 
updates for surgical services are compounded. 

• Revise the formula for calculating the Medicare volume performance standard so that projected 
increases in per capita gross domestic product (GDP) plus two percentage points substitute for 
the five-year rolling average growth in volume end intensity. 

By taking a fixed four percentage point reduction from the five-year trend in volume and intensity, the 
performance starKlard factor unlinks the volume and intensity factor from actual trends in health care 
delivery. Regardless of how much physicians reduce the volume and intensity of services, volume arxl 
intensity must be reduced by an additional four percentage points or the updates will be reduced. In 
addition, using historic growth rates will eventually urxfermine the incentive to control volume ar>d 
intensity. 

• Modify HPSA bonus payments to provide 20 percent bonuses to physicians providing services 
in HPSAs and aliminata bonuses for non-primary cere services in urban areas. 

Because of flaws in Medicare’s bonus payment program, almost half of the bonus payments accrues to 
physicians who provide little or no primary care. In addition, almost 15 percent of bonus payments go 
to urban, hospital-based subspecialists. 
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Regulatory Environment 

The ability of physicians and other health care providers to respond effectively to the financial 
incentives under Medicare reform will be unduly cortstrained in the current regulatory environment. 
Many of the existing laws and regulations were developed when providers acted in a much more 
independent fashion and were designed to prevent collusive activities that would be injurious to the 
public. Now, as providers seek to engage in highly efficient, cooperative ventures, these laws are in 
need of modification. 


While we support wholeheartedly government efforts to weed out costly fraud arxf abuse, the self- 
referral law, as it now stands, is not the solution to the problems of inappropriate referrals and over- 
utilization of services. This law is overly broad and out of step with commonplace practice 
arrangements-such as the use of shared in-office ancillary facilities by solo practitioners. 

Several changes are needed in the self-referral law to make it more attuned to the business aspects of 
a physician's practice and sensitive to patient needs, while maintaining its anti-fraud intent. For 
example, it is unreasonable to prohibit a physician's practice from providing durable medical equipment 
to his or her patients, if a physician sets a broken leg, the law requires the patient to hobble 
elsewhere for the crutches rather than receiving them from the doctor who set his leg. 

Perhaps most important to family physicians is the need for a shared facilities exception in the law. 
Such an exception is urgently needed for without it the practice of family physicians who share 
common office space, equipment, and personnel with their colleagues is greatly jeopardized. 

Many family physicians practice independently by choice but lack the resources to purchase costly 
diagnostic equipment and hire additional staff to operate an in-office laboratory. It is common practice 
for solo physicians to share facilities for ancillary services with other solo physicians in the same 
building. Such arrangements are cost-effective and enable the participating physicians to furnish 
immediately to their patients on-site access to ancillary services. The only option remaining under the 
law is for these physicians to refer their patients-at great inconvenience and higher cost-to outside 
facilities for services that they previously handled in a timely fashion on-site. 

The Academy supports an exemption for shared facility services that ere: 

• furnished by the referring physician who is a shared facility physician or by an individuBi 
directly employed or directly supervised by such a physician; 

• furnished at a shared facility in a building ei which the leferring physician provides substantially 
all of the services of the physician unralatad to tha provision of sharad facility sarvicas; 

• furnished to e patient of a shared facility physician; and 

• required to be billed by the referring physician. 


The purpose of anti-trust statutes is to ensure meaningful and fair competition among both buyers and 
sellers of goods and services. To the extent that Medicare reform is achieved by moving beneficiaries 
into organized, integrated health plans, the nature of the market for physician services wilt be 
fundamentally altered. 

The American Academy of Family Physicians believes that in the context of Medicare reform, strict 
adherence to traditional antitrust doctrine will prove ccHjnterproductive in efforts to realign the 
incentives of the health care system. A more flexible approach is needed, one capable of evolving with 
the changing demands of a reconfigured health care marketplace. 

Therefore, the Academy further recommends that Congress: 

« require the Attorney General, in consultation with tha FTC and HHS, to establish competition 
guidelines consistent nvHh the scope of health care reform and to solicit nominations for 
additional safe harbors for collective acth^ by health care providers; 

require the agenciee to develop a singia set of standards and procadurss for expedited ease-by- 
casa approval, and to provide a 'certificate of review'' to those entities so approved: and 
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raquir* that joint activitias in tha haaith eara industry that fall outsida tha aafa hai1>ort ba 
analyzed by tfia "rule of reason/ in which eompatitiva benefits are weighed against 
competitive harms. 

We note that the last recommendation is imperative for rural and frontier areas, where highly 
concentrated markets assure that virtually any collaborative activity will exceed the safe-harbor 
thresholds. Therefore, the Academy also recommends that Congress establish a separate starxlerd for 
joint ventures in rural areas that is not predicated on market share statistics, instead, the standard 
should be based on "compelling" evidence of pro-consunr>er gains in efficiency and quality-of-care. 

LiahUiry Refnrm 

One of the more pressing health care problems is that of medical liability. The malpractice crisis 
contributes significantly to the cost and quality problems that plague our health care system. 
Addressing this difficult issue will make an important contnbution to your efforts to reform the 
Medicare program. 

Academy members experience daily the negative impact of the medical liability crisis on access to 
health care services and overall system costs. Its most serious threat is to women's health care in 
rural, inner city, arvi economically depressed communities, which have difficulties attracting qualified 
medical care providers. The public is paying an unnecessary premium to support a medical liability 
system that serves equitably neither patients nor their providers. 

The Academy supports federal tort reforms including: 

• a $250,000 limit on non-economic darr^ages, 

• reducing awards by tha amount of compensation from collateral sources, 

• allowing periodic payment of awards over $100,000. 

• limiting attorneys' contingency fees. 

• replacing joint and several liability with proportionate liability among the defendants in a case, 

• a modified statute of limitations. 

• mandatory and binding alternative dispute resolution (ADR) systems, 

• requirirtg an expert affidavit signed by a specialist who practices In the same medical siMcialty 
as the defendant, and 

• the use of approved clinical guidelines as an affirmative defense. 


n/iA 

The Clinical Laboratory Improvement Amendments of 1988 (CLIA'88) are perhaps the most onerous 
federal (aw presently imposed on family physicians. Today, it is painfully obvious the level of 
regulation, expense and exasperation inflicted on physician office laboratories has no relationship to 
improvements in patient care or safety. 

Family physicians routinely perform lab tests to get the immediate diagnostic results needed to begin 
prompt appropriate treatment for their patients, ar>d to monitor care while it is being delivered. The 
choice, timing. ar>d interpretation of lab tests are integral to a physician's decisions regarding 
subsequent diagnostic and treatment interventions; lab procedures are not a separable aspect of 
clinical medicine. An essential part of family medicine’s commitment to patient care is quality testing 
in physician office labs. 

As a result of hefty compliance fees and burdensome paperwork requirements, thousands of family 
physicians have reluctantly closed down their office labs. In 1992, nearly 93 percent of family 
physicians had office labs but by 1994 only 79 percent of our members had office labs-a 14 percent 
drop in only two years. Moreover, many simple arxf common laboratory tests are no longer performed 
by family physicians because of intrusive federal control. CLiA requirements have forced nearly 40 
percent of family physicians to stop doing the rapid strep test or else to send a collected specimen to 
an outside lab. The most intolerable aspect of CLIA is the hardship imposed on patients, especially the 
elderly, the disabled, and those living in urKlerserved or remote areas, who cannot travel to outside labs 
for testing ordered by their family doctor. When patients delay or cancel treatment because they 
cannot obtain simple lab tests in their own doctor's office, this is a clear sign that government micro- 
management of physician office labs must stop. 

The Academy is very appreciative for the introduction of HR 1388 by Rep. Bill Archer and for the co- 
sponsorship of Representatives Christensen. Johnson, and McCrary. HR 1386 exempts of eU physician 
office labs from CUA requirements except when performing pap ameers. We urge Cortgrett to pass it. 


Clinical Guidelines and Primary Care Research 
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Health plans and insurers are placing increasing emphasis on the clinical competencies of primary care 
physicians. Yet, our nation's health care cost and access problems can be traced directly to an over- 
emphasis on costly inpatient and subspecialty care and to the consequent geographic maldistribution of 
health care providers. Solving these problems will require a substantial investment in the primary care 
infrastructure. As noted above, part of the necessary investment will be workforce reform 
accomplished through a realignment of Medicare physician training incentives. However, equal 
attention must also be paid to the highly relevant but to date largely ignored area of primary care 
research. 

For the most part, the focus of medical education arvf research has been on the catastrophic or end- 
stage medical problems in referred ar>d hospitalited patients. As a result, the training of physicians arxl 
the research agenda have focused almost exclusively on inpatient evaluation and treatment ** despite 
the fact that over 95 percent of all medical conditions are evaluated and treated outside of hospitals. 
Although a defining feature of American medicirte, this base of knowledge in narrow subspecialty fields 
has frequently little or no relevance to the basic, entry-lavel concerns that afflict most people - the 
very corxfitions treated on a daily basis by the primary care specialties of family medicine, general 
internal medicine, arvl general pediatrics. If this trend continues unabated, the scarcity of primary care 
research will seriously undermine new strategies to train more generalist physicians arvJ emphasize 
cost'Saving preventive care in the evolving health care delivery system. 

Accordingly, a primary care research agenda is crucial. The Agency for Health Care Policy and 
Research established recently a Center for Primary Care Research within the agency. Such a center, if 
adequately financed, would provide new tools to family physicians and other generalists as they serve 
millions of ber>eficiaries each year. Much of primary care research focuses on the development and 
assessment of protocols of care that are intended to make the best use of this country's strained 
health care dollars. 

The Academy believes that Congress should support AHCPR and its new emphasis on primary eara 
ressarch, which is designed to better assist the primary care physician in diagnosis and treatment of 
the beneficiary population most commonly seen in the ambulatory care setting. Priority areas include; 

• Research on the diagnostic process in primary care settings, designed to assist the generalist 
physician to evaluate the myriad of presenting symptoms, differentiate self-limited diseases 
from those requiring ongoing or intensive treatment and initiate treatment. This line of research 
is intended to streamline the diagnostic process, increase accuracy, and reduce the use of 
expensive and potentially dangerous medical tests. 

• Research to improve the effectiveness of medical care as the physician, in collaboration with 
the patient, designs and implements effective treatment plans that reconcile the idiosyncrasies, 
preferences, and needs of the patients with the clirucal realities of the illness. 

• Research related to the development of clinical guidelines, including evaluations of the practical 
usefulness of clinical guidelines. 

• Research to improve access to health care and cost-effectiveness of care focusing on primary 
care training and experience and the role of frontline, primary care physicians. 

Telemedicine 

Appropriately designed telemedicine capabilities may have the potential to improve the quality, 
accessibility, and cost-effectiveness of health care services. By creating ready access to information 
(e.g., medical libraries, diagnostic test results, CME courses), telemedicine may reduce the time 
demarrds on practicirrg physicians, especially those in remote settings. By facilitating consultation, 
telemedicine may also assist clinical decision-making, decrease unnecessary referrals, improve patient 
retention arrd continuity of care, arxl help retain health care resources in underserved areas. 

The potential uses of telemedicine are vast, but more evaluation is needed to adequately assess the 
capabilities, costs and reimbursement policies that should appropriately follow. While the clinical and 
professional applications of computer bulletin boards* centralized data bases, image transmission, and 
videoconferencing technology have stimulated considerable lay interest, they have not been 
systematically evaluated in the context of medical practice. Above all, the history of the evolution of 
modern health care technologies makes it clear that ti)e development of telemedicine systems nxjst be 
driven by the needs of rural physicians arxl their patients, rather than by the technology itself. 

Numerous and significant issues which will determine the eventual contribution of telemedicine to 
patient care have yet to be addressed. Issues of concern to the Academy include the development of 
standards of quality arxl appropriateness of services across a range of practice and clinical 
circumstances; the use of non-physician providers in telemedicine consultations; issues of privacy arxl 
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medical records management; liability; credantialing, interstate licensure and practice; artd 
reimbursement policy. 

Reimbursement should be made for physician services tfiat are reasonable arwJ necessary, meaning that 
they are safe and effective, medically appropriate, arxl provided in accordance with accepted standards 
of medical practice. The means for delivering the service should not be a primary consideration; the 
critical test is whether the service is medically reasonable and necessary. However, reasonable 
requirements should be linked to telemedical service delivery, such as a request for the service by the 
patient's attending physician, the needed medical judgment of a consultant physician, and a 
requirement that the telemedical consultation be included in a patient's written medical record. 

Conclusion 

The stakes are extremely high as this Committee ur>deftakes the important task of reforming the 
Medicare program. At the er>d of this legislative session, Congress must be able to assure okter 
Americans that their access to comprehensive, cost-effective health care services has not been 
compromised and that the Medicare program has a fiscally viable future. Although reconciling deficit 
reduction with berMfioary access to high quality care may team contradictory on its face, this is not 
necessarily so. Reforming the Medicare program to taka full advantage of a ravitalizad primary care 
infrastructure will achieve both goals. Irxleed, support for primary care puts the Medicare program in a 
position to interface effectively with the marketplace as it shifts to integrated systems of care. 
Moreover, improvements in the fee schedule that narrow the gap between reimbursement levels for 
primary care ar>d other families of services would ensure access to the very type of service on which 
managed care is built. 

As. you work to craft a reformed Medicare program, please do not hesitate to call upon the American 
Academy of Family Physicians. Family physiciarts are eager to work with you on this challenging 
urtdertaking. 

Thank you for this opportunity to speak with you abtHit the Medicare program. At this time, t would be 
happy to answer your questions. 
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The Ambulance Dawn in the Valley 

"Twas a dangerous cl^, as they franJdy confessed, 
though to walk near its crest was so pleasant 
But aver its terrible edge there had slipped 
a duke and Jullmarya peasant 

So the people said something would have to be done, 
but their projects not at all tally 

Some said “Put a fence 'round the edge the cBff' 

Some, "Put an ambulance dawn in the -valley". 

Well, the ay for the ambulance carried the day, 
for it spread through the nei^boring dty. 

A fence may he -useful or not so they say, 
but each heart became brimful qf pity. 

For those who had slipped aver the dangerous cbjf 
and dwellers on hi^tway and alley 
Gave pounds and pence, not to put up a fence, 
but an ambulance dawn in the valley. 

“For the cliff is all ri^tt f you're careful", they said 
"and even if folks sVp and are drof^ring. 

It isn't the slip that hurts them so much 
as the shockdawn below when they're stopping* 
So day after day, as those ndshcps occurred 
quick forth would the rescuers salty 
To pick tq> the -victims who fell off the cBff 
with their ambulance down in the valley. 

Then an old sage remarked "Tis a marvel to me 
that people give for more attention 
To repairing results than to stopping the cause, 
when they’d much better aim at prevention. 

Let us stop at the source all this mischiff, "ariedhe 
"Come neighbors and friends, let us rally. 

If the cliff' we -would fence, -we could almost tSspetae 
with the ambulance down in the valley. * 

"Oh, he's a fanatic, " the other rejoined 
"Dispense -with ambulance? Fever! 

He'd dispense with all charity, too, if he could 
No! No! We'U support them forever. 

Aren't we picking up people as fast as they fitH? 
shall this man dictate to us — shall he? 

Why should people with sense stop to put up a fence 
while an ambulance waits in the -valley?" 


Author Unknown 
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Mr. Johnson. Thank you, sir. 

Mr. Plitt, would you go ahead with your testimony and we will 
question the whole panel at the end. 

STATEMENT OF KENNETH C. PLITT, CERTIFIED REGISTERED 

NURSE ANESTHETIST, MILL CREEK, WASHINGTON; ON 

BEHALF OF AMERICAN ASSOCIATION OF NURSE ANES- 
THETISTS 

Mr. Plitt. Thank you, Mr. Chairman and Members of the Sub- 
committee. My name is Ken Plitt, and I am a certified registered 
nurse anesthetist or CRNA from Mill Creek, Washington. I am 
pleased to be testifying today on behalf of AANA, the American As- 
sociation of Nurse Anesthetists. 

The AANA is the professional association that represents 26,000 
practicing CRNAs, comprising more than 96 percent of the nurse 
anesthetists in the United States. Today, CRNAs administer more 
than 65 percent of the anesthetics given to patients each year in 
the United States and are the sole anesthesia providers in 85 per- 
cent of rural hospitals, affording these medical facilities obstetrical, 
surgical, and trauma stabilization capabilities. 

We work in every setting in which anesthesia is delivered, pro- 
viding services for all types of surgical procedures from the sim- 
plest to the most complex. 

ANNA is suggesting two items relating to part B reimbursement 
reform. The first is deference to State law on the issues of super- 
vision of CRNAs. The current Medicare hospital and ambulatory 
surgical center conditions of participation for anesthesia services 
restricts CRNA practice by requiring physician supervision of 
CRNAs. This Federal regulation exists despite the fact that many 
State laws allow nurse anesthetists to practice without such super- 
vision. 

In fact, 29 States have no supervision or direction requirement 
concerning nurse anesthetists in nurse practice acts, board of nurs- 
ing rules and regulations, medical practice acts, or their generic 
equivalent. 

The current regulations are problematic for the following rea- 
sons. First, some surgeons have been dissuaded from working with 
nurse anesthetists believing that they may be subjecting them- 
selves to liability for supervising the CRNA. Whether or not a sur- 
geon will be held liable when working with a CRNA depends on the 
facts of the case, not on the particular license of the anesthesia pro- 
vider. 

Second, surgeons have no affirmative obligation to direct or con- 
trol the anesthetic process, despite the existing Federal require- 
ment to supervise. .Amd, in fact, are entitled to rely upon nurse an- 
esthetists as the anesthesia experts. 

Finally, the Federal supervision requirement has an anticompeti- 
tive effect since it acts as a possible disincentive for CRNAs to be 
utilized. This is clearly a matter that should be left to the States, 
and the language we are suggesting merely states that Congress 
should refer to State law. 

We would also like to discuss the matter of equity in reimburse- 
ment for two anesthesia providers working on a single case. The 
current Medicare regulation states that if a CRNA and an anesthe- 
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siologist work together on one case and the involvement of both 
providers is not required as a matter of medical necessity, the an- 
esthesiologist may bill the case as if he or she personally performed 
it and receive 100 percent of the payment. 

In practice, this means that unless the CRNA is an employee of 
the anesthesiologist not only does CRNA lose, but so does the hos- 
pital which often is the CRNA’s employer, thereby serving as a dis- 
incentive for hospitals to employ nurse anesthetists. 

These regulations should be changed to reflect that both the 
CRNA and anesthesiologist have participated in the case and, 
therefore, each provider should receive one-half of the Medicare 
payment. We believe that what we are requesting in this matter 
is budget neutral. 

The last item on which we would like to comment deals with 
standards for managed care. Knowing of your intention to reform 
Medicare and perhaps allow some Medicare recipients to move into 
managed care plans, you may wish to consider some basic reforms. 

Many managed care plans arbitrarily eliminate entire classes of 
health professionals solely based on the type of license or certifi- 
cation they hold. This is particularly the case in managed care 
plans where various types of non-M.D. health professionals, such 
as CRNAs, are unable to compete to provide the same or similar 
care as MDs. 

Decisions to include practitioners in a managed care network 
should be based on evidence of cost effectiveness, quality, and 
availability of health professionals. We recognize the v^ue of man- 
aged care as a means of controlling costs, while providing necessary 
care and believe what we are suggesting on these issues is neither 
antimanaged care nor any willing provider type legislation. 

During the last Congress our association, along with other non- 
physician provider groups, worked with representatives in the 
managed care industry to negotiate a compromise approach to pre- 
vent arbitrary discrimination against health professionals based 
solely on their license or certification. 

The antidiscrimination language we are suggesting was sup- 
ported by non-M.D. health professionals and managed care organi- 
zations in 1994 and was included in many of the major health care 
reform bills last year. 

I would like to thank you for the opportunity to testify and I look 
forward to responding to your questions. 

[The prepared statement follows:] 
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TESTIMONY OF KENNETH C. PLITT, CRNA 
AMERICAN ASSOCIATION OF NURSE ANESTHETISTS 

Chairman Thomas, members of the Subcommittee, good morning, my name is Ken Plitt and I am 
a Certified Registered Nurse Anesthetist (CRNA) in Mill Creek, Washington. I am pleased to be 
testifying today on behalf of the American Association of Nurse Anesthetists (AANA). 

BACKGROUND INFORMATION ABOUT AANA AND CRNAs 

Before discussing our proposals for reform, 1 would like to provide some information about our 
association and the CRNAs it represents. The AANA is the professional association that 
represents over 26,000 practicing CRNAs, the AANA is comprised of more than 96 percent of 
the nurse anesthetists in the U S. 

Founded in 1 93 1 , the American Association of Nurse Anesthetists (AANA) is the professional 
association representing CRNAs nationwide. The AANA has produced educational and practice 
standards, implemented a certification process for nurse anesthetists in 1 945, and developed an 
accreditation program for nurse anesthesia education in 1952. The AANA was a leader in 
forming multidisciplinary councils with public representation in order to fiilfill the profession's 
autonomous credentialing functions The AANA, as a professional association, or through its 
credentialing councils continues to update educational and practice standards, position statements, 
guidelines, and its accreditation, certification, and recertification processes The credentialing 
processes are broadly recognized by appropriate public and private agencies. 

Today, CRNAs administer more than 65 percent of the anesthetics given to patients each year in 
the U S CRNAs provide anesthesia for all types of surgical cases. CRNAs are the sole 
anesthesia providers in 85 percent of rural hospitals, affording these medical facilities obstetrical, 
surgical, and trauma stabilization capabilities. They work in every setting in which anesthesia is 
delivered, including hospital surgical suites and obstetrical delivery rooms; ambulatory surgical 
centers; and the offices of dentists, podiatrists and plastic surgeons. 

CRNAs are professional registered nurses, independently licensed to practice nursing within 
the scope of the nurse practice acts and other state laws and regulations in each of the 50 states. 
The practice of anesthesia is a recognized specialty within both the nursing and medical 
professions CRNAs administer anesthesia and anesthesia-related care in four general categories: 
(1) preanesthetic preparation and evaluation; (2) anesthesia induction, maintenance and 
emergence; (3) postanesthesia care; and (4) peri-anesthetic and clinical support functions, such 
as resuscitation services, acute and chronic pain management, respiratory care, and the 
establishment of arterial lines. 


CRNAs adnunister anesthesia for all types of surgical procedures, from the simplest to the most 
complex, and as a profession, continue to compile an enviable safety record. Based upon a 1988 
study by the Center for Health Economics Research, nurse anesthetists were regularly involved in 
the same decisiorunaking processes related to anesthesia as were physician providers. 

History of Nurse Anesthetists 

Nurses were the first professional group to provide anesthesia services in the U.S. Established in 
the late 1800s as the first clinical nursing specialty, nurse anesthesia developed in response to the 
growing need surgeons had for specially trained anesthetists. 
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anesthesia services at home and abroad. Nurse anesthetists also taught the provision of anesthesia 
services to physicians and nurses from allied countries when serving with them. Many nurse 
anesthetists received foreign decorations for th»r contributions during World War I. While there 
were some physicians who had devoted their practices to anesthesia, and made significant 
contributions to the war elforts, the formalization of physician education in the field of anesthesia 
did not become prevalent until after World War 11. Only seven anesthesiology residencies for 
physicians, of at least one year of specialty training, were in existence at the outbreak of World 
Warn. 

Nurse anesthetists have been the principal anesthesia provider in combat areas in every war the 
United States has been engaged in since World War I. CRNAs have received medals and 
accolades for their dedication, commitment, and competence. In World War U, there were 17 
nurse anesthetists to every one physician anesthetist (anesthesiologist). In Vietruun, the ratio of 
CRNAs to anesthesiologists was approximately 3:1. During the Panama strike, only CRNAs 
were sent with the fighting forces. Several nurse anesthetists have suffered combat wounds 
during war time service, and two were killed in Vietnam (their names are engraved on the 
Vietnam Memorial Wall in Washington, D C.). 

Nurse anesthetists have been pioneers in anesthesia for specialty surgery, particularly related to 
lung and heart surgery. They were involved in the development of anesthesia equipment for 
utilizing certain anesthesia techniques. 

CRNAs were the first specialty nursing group to receive direct Medicare Part B reimbursement 
under the Omnibus Budget Reconciliation Act of 1986. 

Education of CRNAs 

There are currently 91 accredited nurse anesthesia education programs in the U.S., 83 ( 93 %) of 
which offer a master's degree The remaining programs are modifying their curricula to 
meet the requirement for all programs to offer master's degrees beginning in 1998. In addition, 
seleaed nurse anesthesia education programs are offering master's degrees and clinical nursing 
doctorate options for CRNAs pursuing graduate preparation. Other programs are considering the 
clinical doctorate at the entry level. 

Requirements for admission to a nurse anesthesia program: 

- A Bachelor of Science in Nursing (BSN) or other appropriate baccalaureate degree; 

- A license as a registered nurse; 

- A minimum of one year of critical care nursing experience. 

Once a nurse is admittixl to the program, nurse anesthesia education programs comprise 24-36 
months of graduate work including both classroom and clinical experiences. The classroom 
curriculum emphasizes anatomy, physiology, pathophysiology, biochemistry, chemistry, physics 
and pharmacology as they relate to anesthesia. The primary clinical component provides 
experience with a variety of anesthesia techniques and procedures for all types of surgery and 
obstetrics. 

The most substantial difference between CRNAs and anesthesiologists is that prior to anesthesia 
education, anesthesiologists receive medical education while CRNAs receive nursing education. 
However, the anesthesia part of the education is very similar for both providers. CRNAs and 
anesthesiologists are both educated to use the same anesthesia process in the provision of 
anesthesia and related services. 

AANA MEDICARE REFORM PROPOSALS 

Medicare Reimbursement Reform 

AANA is suggesting two items for Part B reimbursement reform. Barriers currently exist that 
restrict the practice of CRNAs, leading to unnecessary increases in the cost of anesthesia in 
particular and overall health care costs in general. These barrien also limit many patients' access 
to quality health care services. CRNAs are an essential component of the health care solution 
because they provide access to high quality, cost-effective anesthesia services. 
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Defer to State Law on Supervision of CRNAs 

The current Medicare hospital condition of participation for anesthesia services and the Medicare 
ambulatory surgical center condition of participation for coverage for surgical services restrict 
CRNA practice by requiring physician supervision of CRNAs. The requirements for physician 
supervision of CRNAs in these regulations should be eliminated and replaced with language 
requiring that CRNAs practice in accordance with state law. 

Under the Health Care Financing Administration's (HCFA’s) Medicare conditions of participation 
for anesthesia services and ambulatory center conditions for coverage for surgical services, the 
current regulabons state that a hospital or ASC, which furnishes anesthesia services may only 
permit anesthesia to be administered by a “qualified anesthesiolo^st, a doctor of medicine or 
osteopathy, a dentist, oral surgeon, or podiatrist who is qualified to administer anesthesia under 
state law, a certified registered nurse anesthetist who is under the sunervision of the operating 
practitioner or of an anesthesiologist who is immediately available if needed (emphasis added) or 
by an anesthesiologist's assistant who is under the supervision of an anesthesiologist who is 
immediately available if needed." (As adopted, 51 F.R. 22010 (June 17, 1986, effective 
September 15, 1986) and amended at 57 F R. 33878 (July 31, 1992, effective August 31, 1992)). 

Medicare regulations require physician supervision of CRNAs as a condition for hospitals or 
ASCs to receive Medicare payment, despite many state laws allowing nurse anesthetists to 
practice without such supervision. In fact, 29 states have no such supervision or direction 
requirement concerning nurse anesthetists in nurse practice acts, board of nursing 
rules/regulations, medical practice acts, or their generic equivalents. No state nurse practice act 
or board of nursing regulation requires nurse anesthetists to be supervised by an anesthesiologist. 
In addition, the Joint Coirunission on Accreditation of Healthcare Organizations (JCAHO) does 
not require that CRNAs be supervised by an anesthesiologist. 

The federal government should not require physician supervision when so many states have 
determined that such a requirement is unnecessary. 

The federal supervision requirement aeates several problems for CRNAs, First, some surgeons 

have been dissuaded from working with CRNAs, believing they may be subjecting 

themselves to liability for "supervising" the CRNA, The principles governing liability of a surgeon 

when working with a CRNA are the same as those governing the liability of a surgeon when 

working with an anesthesiologist. Whether or not a surgeon will be held liable when working 

with a CRNA depends on the facts of the case, not on the particular license of the anesthesia 

provider, 

St. Paul Fire and Marine Insurance Company has been the underwriter for the AANA's 
Professional Liability Insurance Program for more than ten years. St. Paul, the largest medical 
malpractice underwriter in the U.S., bases their yearly professional insurance premium for CRNAs 
on previous claim losses For the period 1990-95, there has been an average annual decrease of 
6.8% in CRNA professional liability insurance premiums due to decreased claims. 

Second, the federal supervision requirement creates an inaccurate perception among some 
surgeons that they have an obligation to direct or control the substantive course of the anesthetic 
process. In fact, surgeons have no affrrmative obligation to direct or control the anesthetic 
process, despite the existing federal requirement to "supervise." Surgeons are entitled to rely upon 
nurse anesthetists as anesthesia experts. The federal supervision requirement, however, 
sometimes creates uimecessary confusion in this regard. 

Finally, the federal supervision requirement has an anticompetitive effect since it acts as a possible 
disincentive for CRNAs to be utilized. This is clearly a matter which should be left to the states 
and the language we are suggesting merely states that Congress defer to the states. 

The Health Care Financing Administration (HCFA) began to look at this issue in October, 1994 
when it released a draft regulation about hospital conditions of participauon which eliminated the 
current requirement that CRNAs be supervised by a physician and defers to state law instead. It 
is our understanding that the issue may be addressed in a proposed rule which may be issued in 
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December, \ 99S; however, given the fact that this problem has been pending for several years and 
it is unclear whether HCFA's proposed rule will mirror its draft regulation, we are requesting that 
Congress include this reform in its Medicare reforms this year. 

Equity in Reimbursement for Two Anesthesia Providers Working on a Joint Case 

The current Medicare regulation on payment for the services of CRNAs states that if a CRNA and 
anesthesiologist work together on one case, the anesthesiologist may bill the case as if he/she 
personally performed it and receive 100 percent of the Medicare payment. Currently, payment 
may be made for the nurse anesthetist service only if documentation is submitted to and approved 
by the carrier showing it is medically necessary for the nurse anesthetist to be involved in the 
procedure. Due to the stringent "medical necessity" criteria used by many carriers, no Medicare 
payment is typically made to the CRNA involved in such a case, even if the CRNA was the 
provider actually administering the anesthesia to the patient. 

In practice, this means that if the CRNA is working jointly on a case with an anesthesiologist and 
medical necessity cannot be adequately proven to the carrier — not only the CRNA loses, but so 
does the hospital which often employs the CRNA. This serves as a disincentive to hospitals to 
employ CRNAs who cannot balance bill, earn less than anesthesiologists, can be educated at less 
cost than anesthesiologists, and therefore may be better suited to a managed care environment in 
the long run. 

This regulation should be changed to reflect that both the CRNA and anesthesiologist have 
participated in the case and, therefore, each provider should receive half of the Medicare payment. 
Specifically, the Medicare payment to the nurse anesthetist should be one-half of 100 percent of 
the fee schedule amount otherwise applicable if the anesthesia service was personally performed 
by the anesthesiologist alone and the Medicare payment to the anesthesiologist should be one-half 
of 1 00 percent of the fee schedule amount otherwise applicable if the anesthesia service was 
personally performed by the anesthesiologist alone. 

What we are requesting is budget neutral. We are simply suggesting that if CRNAs arc working 
jointly on a single case with anesthesiologists. CRNAs — or the hospital which employs the 
CRNA (if employed by a hospital) - should be paid half of the fee. This will give hospitals added 
flexibility. 


Standards for Managed Care 

Finally, we suggest that in concert with this Committee's intention to reform the Medicare 
program, especially the possibility of creating more options for beneficiaries under managed care 
or within the context of incremental health care reform, Congress should consider some basic 
standards of fair play concerning managed care plans and providers generally. 

Revising our health care delivery system to ensure consumer health care needs are met requires 
guaranteeing a level playing field for all health care professionals. Legislation that prohibits 
providers from arbitrarily excluding qualified health professionals and provides assurances of 
consumer choice, access, and quality is fundamental to the success of incremental reform of our 
health care deliveiy system. 

Managed care is not coming. It is already here. Enrollment continues to grow at a rapid rate. 
While the emphasis of managed care organizations has been in the areas of cost containment, 
significant problems have arisen regarding restriction of consumer choice of provider and 
compromised quality of care delivered. But before we go down the managed care road any 
further, it is important for Congress to consider a few basic standards designed to ensure that 
employees or consumers have access to lugh quality health care providers. 

Nondiscrimination of health care professionals in managed care plans 

Many managed care plans arbitrarily eliminate entire classes of health professionals solely based 
on the type of license or certification they hold. This is particularly the case in managed care 
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plans where various types of non-MD health profesrionals such as CRNAs, are unable to compete 
to provide the same or similar care as MDs. Decisions to include health professionals in a 
managed care network should be based on evidence of cost effective, quality care, and availability 
of health professionals. Legislation is needed to prohibit health plans from excluding health 
professionals based on their license or certification. Additionally, legislation must require that 
health plans have a sufficient number and variety of health professionals to ensure consumer 
access to a full range of necessary health care services. This is particularly important in rural and 
underserved areas where the ratio of patients to physicians is often dangerously high. 

CRNAs are generally quite willing to work with health plans as price-conscious providers. 
Unfoitunately, all too often such cost savings are eliminated when there are requirements that 
CRNAs and other non-MDs work through physician 'middle-men” employers or contractors who 
extract such savings themselves rather than passing it on to consumers. Plan credentialing and 
facility privileging barriers significantly contribute to this process because provider recognition is 
traditionally biased toward such 'middle-men.' 

As a CRNA, I know of numerous occasions where the health plan refiises to even entertain the 
inclusion of nurse anesthetists in its plan, because the medical director is MD-oriented. This is not 
only true for CRNAs but for tens if not hundreds of thousands of other non-physician providers. 
This inhibits competition and may in fact keep some provider reimbursement rates artificially 
higher than they ought to be 

CRNAs are the sole anesthesia providers in 8S percent of rural hospitals, allowing these medical 
facilities to provide obstetrical, surgical, and trauma stabilization services which otherwise would 
not be provided. Delay of needed surgical and other health services has an impact on health 
outcomes and increases total health care costs. In the absence of anesthesia capabilities for rural 
hospitals, many patients would be forced to travel great distances in order to receive surgical 
services. 

Inability of these essential providers to contract with health plans often forces the CRNA to bill 
the patient directly as an out-of-network provider, leading to hard feelings between the hospital, 
surgeon or obstetrician, anesthetist, insurer and enrollee. This is in spite of the fact that in most 
cases the CRNA is willing to enter into good fiuth contract negotiations with the plan. 

Health plan policies have enormous implications for plan enrollees and the health professionals 
who care for them. These policies should be based on patient needs and not merely plan 
profitability. Well publicized standards for utilization review practices, denial of care, and the 
selection and elimination of health professionals in health plan networks must be evident and made 
available to plan enrollees and health professionals. 

What we are suggesting on these issues is not 'anti-managed care' legislation. We recognize the 
value of managed care as a means of controlling costs while providing necessary care. During the 
last Congress, our association along with other non-physician provider groups worked with 
representatives of the managed care industry to negotiate a compromise approach to preventing 
arbitrary discrimination against health professionals based solely on their license or certification. 
This approach, supported by non-MD health professionals and managed care organizations, was 
included in many of the major health care reform bills. 

Congress ought to take a cue ftom the states on this issue. If the states have recognized the value 
of various non-MD health professionals to provide quality care by virtue of their licensure and 
scope of practice, then doesn't it make sense that managed care plans ought to come to the same 
conclusion? No health professional should be excluded firom a plan solefy on the basis of the type 
of licensure or certification he or she possesses, so tong as he or she is qualified to perform those 
services designated by the states. 

What we are suggesting is not "any willing provider" language. It does not require a health plan 
to enter into a contract with every individual practitioner, but rather would require the plan to 
have representatives of a variety of health professions in its network. Health plans would 
maintain the discretion to contract selectively on the basis of an individual he^th professional's 
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reputation, professional qualifications, or other appropriate fitctors while being prevented irom 
refusing to contract with entire health professions who are otherwise licensed by the state. 

Furthermore, the basic provisions we suggest will not prevent health plans from rtuuuging costs. 
If a plan already includes a sufficient number and type of a health professional (geographic 
saturation) the plan may then exclude any additional applicants. 


Although historically, martaged care utilized some types of non-MD health professionals, many 
non-MDs are now being excluded fi'om the managed care networks based on the type of license 
or certification that they hold. This is especially true for health plans that have a 'MD-only' 
policy, or requires MD supervision of services that non-MDs can provide independently based on 
their education and training. Because of these discrimiruitory policies, non-MDs are many times 
not permitted to affiliate with health plans or enter into contract negotiations despite lower costs 
and availability. 

Health Plan Capacity Requirement 

A health plan should have the appropriate capacity to provide adequate services in a practitioner's 
area. Health plans should be required to ofifer a range of health professionals, specialties and 
practice settings provides assurances that health plans can accommodate the access and specialty 
needs of consumers throughout the entire designated service area, and that consumers will 
maintain the freedom to choose between two or more types of health professionals who are 
credentialed to provide the same service in alternative practice settings, or that hospitals might 
have more flexibility in choosing with whom they decide to contract. 

Non-MD health professionals are particularly important in meeting the accessibility needs of 
consumers in rural and underserved areas. In many situations, these are often the only qualified 
health professionals available to provide care. 


Finally, we suggest that if a health care plan denies a claim or permission for a consumer to 
receive care, it's only fair that the plan offers an explanation. In addition, if the plan decides to 
eliminate the employee's health care provider from the network, that too deserves an explanation - 
- both to the individual as well as the health care professional. Full disclosure is only &ir, 
especially to those who are paying the bills — employers and their employees. 

Thank you for the opportunity to testify. I look forward to responding to your questions. 
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Mr. Johnson. Thank you, sir, we appreciate your testimony. 

Dr. Gee, would you please proceed. 1 am saving the best for last 
from Houston, you know. 

STATEMENT OF WILLIAM F. GEE, M.D., VICE CHAIRMAN, 

HEALTH POLICY COUNCIL, AMERICAN UROLOGICAL 

ASSOCIATION 

Dr. Gee. Thank you, Mr. Chairman. 

Mr. Chairman, and Members of the Subcommittee, I am William 
F. Gee, M.D., a practicing urologist from Lexington, Kentucky, and 
vice chairman of the Health Policy Council of AUA, the American 
Urological Association. 

I am pleased to have the opportunity to present the views of 
AUA’s more than 8,500 members on the restructuring of the Medi- 
care Program and other budget reconciliation issues. 

I will now summarize our longer statement and submit it for the 
record. 

AUA acknowledges the need to assure the financial viability of 
Medicare for the current beneficiaries and future generations who 
will depend upon the program for their health insurance. We ac- 
cept the need to revamp the Medicare Program to incorporate the 
best experience of the private sector, particularly those ideas that 
have been proven to be cost effective, while maintaining a high 
level of quality medical services. 

AUA is prepared to work with Congress to find ways to resolve 
the program’s financial problems, while continuing to meet the Na- 
tion’s commitment to the health care of its senior citizens. As you 
move to expand beneficiary choice of health plans, and simulta- 
neously increase sensitivity to the cost of medical care, we urge you 
to embrace the following elements in a new program design. 

One, maintain the beneficiary’s right to choose their own physi- 
cians and assure them that their needs for specialized medical 
services will not be denied. Congress should assure that bene- 
ficiaries have an affordable system that provides freedom of choice 
of provider, in addition to allowing the choice of health plan bene- 
fit. Individuals who have entered managed care networks should 
retain the ability to opt out when necessary. 

Two, Congress should correct the flaws in the current Medicare 
payment system and encourage the provision of medical care in the 
most appropriate setting by eliminating the financial incentives to 
provide services in the most expensive institutional locations. Prop- 
er recognition of physician practice expenses for surgical and diag- 
nostic procedures will encourage them to use more cost-effective 
outpatient and office-based settings. 

Three, in order to ensure an adequate supply of physicians to 
meet the future needs of Medicare beneficiaries, all players in the 
Medicare scene must contribute to the cost of graduate medical 
education. 

Four, Medicare’s current restrictions on the financial incentives 
that health plans can offer physicians should be carried forward 
into the new system and enhanced, if necessary. 

Five, health care providers should have the ability to bargain ef- 
fectively with managed care organizations. Physician-sponsored 



435 


health plans should have every opportunity to compete on an equal 
basis for Medicare’s business. 

Six, Medicare benefit structure should be the gold standard for 
evaluating other health plans that will be entering into the Medi- 
care market. In this regard, AUA recommends that Medicare cover 
the early detection of prostate cancer. Prostate cancer closely par- 
allels breast cancer in age of onset, incidence, and death rate. 

Seven, currently the fee schedule update is built on three volume 
performance standards. AUA sees no compelling evidence to aban- 
don this system. Separate targets and updates need not interfere 
with the achievement of budget targets. 

Eight, a new, more competitive Medicare Program should not be 
built around price alone, but must have a foundation of medical 
value. AUA is committed to the development of medical care guide- 
lines and research into the outcomes of treatment. The new Medi- 
care system must incorporate these standards and guidelines not 
only to reduce outlays for unnecessary services, but also to assure 
that cost pressures do not discourage provision of effective quality 
medical care. 

Nine, we seek your help in reducing some of the unnecessary 
costs that are imposed on the health care system in order to de- 
velop a more cost-effective Medicare Program. Congress should 
complete the work it began earlier this year on reform of the Na- 
tion’s tort system. 

Ten, in addition, the clinical laboratory improvement amend- 
ments of 1988 have imposed additional regulatory burdens and 
costs on physicians who provide laboratory services in their offices. 
There is scant evidence that this regulatory structure has made 
any difference in the quality of laboratory services. AUA strongly 
supports H.R. 1386, introduced by Chairman Archer, to eliminate 
these requirements. 

Eleven, limits on physicians self-referral can inhibit the ability of 
physicians to share expensive medical equipment or to organize 
their practices most efficiently to compete in new markets. These 
restrictions need to be revised. 

Mr. Chairman, this concludes my statement. I would be pleased 
to answer any questions you or Members of the Subcommittee may 
have. 

[The prepared statement follows:] 
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TESTIMONY OF WILLIAM F. GEE, M.D. 

AMERICAN UROLOGICAL ASSOCIATION, INC. 

Mr. Chairman and Members of the Subcommittee: I am William F. Gee, M.D., a practicing urologist 
from Lexington, Kentucky, and the Vice Chatnnao of the Health Policy Council of the American 
Urological Association (AUA). I am pleased to have the opportunity to present the views of AUA's more 
than 8,500 members on the restructuring of the Medicare program and other budget reconciliation issues. 

Many urological diseases and conditions, such as prostate cancer, benign prostatic hypertrophy and urinary 
incontinence, are most common among older men and women. Thus a substantial portion of many 
urological practices consists of men and women who are covered by the Medicare program. Many 
practices have a 60% Medicare caseload, and 80% is not unusual in sunbelt states and other retirement 
areas. The decisions this Subcommittee and Congress makes about the future of Medicare will 
significantly impact our members and their patients. 

Many analysts have determined that the solvency of the Medicare program, particularly the Part A trust 
fund, is at risk. AUA acknowledges the need to assure the financial viability of Medicare for current 
beneficiaries and future generations who will depend upon the program for their health insurance. 
Congress is currently considering proposals that vrould ofTer beneficiaries a broader choice of health 
insurance plans, with a significant increase in the availability of managed care programs. AUA agrees 
that the financial solvency of the program cannot be assured unless beneficiaries and providers become 
far more sensitive to the costs of health care than they are today. We accept the need to revamp the 
Medicare program to incorporate the best experience of the private sector, particularly those ideas that 
have been proven to be cost effective while maintaining a high level of quality medical services. 

Choice of health plan, including fee for service, managed care and medical savings accounts, could 
dramatically change the behavior of beneficiaries and providers of health services and help manage 
Medicare's rate of growth at more prudent levels. 

Congress has adopted a course of deficit reduction that is expected to lead to a balanced budget. AUA 
hopes that such fiscal prudence will benefit ail citi 2 »ns. As a major entitlement program, Medicare will 
have to play a leading role in the effort to balance tiie budget. AUA believes that the present program 
structure is not consistent with the fiscal goals that have been endorsed. Unless there is a substantial 
reorganization of the Medicare program. Congress will not be able to meet its goals of financial restraint 
and medical service quality. AUA is prepared to work with Congress to find ways to resolve the 
program's financial problems while continuing to meet the nation's commitment to the health care of its 
senior citizens. 

For thirty years Medicare has helped senior citizens and disabled Americans receive outstanding medical 
services with dignity and compassion. Yet it is increasingly clear that the structures of health care 
financing and delivery that made sense in 1965 are no longer working as well as they once did. As 
Congress revises Medicare, AUA urges that the best attributes of the system be retained, so that the 
dignity and compassion that have exemplified the system are maintained. 

As you move to expand beneticiary choice of health plans, and simultaneously increase their sensitivity 
to the costs of medical care, we urge you to embrace the following elements in the new program design. 

1 . Maintain the beneficiaries' right to choose their own physicians and assure them that their needs for 
specialized medical services will not be denied. AUA is proud to be an active member of the Patient 
Access to Specialty Care Coalition which includes nearly 100 organizations that represent patients and 
their families, and the health professionals that serve their healthcare needs. This Coalition is committed 
10 maintaining choice of health care provider and access to medically needed, specialized health services 
in the rapidly changing health care environment. Congress should assure that beneficiaries have an 
affordable system that provides freedom of choice of provider. Individuals who have entered managed 
care networks should retain the ability to “opt our when necessary. This flexibility will protect 
beneficiaries from any possible failures of health plans to provide high quality, medically appropriate 
services on a timely basis. It can also help ease the transition from a completely open health care system 
to one that is more restrictive. 

2. Congress should correct the flaws in the current Medicare payment system and encourage the provision 
of medical care in the most appropriate setting by eliminating some of the financial incentives to provide 
services in the most expensive institutional locations. For example. Medicare is now reviewing the way 
that physician practice costs are paid. There are many services in urology that are not adequately 
reimbursed for the costs of the supplies used. For example “ cystoscopy is a procedure which entails 
introducing a telescopic type of instrument with fiber optic illumination into the urinary bladder for 
diagnostic purposes. It is most often performed in the urologist's office and is one of the most common 
procedures in urology. Every cystoscopy requires a surgical tray of supplies costing approximately S44, 
plus other indirect costs not recognized in the curmit payment scheme. If the practice costs of this and 
other procedures are properly recognized in the new system, then physicians will have incentives to 
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provide services in the office setting, which will be more cost effective. If the study is used to cut 
practice expenses for surgical and diagnostic procedures, then physicians will have incentives to move 
these services into the institutional setting, at a much higher cost. 

AU A is concerned that the current study of practice costs just initiated by HCFA is underfunded and will 
have an insufficient sample size to produce complete data. Cost restraints mean that the researchers will 
have to extrapolate data, for many services. As was learned in the development of the Medicare physician 
fee schedule work values, extrapolation is a very unsatisfactory substitute for research and data. 

Finally, the study relies on a closed panel process for developing direct cost information. There should 
be more input from the specialty societies than the current design allows. 

Congress should also reexamine the price limits and constraints that now exist and determine if they 
continue to be appropriate for a new Medicare system. For example, balance billing limits may have little 
relevance in a system of negotiated rates or capitated payments. 

Likewise, if the current Medicare fee schedule is to remain a part of the payment structure, then it needs 
many refinements. The current five year review of physician work values has been most fhistrating to 
AUA. The Medicare Part B Medical Directors were asked to review all codes to determine if values were 
too high or too low. Their initial list of overvalued procedures contained one third of all urological 
services. After consultation widi HCFA, AUA succeeded in reducing that list by more than two thirds. 
It was clear that the Medical Directors had not followed the rules used by everyone else who reviewed 
physician work values, nor did they understand the procedures they were reviewing, as evidenced by their 
comments and the criteria they used. 

AUA has now expended substantial resources to counter these uninformed allegations about the relative 
work of 43 urological procedures. HCFA’s process for updating the fee schedule has a number of flaws 
and Congress should correct these problems as it moves forward with its rewrite of Medicare, particularly 
if Congress sees a large role for the current fee schedule in the future. 

3. In order to assure an adequate supply of specialist physicians to meet the future medical needs of 
Medicare beneficiaries, all players in Medicare must contribute to the cost of graduate medical education. 
In order to meet the budget targets, it is clear thm graduate medical education (GME) fimding from 
Medicare will be part of the equation. AUA recommends that ail private and public health plans 
contribute to the cost of education and tertiary care in teaching hospitals. 

4. Keep the financial incentives of healtii plans and titeir gatekeepers consistent with the medical needs 
of Medicare's elderly and disabled population. Medicare's current restrictions on the financial Incentives 
(hat health plans can offer physicians should be carried forward into the new system and enhanced if 
necessary. 

5. Make sure that the playing field is level. Health care providers should have the ability to bargain with 
managed care organizations without fear of unfair antitrust Federal Trade Commission regulations. 
Physiciap sponsored plans should have every opportunity to compete on an equal basis for Medicare's 
business. 

In order to facilitate the creation of physician sponsored health plans and to encourage more cost effective 
medical practice by permitting physicians to share specialized and expensive equipment the current "Stark 
ir restrictions on self referral need to be revised. 

6. Use the Medicare benefit structure as the "gold standard" for evaluating other health plans that will 
be entering the Medicare market. If the federal government is the purchaser of plans and/or services on 
behalf of the elderly and disabled covered by Medicare, then there must be a clear standard to assure that 
the taxpayers' dollars and the benficiaries' contributions are well spent. In some cases, the benefit package 
needs to be updated to bring Medicare more into the mainstream of current medical care. Opening a 30 
year old benefit structure up to more competition will not solve the fiscal ills the program faces now and 
will face in the future. 

In this regard. AUA recommends that Medicare cover the early detection of prostate cancer. Over the next 
year, 200,000 new prostate cancers will be di^nosed, and over 40.000 men will die from this disease. 
Prostate cancer closely parallels breast anger in age of onset, incidence and death rate. Medicare covers 
the screening for breast and cervical cancer. Congress should act this year to add early detection of 
prostate cancer to the benefit package. 
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A recent Office of Technology Assessment (OTA) study concluded that prostate cancer screening could 
be just as cost effective as other screening tests covered by Medicare. Medicare coverage would help 
assure that financial barriers would not limit the avail^ility of prostate cancer screening. Coverage of 
screening would allow men to have the informaticm they need to determine what course of treatment they 
want and need at a stage in the disease when treatment options are still possible. 

7. In any new Medicare program. Congress must have a system for updating the payments to providers. 
Currently the fee schedule update is built on three volume performance standards— primary care, surgery 
and all other services. Since surgery has not exceeded its growth targets for several years, the differential 
in conversion factors has grown. The MVPS system works as designed. Physicians services with slow 
or no growth are rewarded and those with high growth are penalized. AUA sees no compelling evidence 
to abandon this system. Separate targets and updates need not interfere with the achievement of budget 
targets. However, if Congress does make a change dien we suggest that the relative positions be 
maintained and that a single update factor be adopt^. Surgery should not be penalized for growing at 
a rate below the targets. 

8. A new, more competitive Medicare program should not be built around price alone, but must have a 
foundation of medical value. AUA is committed to the development of medical care guidelines and 
research into the outcomes of treatment. Members of this Subcommittee were leaders in the federal 
government's efforts to stimulate this side of medical science. We believe you have succeeded in your 
efforts because the private sector, including AUA, has taken up the challenge of determining what works, 
and what doesn't in medical care. The new Medicare system must incorporate these standards and 
guidelines, not only to reduce outlays for unnecessary services that provide little or no benefit to patients, 
but also to assure that cost pressures do not discourage the provision of elective medical care. 

9. A new Medicare system will only succeed if providers of health services are given the opportunity to 
compete in the new environment and are able to flnd sufficient rewards to sustain a medical practice. We 
seek your help in reducing some of the unnecessary costs that are imposed on the health care system, 
particularly on physician practices. 

Congress must complete the woii it began earlier this year on the reform of the nation’s tort system. 
Medical tort reform must be part of the new equation if we are to end spiraling professional liability costs. 
The House version of tort reform contains many of the critical elements sought by the health care 
community and we urge its enactment into law. 

The Clinical Laboratory Improvement AmetKlments of 1988 have imposed additional regulatory burdens 
and costs on physicians who provide laboratory services in their offices. There is scant evidence that this 
regulatory structure has made any difference in the quality of there services. AUA supports H.R. 1398, 
introduced by Chairman Archer to eliminate these requirements. 

Mr. Chairman, the federal government must fulfill the nation's commitment to the health needs of our 
disabled and elderly citizens. AUA believes that many changes will be required to Medicare if we are 
to meet that challenge in the coming years. Given the opportunity, our members can continue to provide 
medically appropriate, cost effective services to their Medicare patients. We want to work with the 
Members of this Committee to craft a set of Medicare revisions that keep the patients' well being 
paramount while addressing the financial needs of the program. 

This concludes my statement. I would be pleased to answer any questions that you or the Members of 
the Subcommittee may have. 
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Mr. Johnson. Thank you, sir, we appreciate your testimony. 

Dr. Levin, did you bring this humid weather up here with you? 

Dr. Levin. Not intentionally, sir. 

Mr. Johnson. Well, go ahead with your testimony and thank you 
for being here. 

STATEMENT OF BERNARD LEVIN, M.D., VICE PRESIDENT, AND 

BETTY B. MARCUS CHAIR IN CANCER PREVENTION, M.D. 

ANDERSON CANCER CENTER, HOUSTON, TEXAS; ON BEHALF 

OF GASTROENTEROLOGY LEADERSHIP COUNCIL 

Dr. Levin. Thank you, Mr. Chairman and Members of the Sub- 
committee. My name is Bernard Levin, and I am vice president for 
cancer prevention at the University of Texas, M.D. Anderson Cen- 
ter in Houston, Texas. I am also professor of medicine at the Can- 
cer Center and practice as a gastroenterologist with an emphasis 
on colon cancer. 

I appreciate very much the opportunity to testify before the Sub- 
committee today on behalf of the Gastroenterology Leadership 
Council, a coalition of four organizations representing physicians 
specializing in gastrointestinal disorders. 

I am here to talk about a disease that will affect 138,000 Ameri- 
cans this year and kill 55,000 people in the United States. It is a 
disease that people do not like to talk about and it is preventable 
and curable when detected early. Colorectal cancer is the disease 
that I am referring to. 

People do not know much about colorectal cancer and are sur- 
prised to learn that it is the second deadliest cancer, killing more 
people than breast or prostate cancer. 

Many think that it is a disease that affects only men and not 
something that women need to worry about. In fact, this is a myth. 

Colorectal cancer strikes men and women in almost equal num- 
bers. In fact, about the same number of women, over age 65, die 
from colorectal cancer as they do from breast cancer. The high 
death rate is especially tragic when one realizes that with early de- 
tection colorectal cancer is one of the most preventable and curable 
cancers. Most colorectal cancers develop from benign polyps. Find- 
ing and removing these polyps reduces the risk of colorectal cancer 
by up to 90 percent. 

Detection and prevention strategies are well documented and 
highly effective. Leading scientific organizations, including the 
American Cancer Society and the American College of Physicians, 
recommend screening for normal risk individuals beginning at age 
50. The National Cancer Institute has recognized that screening for 
colorectal cancer reduces mortality. 

Just this year, two new reports by the U.S. Preventive Services 
Task Force and the Office of Technology Assessment highlight the 
importance of screening for this disease. In fact, the Office of Tech- 
nology Assessment report estimates colorectal cancer screening to 
be in the same range of cost effectiveness as mammography. 

And screening for this disease is provided to most Federal em- 
ployees through the Federal Employee Health Benefit Program. 
Unfortunately, Medicare does not now pay for these screening serv- 
ices and because of the lack of Medicare reimbursement many pri- 
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mary care physicians are reluctant to recommend tests that they 
know will not be covered by Medicare. 

Education about this preventable disease is key. And Medicare 
coverage of these screening services is critical in efforts needed to 
reduce the incidence and the mortality resulting from this cancer. 
Colorectal cancer is costly in both human and economic terms. Pa- 
tients often suffer through years of chemotherapy, radiation ther- 
apy, surgery, and hospitalization if the disease is not detected at 
an early stage. 

In my own practice, at M.D. Anderson Cancer Center, I am sad- 
dened by the number of patients who come to me at an advanced 
stage knowing that many of these illnesses could have been pre- 
vented with appropriate early detection. And I am constantly 
amazed at how few people know that they are at higher risk of this 
disease if a family member suffered from this illness. 

We are very supportive of H.R. 922 introduced by Congressman 
Cardin and cosponsored by a majority of Members of this Sub- 
committee which would provide Medicare coverage for these screen- 
ing services. 

We recognize that the Subcommittee is charged with achieving 
savings of $270 billion in Medicare costs. But as the Subcommittee 
looks to restructure Medicare, we believe it is appropriate and nec- 
essary to review Medicare’s current benefit package and to provide 
coverage for effective preventive services which save money and 
lives. Until Medicare begins to provide benefits that will encourage 
early detection and treatment, we stand little chance of effectively 
reducing the devastating impacts and fatality rates of our Nation’s 
number two killer, cancer. 

Mr. Chairman, Members of the Subcommittee, thank you for 
your attention and this opportunity to address the Subcommittee. 

[The prepared statement follows;] 
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TESTIMONY OF BERNARD LEVIN, M.D. 
GASTROENTEROLOGY LEADERSHIP COUNCIL 

Mr. Cbaiiman and Members of the Committee, I am Dr. Bernard Levin, Vice President and 
Betty B. Marcus Chair in Cancer Prevention at the M.D. Anderson Cancer Center in Houston. 
Texas. 1 appreciate the opportunity to testify before the Committee today on behalf of the 
Gastroenterology Leadership Council (GLC). 

The GLC is a working coalition of scientific and professional organizations in the field of 
digestive diseases. It is composed of the American Association for the Study of Liver Diseases 
(AASLD), the American College of Gastroenterology (ACG), the American Gastroenterological 
Association (AGA), and the American Society for Gastrointestinal Endoscopy (ASGE). 
Collectively, the GLC represents nearly 10,000 physicians nationwide specializing in 
gastrointestinal diseases. 

The GLC urges the Committee to provide Medicare coverage of colorectal cancer screening 
services. We recognize that there is an added cost to Medicare for these screening services, and 
this request appears to tun counter to the Committee's goal of achieving S270 billion in 
Medicare savings. However, early detection and prevention of colorectal cancer yields savings 
in terms of both additional healthy years of life and health care costs. We believe that as the 
Committee considers ways to restructure the Medicare program, it is important to review current 
Medicare benefits and to provide coverage for effective preventive services which save money 
and lives. 


Colorectal Cancer Screening 


Medicare coverage for preventive services currently includes screening for cervical and breast 
cancer, pneumococcal vaccines and hepatitis B vaccines. Colorectal cancer screening benefits 
are not now provided under Medicare. Yet, colorectal cancer is the second deadliest cancer 
in this country In both men and women - killing more people than either breast or prostate 
cancers. Moreover, it is one of the most preventable types of cancer. 

About 140,000 new cases of colorecul cancer will be diagnosed and about S5.300 people will 
die from the disease in 1995. The disease is most common in people over 50. 

Many people believe colorectal cancer is a man’s disease. This is a myth. Colorectal cancer 
strikes men and women in almost equal numbers. In fact, about the same number of women 
over age 65 die from colorectal cancer as from breast cancer. 

The high death rate from colorectal cancer is especially tragic when one realizes that it is one 
of the most preventable types of cancers and curable when delected early. Most colorectal 
cancers develop from benign polyps. Finding and removing these polyps reduces the risk of 
colorectal cancer by 90 percent. The stark reality is that too many of these cancers go 
undetected until they are past the curable suge. 

Detection and prevention strategies are well documented and highly effective. Leading scientific 
organizations, including the American Cancer Society, the National Cancer Institute, and the 
American College of Physicians, recommend screening for normal risk individuals beginning at 
age 50. 

Just this year, two new reports demonstrate the effectiveness of this preventive service. The 
nation’s leading expert panel on prevention — the U.S. Preventive Services Task Force — will 
be issuing its updated recommendations for preventive services in September 1995. This report 
is expected to recommend screening for colorectal cancer beginning at age 50. In addition, an 
April 1995 study done by the Office of Technology Assessment shows colorecul screening to 
be cost-effective. 

This preventive service is already provided to most Federal employees. Every m^or Federal 
employee health care plan recognizes the effectiveness of colorectal cancer screening services 
and provides coverage for these services. 
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The GLC specifically recommends Medicare coverage of 3 screening tests: 

• annual fecal occult blood test for normal risk patients age 50 and over; 

• flexible sigmoidoscopy for normal risk patients SO and over, once every 3 to 5 years; and 

• colonoscopy exams for high risk patients. Persons with higher than average risk should 
include individuals with family history or prior personal experience of cancer or 
precursor neoplastic polyps; a history of chronic colitis; or the presence of any 
appropriate recognized gene markers for colorectal cancer or other predisposing factors. 

H. R. 922 

We are very supportive of H.R. 922, the Colon Cancer Screening and Prevention Act introduced 
by Congressman Cardin earlier this year. We are especially pleased that 7 of the 13 members 
of this Subcommittee are already cosponsors of this bill. 

This bill would provide coverage of 3 tests under Medicare: 

I. annual fecal occult blood tests for persons age 50 and older. Payments for this test 
would be limited to $5 in 1996. 

2. flexible sigmoidoscopies once every 4 years for normal risk patients age 50 and older. 

3. colonoscopies no more often than once every 2 years for persons at high risk of this 
disease. 

We believe this bill would be extremely effective in detecting and curing colorectal cancer and 
urge the Committee to include these provisions in the Medicare Reconciliation bill. Colorectal 
cancer is costly in both human and economic terms. Patients often suffer through years of 
chemotherapy, surgery and hospiulization. In fact, the most recent data have shown that 
colorectal cancer has led to over 125,000 Medicare hospital admissions in one year. Each of 
those admissions led to costly diagnostic, surgical and medical therapeutic interventions. Surely, 
it is both more cost effective and more medically appropriate to prevent than to treat this 
disease. While the savings to Medicare would be realized over a period of years, we do not 
believe that even by CBO’s methodology that this benefit would be prohibitively expensive. 

Until Medicare begins to provide benefits that will encourage early detection and treatment, we 
sund little chance of effectively reducing the devastating impact and fatality rates of our Nation's 
number 2 cancer killer, colorectal cancer. 

Other Issues 

• Single Conversion Factor We urge the Committee to adopt a single conversion factor 
for the Medicare physician payment system. Currently, there are three separate 
conversion factors: surgical, primary care, and other non-surgical. These separate 
conversion factors have resulted in significant distortions in the Medicare fee schedule. 
While the physician fee schedule was originally designed to pay the same amount for 
services that involve equal physician work, the current program results in payments being 
significantly higher for .>urgicai procedures than for non-surgical services requiring the 
same amount of work. The Physician Payment Review Commission has consistently 
recommended to Congress that a single conversion factor be adopted. We urge the 
Committee to make this change in the Medicare Reconciliation bill. 

• Technical Improvement if Single Conversion Factor Not Adopted: If Congress does 
not adopt a single conversion factor, we urge the Committee to consider a technical 
improvement which would assure greater fairness to providers, and which would have 
only nominal, if any. budgetary impact. 
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We believe the upper and lower gastrointestinal (GI) endoscopic procedures (CPT Codes 
43200-4S38S) should be included in the surgical update for purposes of the annual 
update. The upper and lower GI endoscopic procedures are classified as surgical in the 
CPT matuial and for many other purposes by HCFA. Yet, HCFA has refused to include 
these procedures under the surgical update. HCFA should apply a fair and consistent 
standard to endoscopic services. HCFA should also be instructed to affirm the currem 
"O" day pre/post operative global period. 

• Access to Specialty Care: Screening for colorectal cancer generally falls to primary 
care physicians as points of first conuct with the medical system. The treatment and 
managemem of this disease is usually a function of medical and surgical specialists, such 
as gastroenterologists and GI surgeons. As this Subcommittee approaches its 
restructuring of Medicare and the changes to provider payments that will be part of this 
year’s budget reconciliation, we urge you to include safeguards to assure beneficiaries 
that they will continue to have access to the specialized medical services they need. 

As Medicare moves to a model incorporating patient choice of health plan and delivery 
systems, especially managed care plans, we ask that you incorporate protections for 
beneficiaries that will balance the need to reduce spending with the need to provide 
medically appropriate care. For example, if primary care gatekeepers are to be part of 
the new system, their financial incentives ne^ to favor the medical needs of patients. 
Medicare already has standards on incentive plans in Medicare HMDs and competitive 
medical plans, and we recommend that they be retained in the new structure. 

Choice of personal physician and easy access to specialty care are prized attributes of the 
Medicare program, and are highly valued by beneficiaries. 

There seems to be linle dispute that Medicare needs a significant reorganization. 
However, the strengths of the system, such as ready access to specialty care and choice 
of physician should not be lost in this effort, but should be retained for fumre generations 
of beneficiaries. 

Thank you for considering these issues. 
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Mr. Johnson. Thank you, sir, we appreciate your testimony. I 
hope some day we can stop cancer entirely. I know you do, too. You 
all do good work down there. 

Dr. Henley, in your testimony you mention flaws in Medicare’s 
health professionals shortage area, bonus payment program, and I 
wonder if you could elaborate on that and enlighten us on how you 
think we could fix that? 

Dr. Henley. Well, the concern we have there, Mr. Chairman, is 
that the bonus payments that currently go to physicians who serve 
in underserved areas, a significant percentage of those payments 
are going to subspecialists whose reimbursement rates are still sig- 
nificantly higher than those in primary care. 

We would assert that primary care physicians who practice in 
underserved areas, be they inner city or rural, should be the ones 
who are receiving those bonus payments and that would be the cor- 
rection that we would wish to see. 

Mr. Johnson. When you say primary care physicians, are you re- 
ferring to someone’s family doctor or are you talking about HMD 
operations? 

Dr. Henley. No. We are talking about family physicians, general 
internists and general pediatricians. 

Mr. Johnson. OK, thank you. 

Mr. Plitt, you talked about anesthesiologist and I wonder if you 
could tell me why you think it is necessary for an anesthesiologist 
and a certified registered nurse anesthetist to be on the same case 
at the same time? You talked about splitting the payment. 

Mr. Plitt. In most settings, we find that there is a team environ- 
ment that takes place. And typically that involves one anesthesiol- 
ogist and a number of nurse anesthetists that they have coverage 
requirements for. 

Medicare recognizes payments for those situations and splits the 
Medicare payment in a manner of 50-50. There is no such require- 
ment though, and we think it is a glitch in the system, for those 
situations where there is a single case. The most likely example 
where that takes place would be an emergency that would take 
place after normal scheduling hours. Both a nurse anesthetist and 
a anesthesiologist are on call and they are involved in the case. 

In some cases the requirement is that the patient’s acuity is such 
that two pairs of hands are required throughout the case. But in 
many cases, that is not the situation. It is just that the anesthetist 
is providing the anesthesia and the anesthesiologist is available. 

Mr. Johnson. So does the doctor request both or do they just 
come with the deal? 

Mr. Plitt. Well, if there is a contract enforced between the hos- 
pital and an outside contracting group of anesthesiologists, the an- 
esthesiologist may have the right, contractually, to be involved in 
every case. The problem comes up if the hospital is the employer 
of the nurse anesthetist and the anesthesiologist just assumes they 
are going to come in and provide the labor and management of that 
anesthetic. 

Unfortunately, under that scenario, there is no payment mecha- 
nism for the hospital. 

Mr. Johnson. And you are telling me the surgeon has no control 
over those people. 
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Mr. Plitt. The surgeon always has the right to request the anes- 
thesia provider they want. 

Mr. Johnson. Including whether he wants a nurse anesthetist or 
not? 

Mr. Plitt. Correct. 

Mr. Johnson. OK, thank you. 

Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. 

I really would like to ask Dr. Henley a question, if I could. It is 
sort of a broad question and I guess I am selfish in asking it, be- 
cause this is such a complicated issue that we are dealing with 
here. I have never had any issue, in all my life, that has been so 
complicated to try to understand in terms of some of the basic fun- 
damentals. 

You originally talked a little bit about the history of Medicare 
and how it started and how it tried to replicate what was going on 
in the private sector. Then, of course, the private sector has gone 
beyond Medicare and used a whole variety of devices to try and 
control costs. 

It seems to me that one of the issues, in order to get back to a 
proper relationship of those who pay and those who receive, is to 
create some sort of an incentive system. Maybe you could explain 
a little bit why the emphasis is on primary care? This is sort of a 
sine qua non for that. And also maybe go into some of the specific 
steps which bother me because it further complicates the issues. 

And you obviously know a great deal more about this than I do — 
limit the number of funded first year residency positions to 110 
percent, limit the DME, IME pays for the first 3 years of resi- 
dency — it seems to me that we are tr^ng to simplify, we are tiying 
to go back to the things which originally prompted the Medicare 
system. 

And to sort of superimpose things like that. I wonder whether it 
is replicating what the private system is doing or is going far be- 
yond that. So that is number one. 

The other thing is why is it important — and I think I know why, 
but maybe you could explain a little better — ^to focus on primary 
care? Why is that sort of the quintessential point to bring this 
whole thing back into perspective? 

Maybe you could discuss those two issues? 

Dr. Henley. I would be happy to, sir. 

Again, we believe very strongly that a system that has a proper 
infrastructure of primary care services, those services provided by 
family physicians, genereil internists, and general pediatricians is 
critical to the access problems and the cost problems of the Medi- 
care Program. 

We, again, have, as I alluded to earlier, we have presented pre- 
vious testimony to this Subcommittee that recites the appropriate 
scientific literature that does, indeed, show that when patients ac- 
cess the system through a primary care physician as their first 
point of contact that their outcomes do not change and, yet, the 
cost of care goes down. 

And we feel that those studies are valid, are reasonable and ones 
that you should take into consideration as you reform the Medicare 
Program. 
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That dovetails into the whole issue of the work force reform 
issue. Now, I would be the first to agree with you that while the 
market is evolving in terms of how health insurance is provided. 
That same market is taking advantage of the graduate medical 
education system and its funding, which is primarily through Medi- 
care now. 

It is interesting to me that that private market has not been 
more forceful, quite frankly, in demanding the types of physicians 
that it needs more of, that being family doctors and other primary 
care physicians. 

We see, and have felt for many years, that that market is not 
going to evolve, even though the demand is there, the medical edu- 
cation system in this country with the long road that it has from 
start to finish is not going to evolve rapidly enough unless some 
force is created to direct that direction. That it is not going to occur 
according to market demands. 

We believe there should be a public/private entity that directs 
the course of work force reform in this country. And the short-term 
measures that we have alluded to in our statement, such as the 
110-percent cap on graduates of U.S. medical schools, is a big step 
in that direction, along with other necessary GME work force is- 
sues in order to achieve an appropriate specialty mix of primary 
care physicians and subspecialists. 

Dr. Henley. I understand that and I appreciate that. And that 
is the simple and maybe the right way of doing it. Thou shalt, that 
is it, no question. 

That is not how the private system works. The private system 
works through a competitive process which creates incentives. It is 
not a directive that you will have 110 percent of the number in 
1994 U.S. medical school graduates in residency. It is different. 

Now, maybe we should chop up Medicare into three or four com- 
peting units in order to get the incentive into the system. The thing 
that I worry about is that we can freeze in some sort of a dictum, 
a papal bull that says thou shalt do such and such a thing. And, 
yet, at the same time, it is frozen and cannot be changed and ma- 
neuvered and be progressive the way the private system is. That 
is what I worry about with some of these dictums that you have 
in your five points. 

Dr. Henley. Well, I would assert, sir, that the goals that we 
have in there are not absolute dictums. We certainly favor an 
evolving system and one that is clearly updated on a periodic basis 
to meet the needs of the physician work force in this country. But 
there is a disconnect between the graduate medical education sys- 
tem in this country and the demand in the market. And we would 
simply assert that to the extent that Federal dollars are spent on 
graduate medical education, it seems only appropriate that those 
funds be spent based upon the needs of the country. 

And now if, in fact, the private market needs 1,000 more cardi- 
ologists in the future, by whatever method that they wish that to 
be determined, then let them pay for it. But, to the extent that 
Federal dollars are used in the system and agreement is reached 
by a public/private entity that we need a certain mix of generalists 
to subspecialists, then let the Federal dollars flow to achieve that 
goal. 
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Dr. Henley. Well, I have overstayed my time. 

Thank you, Mr. Chairman. 

Mr. Ensign. The gentleman from California, Mr. Stark. 

Mr. Stark. Thank you, Mr. Chairman. 

I apologize to the panel as we were off celebrating the 30th birth- 
day of Medicare and we hope it will not be the last one. 

And I just had a chance to kind of catch up on your testimony. 
Dr. Henley, I did not catch in here any discussion of the proposed 
cuts. Do you suppose that your practice could survive and continue 
to provide the same level of care to Medicare beneficiaries if you 
had approximately a 25-percent reduction in the amount that Med- 
icare pays? 

Dr. Henley. If that was the end result of the process, Mr. Stark, 
I do not think so. However 

Mr. Stark. That is the intended — ^those are the cuts that the Re- 
publicans are putting forth, that is what the $270 billion in cuts 
would mean, assuming, for a moment, that they are spread equally. 

Now, I know that you would rather see hospitals cut, and the 
hospitals would rather see the doctors cut, but let us assume that 
we just do it across the board. What would happen, would you be 
able to maintain the level of treatment that you now provide to 
Medicare beneficiaries with receiving 25 percent less? 

Dr. Henley. Well, again, let me answer it this way. Under the 
proposals that I have seen before this Congress now, Medicare ex- 
penditures will continue to increase at a rate of 7 or 8 percent per 
year. 

Mr. Stark. Yes, but it will still be 25 percent less than they were 
going to be going up. 

Dr. Henley. Yes, I understand that, yes, sir, but if the Medicare 
beneficiaries are offered greater choice, and they use their defined 
contribution to purchase different insurance options 

Mr. Stark. I guess I am asking you — ^you practice medicine now, 
do you not? 

Dr. Henley. Yes, sir. 

Mr. Stark. OK. I guess I am just asking you, relative to your 
practice, not the rest of the world — where do you practice. Doctor? 

Dr. Henley. In Fayetteville, North Carolina, southeastern North 
Carolina. 

Mr. Stark. All right, could you, in Fayetteville, provide in your 
own practice, it is a group practice? 

Dr. Henley. Yes, sir. 

Mr. Stark. OK. Could you provide, with 25 percent less revenue, 
the same level of care to your patients who are Medicare bene- 
ficiaries? 

Dr. Henley. If all those savings came from my payment rates, 
no, sir. 

Mr. Stark. That is what I thought. 

Now, another question, just to give me an idea. What does an 
MRI head scan cost in Fayetteville? 

Dr. Henley. MRI is probably about $1,500. 

Mr. Stark. Angioplasty? 

Dr. Henley. I would not try to guess on that one. 

Mr. Stark. And arthroscopy, the thing they do to my knee? 

Dr. Henley. Probably in the range of about $500 to $600. 
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Mr. Stark. Now, you talked in here about the idea of cost shar- 
ing would instill a degree of sensitivity — I presume you mean in 
the patients. 

Dr. Henley. Yes, sir. 

Mr. Stark. Well, if you do not know what an angioplasty costs, 
how do you expect my mother to have the remotest idea? I do not 
even know what it is. I just had to ask some things that somebody 
said you did not do in your office. Because my contention is that 
most doctors do not know the cost of services to which they refer 
patients with any degree of accuracy. But if you tell me to go, I will 
go. I am an obedient patient. And hope to hell I pass the test. Most 
of your patients, I will bet you, do not question. Do I need that 
test? Do they really. You tell them to take the test and they go, 
do they not? 

Dr. Henley. That is usually true. 

Mr. Stark. OK. Now, I do not think that they are going to make 
any change, maybe you do. Do you think if they had to pay 25 per- 
cent instead of 20 percent that they would stop and question your 
judgment and do you want them to? 

Dr. Henley. I think there is the potential there just for that. Be- 
cause again, under a reform system, where cost sensitivity is intro- 
duced I do believe that both physicians and patients will begin to 
be more critical about where they receive their services and at 
what cost. 

I know under some of the managed care plans that I operate 
under now where I am an advocate on behalf of my patients, I do, 
in fact, look for quality at the lowest cost and that is achievable. 

Mr. Stark. In every area except angioplasty. 

Dr. Henley. That is not true. 

Mr. Stark. Thank you. 

Thank you, Mr. Chairman. 

Mr. Ensign. The gentleman from Nebraska. 

Mr. Christensen. Thank you, Mr. Chairman. 

Dr. Henley, thank you for your testimony. And I would agree 
when you raise Medicare spending from $4,800 per Medicare recipi- 
ent to $6,700 per Medicare recipient in the year 2002, that is an 
increase. 

And so, yes, we are going to be increasing it 6 to 7 percent a 
year, but not increasing it at 10 percent, which currently is causing 
the whole system to go bankrupt according to the trustees. 

I wanted to ask your opinion. Dr. Henley, as well as Dr. Gee and 
Dr. Levin about the use of the Agency for Health Care Policy and 
Research and some of the testimony that was elicited from Ms. 
Jaggar in the first panel. 

Do you use the Agency for Health Care Policy and Research’s 
guidelines and their literature and their information on a regular 
basis and/or do most primary care physicians or other physicians 
use their research and their writings and their guidelines on a reg- 
ular basis or even a some-time basis? 

Dr. Henley. Well, if I may go first, sir, as a practicing family 
doctor in rural North Carolina, I find that the Agency for Health 
Care Policy and Research and their guidelines are extremely bene- 
ficial to my every day conduct of heedth care for my patients. 
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Their method of guideline development and their Center for Pri- 
mary Care Research offer to me, as a practicing clinician, the best 
method that I know of in order to help chart the course of care for 
my patients. 

You spoke earlier of the guideline on congestive heart failure. 
They came out with a recent guideline regarding the treatment and 
diagnosis of low-back pain. And I would assert that those guide- 
lines are in use by primary care physicians, family doctors, in par- 
ticular. I certainly use them every day and they are effectively 
helping me transition from the diagnosis of an important disease, 
but also better treatment and better outcomes at lower cost for 
those same conditions. 

Mr. Christensen. Prior to 1989, this agency did not even exist. 
Is its function one that the private sector can do? I would like to 
hear Dr. Gee’s and Dr. Levin’s testimony as well on my time. 

Dr. Gee. Yes, Mr. Christensen. The .American Urological Associa- 
tion developed guidelines on the treatment of benign prostatic hy- 
pertrophy or the problem that older men have with urination and 
a committee of urologists developed these guidelines and then with 
that governmental agency, published them together, although the 
bulk of the work was done by the urologists and the agency acted 
more in an editorial capacity. 

We employed the Gallup organization to survey urologists, just 
this past September, to see how they were complying, if that is the 
right word, with the guidelines, and we found out that they have 
had an impact in how urologists treat benign prostatic hyper- 
trophy. In particular the amount of surgery has decreased as there 
are some drugs available for treating this problem and use of these 
drugs has increased. 

So I think the guidelines in our specialty have had an impact, 
however, our guidelines are written by our organization. 

Mr. Christensen. Thank you. 

Dr. Levin. 

Dr. Levin. Specialty organizations have developed guidelines for 
colorectal cancer screening. The advantage of having the agency re- 
view and critically evaluate and use evidence-based outcomes re- 
search is that they are regarded as an impartial and, thereby, criti- 
cal agency for evaluation of these guidelines. 

So I think they will be useful. In my own particular area we are 
looking toward the publication this year of the agency’s guidelines 
for screening for colorectal cancer. 

Mr. Christensen. Prior to 1989, how did you get along? 

Dr. Levin. Various organizations have promulgated their own 
guidelines, including the American Cancer Society and the Na- 
tional Cancer Institute. What this provides is a more indepth look 
at the value of those guidelines. Certainly they exist. This adds 
substantiation and discusses in great depth whether the evidence 
really exists and we are looking forward to their publication. 

So my view would be that they do provide value. 

Mr. Christensen. I think they do provide a valuable service but 
we spend $160 to $180 million for that value. When we are tighten- 
ing the belt all the way around £md we are facing a $5 trillion debt, 
there are some things that we have to look at to see if it is really 
worth the $170 to $180 million. And seeing if that role could be ful- 
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filled in the private sector, the medical schools, or in the other like 
organizations that are putting out those guidelines. 

So I thank you for your testimony. 

Thank you, Mr. Chairman. 

Mr. Ensign. Thank you. 

I just have a couple of questions for the panel. Dr. Henley, you 
brought something up in response to Mr. Stark’s testimony where 
you become an advocate for the patient. And his question was, Be- 
cause you did not know the cost of a couple of procedures in your 
area, how will the average citizen know those costs? 

As a practicing veterinarian, we have specialties and subspecial- 
ists in our field of medicine, as well. And I had to be the advocate 
for that person. As a matter of fact, we would have surgeons come 
to town. We had a couple of different surgeons. They are not really 
common in veterinary medicine and they would come from south- 
ern California to Las Vegas. And for a particular procedure I knew 
the quality of each person’s work and I also knew the prices. I had 
to know the prices because I had to go back and point out to the 
person that was paying the bill. 

I think that was the whole point of the exchange that the two 
of you had is that a lot of the reasons that we do not know is that 
there is no reason for anybody to know what something costs. It 
is this whole third-party payer mentality that we have that there 
is no accountability, therefore, I will just go wherever the doctor 
tells me. The doctor does not really care because it is not coming 
out of that person’s pocket, it is coming out of an insurance compa- 
ny’s pocket or an HMO’s pocket. And so that is where some of the 
market forces need to come into the medical field so that when 
your patient cannot, you, as a primary care physician can become 
the patient’s advocate and get out there in the marketplace and 
help them shop for an MRI. 

Las Vegas is a good example of that. An MRI in Las Vegas can 
go for as little as $325 or as much as $1,800. And if you do not 
have somebody to tell you why to go get this MRI over here or why 
that MRI over there and if you are not paying for it yourself, your 
doctor has no interest in doing that as well. 

So I think that what you pointed out to me was very telling and 
one of the biggest problems we have in our whole medical system. 
Your comments. 

Dr. Henley. Well, I would agree entirely, sir. Again, I would 
point back to some personal experiences I have had recently. Up 
until about 1989 I did obstetrics in my practice but stopped at that 
point in time. 

But now I refer a lot of my pregnant women to OB-GYN physi- 
cians for their care. Many of those women now have 25 percent 
copays for their services for their obstetrical care. I have got 16 dif- 
ferent OB-GYN physicians in Fayetteville that I can refer to, all 
of whom, I think, do excellent obstetrical care. But I can guarantee 
you that in the last 2 years I have now found out what they charge 
individually for that total global OB package and it varies greatly, 
despite the fact that the quality is the same. 

Ajid my patients are interested, when they have to pay that 25 
percent of an x amount, they are interested in what that amount 
is. It may not always direct their care to the less expensive physi- 
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dan with the same quality but dearly they begin to ask the ques- 
tions, and I do, too. 

Mr. Ensign. Do you think that them asking the questions, the 
prices that doctors would charge would be affected? 

Dr. Henley. Indeed. 

Mr. Ensign. Market forces, interesting. 

Just a question for the nurse anesthetist and once again, there 
were not too many veterinarians who could afford to hire an anes- 
thesiologist though. We became our own anesthetist but we also 
used what were called animal health technicians for our anes- 
thetist. So I have great respect for the work that you do and your 
field. 

Can you provide us some insight into the rationale that the cer- 
tified registered nurse anesthetist must be supervised, and why 
has the Medicare Program adopted such a policy? 

Mr. Plitt. I cannot tell you exactly when that went into effect 
but the reason we are coming to you is because the trend is clearly 
more toward the elimination of supervision requirements in the 
States. So we find that while practice is pretty much consistent 
across the country, the State statutes vary all across the board. 

So what we have found is some barriers when we go in to apply 
for privileges or apply to plans for care, if that supervision require- 
ment at the Federal level exists, because there is a question about 
how the Medicare system might treat those hospitals relative to 
their participation in the Medicare system. So we look at it more 
than a technical glitch that we would like to see cleaned up and 
really get to the point of bringing the regulations in line with the 
law at the current State level. 

Mr. Ensign. I would like to thank the panel. 

Mr. Stark. Could I have a second round, just 1 minute, Mr. 
Chairman? Because I have a hunch that what Dr. Henley and I 
were talking about perhaps was somewhat misinterpreted. It has 
often been suggested that an increase in copayments will reduce 
utilization. Now, I do not suppose Dr. Henley or anybody else on 
the panel would suggest that the OB services would not be used. 
They might to go midwifery but I am suggesting that whether or 
not the copayment is 20 percent or 25 percent is not going to 
change a mother’s or prospective mother’s mind as to whether to 
have that service or not. Indeed they may shop. 

But on the other hand, most insurance compemies, including 
Medicare, pay a maximum fee which generally is the accepted fee. 
And my real question is. Will people reduce, will they not get a test 
because suddenly it is 25 percent rather than 20? And I happen to 
think not. And I would think that all of you physicians on the 
panel would not stop requiring a test just because there is going 
to be a percentage change in the copays. 

There is some feeling, which I disagree with, and I would be curi- 
ous as to whether Dr. Henley agrees, that increasing the copay- 
ments stops utilization. It may increase a little shopping, but do 
you think, doctor, really that it — ^it is going to take more money out 
of people’s pockets, but I have a hunch they are going to find it. 

Do you reeilly think that people will not take the test that you 
ask them? Set OB aside, because that is something that you usu- 
ally do not have a patient’s choice on. 
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But that extra copayment will stop people from getting needed 
treatment or do you want them to? 

Dr. Henley. Well, we certainly do not advocate people not get- 
ting the care that they need. I guess my concern, Congressman, 
would be that in today’s environment where there is this third- 
party entity, the health insurance market, be it Medicare or what- 
ever, that pays this huge bill for health care services, there is a dis- 
connect between what the cost is and what the necessity is. 

And I encounter patients every day where, be it prescription 
drugs that may be covered by their plan, be it certain ancillary 
tests that they need, they feel that they need that test often be- 
cause of what they have heard from their friends and their neigh- 
bors and so forth. For example, the young child who gets a head 
injury out on the football field in practice. I evaluate that young 
man and determine that, no, he does not need a head CAT scan. 

But the parents come to me and say, well, he was not quite 
knocked out. Dr. Henley, but let us get one anyway because the 
health insurance plan is going to pay for it. 

And it is not necessary and then that puts me into a situation, 
automatically, where I become not an advocate for them, to some 
extent. Well, if there is a difference in the way that the system 
pays for those services where they do, in fact, have perhaps a high- 
er cost sensitivity to the issue, then maybe that can make that dia- 
log between me and my patient a bit more healthy and productive. 

Mr. Stark. I do not know. Doctor. I can only speak as a patient. 
This happened once to my son. He fell off a horse but we did not 
have CAT scans in those days. 

The question is, if I knew I had to pay 20 percent I probably 
would have gone ahead anyway. Would I not have done it if it was 
25 percent? And I do not think that, if you are concerned, if you 
are going to pick it up. Now, if you are saying let us go from free 
to 20 percent, as some people are advocating for say, lab services, 
this may very well stop that utilization. 

But in my mind, I say. But will it stop it when it ought not to 
be stopped? Will it stop the blood test that they ought to have be- 
cause they have got to pay $5 out of the $20? And that is a fine 
call. And I do not think that you want to be part, I do not, of deter- 
ring people from getting necessary — and I cannot determine that — 
that is what I have, I trust my physician to tell me that, and I 
imagine your patients do, too. 

And you get this extra 5 percent one way or the other in there 
and I think you mess up the relationship that I have been com- 
fortable with, doing what the doctor tells me to do. 

Dr. Henley. Well, again, I think that there is a difference be- 
tween 20 and 25 percent but it is also what is the 20 and 25 per- 
cent of what total amount? And again that is where some of the 
degree of sensitivity needs to be. That same MRI scan that I men- 
tioned that averages $1,600 or $1,500 in Fayetteville varies any- 
where from one institution from $1,200 to $1,800. Why is there 
that $600 difference? 

Mr. Stark. When it only costs $800 in California and they are 
making a fat profit at that. You and I are in the wrong business, 
Doctor. 
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Dr. Henley. But you have got a good market in southern Califor- 
nia as well. 

Mr. Stark. Dr. Gee, I just wanted to say to you, too, did you 
come up with that standard that my urologist told me to never get 
more than 200 yards away from a urinal? Is that one of the proce- 
dures that 

Dr. Gee. That is correct, unless you are wearing a Depends. 

I would just like to very briefly comment on what Dr. Henley 
said. I think he brought out an important point. There is a dif- 
ference between what the doctor recommends sometimes and what 
the patient wants. And if the doctor thinks the patient needs a 
CAT scan of the head then they will get it. 

But in his example, it is like with prostate cancer. We know in 
our guidelines that men with early prostate cancer if they are 
being evaluated for treatment, surgery, or radiation do not need a 
bone scan. We did not know that 10 years ago. We got bone scans 
on everybody and many of these are Medicare patients. Now, we 
tell the patient you do not need a bone scan because we know that 
one 1 out of 400 might be positive. And that is a test that costs 
an 3 nvhere from $200 to $800. 

But the patient wants the bone scan, so we say, all right, you 
want the bone scan. We order it because Medicare is paying for it. 
On the other hand, if I say, you need a bone scan because your 
PSA is 30 and we are trying to decide whether your cancer has 
spread, then I will push to do it. 

I think this might cut down some on tests the patient sort of re- 
quests but are in that gray area. 

Mr. Stark. Thank you. 

Mr. Ensign. The gentleman from Louisiana has a question. 

Mr. McCrery. Yes. Just a quick question to the panel. I think 
it is brokered in the context of patient/doctor relationship and tak- 
ing the advice of the doctor and the doctor being forthright in dis- 
cussing the benefits of certain tests and the utility of certain tests. 

There may be judgment involved in some of these decisions and 
the doctor may want to discuss the options with the patient and 
let the patient have the ultimate decision but my question is, be- 
fore we move more in that direction, do we need medical mal- 
practice reform? 

Dr. Henley. Well, I will jump in on that one. Yes, sir, we do. I 
think, again, the medical liability system that we have in this 
country now, I do not think serves providers or patients vep^ well 
at all. I think it clearly interferes with our interactions with our 
patients on some occasions. It leads to higher costs of medical care. 
And I think appropriate liability reform, much like they have in 
California, where Congressman Stark is from, with a cap on non- 
economic damages and elimination of collateral sources of income 
and figuring those into the equation, and so forth, would be ex- 
tremely valuable not only to the physicians but to our patients. 
And it would save an extremely huge amount of money for this 
country. 

Mr. McCrery. Anybody disagree with that? 

[No response.] 

Mr. McCrery. Thank you. 
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Mr. Ensign. That last question also came from an attorney so we 
respect that question. 

Thank you very much, panel, for your excellent testimony. We 
would like to call the next panel up. 

Bert Hood, chairman of the board and president and chief execu- 
tive officer of LabOne; Alvin Salton, president and director of Com- 
munity Medical Laboratories for American Associations of Bio- 
analysts; Richard Rapp, senior vice president, Apria Healthcare, on 
behalf of Home Oxygen Services Coalition; and James Liken, mem- 
ber, board of directors. National Association for Medical Equipment 
Services. 

Each of you will be given 5 minutes. When the amber light comes 
on you have about 1 minute to go. And, without objection, your full 
statements will be included in the record. 

Mr. Hood, would you like to begin? 

STATEMENT OF BERT HOOD, PRESmENT AND CHIEF 
EXECUTIVE OFFICER, LABONE, INC., LENEXA, KANSAS 

Mr. Hood. Mr. Chairman, I am Bert Hood, chairman, president, 
and chief executive officer of LabOne, Inc. I appreciate the Sub- 
committee giving us the opportunity to testify today. 

Further, I applaud the efforts of this Congress to reform the 
Medicare Program. By encouraging patient choice and using the 
forces of the competitive free market, you have embarked on a 
process that can bring health care costs under control, a process 
that will have our full support. 

Mr. Chairman, this Subcommittee is faced with several daunting 
challenges. You are charged with continuing to assure the highest 
quality outcomes for American citizens in health care services and, 
at the same time, extracting substantial savings from the Medicare 
system whose trustees’ project will go broke in the very near fu- 
ture. 

I believe the clinical laboratory industry can assist you in reach- 
ing these goals and perhaps in ways that you might not expect. 

My testimony today will highlight two initiatives that I know 
will infuse new competition in the laboratory industry and intro- 
duce the capacity for patient choice that will have dramatic long- 
term benefits for cost reduction. 

First, we would suggest that the Congress immediately under- 
take a reduction in the Medicare clinical laboratory fee schedule 
from its present 80 percent of median charges to 65 percent of the 
median charges over the next 3 years with no adverse effects on 
the industry or our ability to deliver quality services. 

Coupled with a 3-year extension of our current policy of freezing 
the MEI updates for laboratory services, the Subcommittee will 
achieve savings in excess of $7 billion over 7 years. 

Second, we propose a programmatic change which will have a 
long-term effect of promoting beneficiary choice. By introducing 
mandatory direct billing for private payers, as is now required in 
Medicare, Congress can set the laboratory industry and our con- 
sumers on a trend toward patient choice and free market competi- 
tion that will pay enormous dividends and reduce cost. 

Our vision at LabOne is to encourage patient choice and drive 
down artificially high prices in health care. We charge one fee to 
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all payers, which amounts to a charge level approximately 60 per- 
cent helow commercial rates and 30 percent below the Medicare fee 
schedule. 

Any discussion of Medicare fee schedule requires an understand- 
ing of how Medicare encourages perverse market incentives and 
acts as an effective barrier against change. Prior to 1985, labora- 
tory tests were sold at discounted wholesale prices to doctors who, 
in turn, marked up the price of the test to the patient who submit- 
ted a claim to an insurance company, self-insured employer, or to 
the Medicare carrier. When health care costs inflated astronomi- 
cally in the early eighties, the government enacted legislation pro- 
hibiting physicians from billing Medicare and made it mandatory 
for laboratories to directly submit bills to Medicare carriers. 

Medicare realized immediate savings from these new clinical lab- 
oratory fee schedules and the laboratory industry witnessed wind- 
fall revenues as it replaced discounted, wholesale prices to doctors 
with much higher direct payments from Medicare. At that point 
the name of the game was to “get Medicare business and get all 
you can.” In 1991 the GAO studied Medicare reimbursement for 
clinical laboratories and identified the practice of using Medicare to 
offset deep discounts to physicians. The GAO recommended that 
the fee schedule be reduced further to eliminate the cost shift to 
Medicare. The rate is now set to go to 76 percent of the median 
in 1996. 

Nevertheless, the GAO prophecy continues. The market remains 
a patchwork of discounting, markups, and multilayered fee sched- 
ules that defy the most skilled practitioner, much less the layman, 
to determine the true cost of laboratory testing. Accordingly, 
LabOne suggests that the Medicare payment for outpatient clinical 
laboratory services be reduced from its present 80 percent in 1995 
to 65 percent of the median charges over the next 3-year period, 
coupled with the MEI freeze update. Such reductions will allow 
rates to more accurately reflect market price costs and will foster 
competition in the industry. 

The Congress is considering major changes in the Medicare Pro- 
gram to reflect market developments and to expand patient choice. 
We applaud this common sense approach and have adopted a simi- 
lar principle in the design of our laboratory testing benefit plan. 

Finally, Mr. Chairman, Congress should address the direct bill- 
ing for private laboratory services. Already a success in Medicare, 
direct billing is endorsed by the entire industry and its principles 
are contained in H.R. 1461, the Direct Billing Act, introduced by 
Congressman Fred Upton and Sherrod Brown. It is important to 
note, however, that by itself direct billing is not a panacea for the 
immediate lowering of laboratory prices. As a matter of fact, there 
will be a windfall as some entities reap all or portions of the mark- 
ups now gleaned by physicians. 

That is why competitive incentives must come into play. Direct 
billing coupled with reductions in the Medicare fee schedules to 
eliminate the reverse cost shift will bring educated payers and in- 
formed buyers to the same table with a full range of sellers to com- 
pete head to head based on quality, service, and price. 
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In conclusion, Mr. Chairman, let me be clear about my purpose 
in responding to your very kind invitation to come to the Sub- 
committee. I did not come to indict the laboratory industry. I did 
come, however, to shed some light on a complex set of policies and 
pricing practices, some directed by government, some archaic rem- 
nants from the outdated private market, which result in companies 
being trapped in a gilded cage of dependency on inflated Medicare 
fee schedules. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF BERT HOOD 
LABONE, INC. 

Mr. Chairman. I am Bert Hood. Chairman. President and CEO of LabOne, Inc. 
I want to express my appreciation to you and the Committee for giving us the 
opportunity to testify today. Let me say at the outset that as a health care 
service provider, a tax payer and as one with a parent who is a Medicare 
benenclaiy, that 1 applaud the efforts of this Congress to reform the Medicare 
system. By encouraging patient choice and using the forces of a competitive 
fne market you are embarked on a process that can bring health care costs 
under control, a process that will have our full support. 

Mr. Chairman, this Congress and this Committee Is faced with several 
daunting challenges. You are charged with continuing to assure the highest 
quality outcomes for American citizens In health care services and products 
and. at the same time, extracting substantial savings from a Medicare system 
whose trustees project will go broke In the very near future. 

1 believe the clinical laboratory Industry can assist you In reaching those goals 

- and perhaps In ways you might not expect. 

My brief testimony today will highlight two Initiatives which 1 know will infuse 
renewed competition In the laboratory Industry and Introduce a capacity for 
patient choice that will have dramatic long-term benefits for cost reduction. 

First, we would suggest that the Congress can Immediately undertake a 
reduction In the Medicare clinical laboratory fee schedule, from Its present 60% 
of median charges to 65% of median charges over the next three years, with no 
adverse effects on the Industry or our ability to deliver quality services. Coupled 
with a similar three year extension of the current policy of freezing Medical 
EcononUc Index (MED updates on laboratory services, the Committee wiU 
achieve savings In excess of $7 billion over seven years. This Is equivalent to 
the projected savings from Introducing a 20% co-insurance on latoratory 
services for beneficiaries - a proposal we would suggest Is fraught with dangers, 
both substantive and political, and one we would urge you to reject. 

Secondly, we propose a programmatic change which wlU have a long-term effect 
of promoting beneficiary /payer choice. By Introducing mandatory direct billing 

- for private payers as is now required in Medicare - the Congress can set the 
laboratory Industry and our consumers on an Inexorable trend toward paUent 
choice and free market competition that wlU pay enormous dividends In 
reduced costs. It Is my understanding that sevei^ members have developed 
such a proposal In HR 1461. the Direct Billing Act of 1995 and we commend It 
to your attention and review. 

Mr. Chairman. In order to put these proposals In some context, 1 believe It Is 
Important to tell you a Uttle about LabOne and about my experience and views 
concerning the lab industry. 

LabOne Is located In Lenexa, Kansas (the greater Kansas City area). The 
company has served the Insurance Industry for the past 23 years. We are the 
largest risk assessment laboratory In the country. In January of 1994, LabOne 
expanded Its test menu, entering the market as a full service clinical 
laboratory. LabOne performs cUnlcal laboratory tests for 12.000 persons each 
day. Throughout our history, our commitment to quaUty. both IntemaUy and 
through external programs, has helped us achieve our high standard of 
excellence. Accreditation mcludes that of the College of American 
Pathologists, the Health Care Financing Administration’s Clinical Laboratory 
Improvement Act certification, the Substance Abuse and Mental Health 
Services Administration (for drugs-of-abuse). and a number of private sector 
peer review programs. 

The laboratory industry has evolved In the past twenty years from one which 
primarily consisted of locally owned private laboratories to one which is now 
dominated by national corporate laboratories. I have witnessed this change 
while serving In the clinical laboratory Industry since 1974 in several 
management capacities: operations, information systems, marketing, sales, 
and ultimately as chief executive officer of a large clinical laboratory company. 
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Our vision at LabOne {Its well with what you and a number of Members In the 
Congress are suggesting in reforming the Medicare program to encourage 
patient choice and foster market forces to drive down anifldaliy high prices In 
the health care. LabOne has Introduced patient choice Into the clinical 
laboratory market and has applied Innovations In technology that enable us to 
offer high quality testing services at low prices. We charge one fee to all 
payers, which amounts to a charge level approximately 60% below commercial 
rates and 30% below that of the Medicare fee schedule. 

LabOne's experience over the last eighteen months has convinced us that 
quality lab testing Is and can continue to be delivered far more economically 
than current public and private sector market prices suggest. We believe a 
close review of the entire Industry's billing practices would show that 
laboratories can provide testing at a fraction of what It Is presently billing 
Medicare and most other private payers. 

The Lab Industry and Medicare Fee Schedules 

Any discussion of Medicare fee schedules requires a brief history of the 
economics of the clinical laboratory Industry. In so doing, we better 
understand how the Medicare program provides perverse market Incentives In 
the current system and acts as an effective barrier against chwge. 

Prior to 1985. the laboratory Industry's only source of revenue, private and 
public, was through the sale of laboratory test services to physicians and 
hospitals. Tests were sold at discounted wholesale prices to doctors v^o In 
turn marked-up the price of the test to the patient who in turn submitted a 
claim to an Insurance company, self-insured employer, or to the Medicare 
carrier. 


When health care costs Inflated astronomically in the early eighties, payers. 
Including Medicare, were alarmed at the rate of Increase In outlays. With 
respect to laboratory services, the government responded with the enactment of 
legislation to prohibit nhvsicianB from directly billing the Medicare program for 
laboratory testing In the mid-eighties. Clinical laboratories were ch^ged with 
the resDonslblUtv of directly submitting btUs to the Medicare carriers. The 
Health Care Financing Administration, under statutory direction, began 
Implementation of a dlnlcal laboratory fee schedule which determined what 
laboratories would be paid for clinical laboratory services. While the Medicare 
program realized some Immediate savings from the elimination of physician 
mark-ups for laboratory tests, the laboratory industry witnessed windfall 
revenues as It replaced discounted wholesale prices to doctors with much 
higher direct payments from Medicare . The clinical bdwratory Industry 
thought It had died and gone to heaven with Medicare as Its most lucrative 
payer. 

The name of the game became, 'get Medicare business, get all you can.' 

Clinical laboratories employed two business strategies. They further 
discounted charges to physicians for non -Medicare patient testing. In return 
for a physician's Medicare business. Physicians Increased their margins from 
the mark-up on testing of private pay patients, while laboratories received a 
steady stream of revenue ^m Medicare business. Thus, the notion that 
laboratories could subsidize their private sector business with the higher-priced 
Medicare business took root. 

Additionally, large clinical laboratories aggressively expanded their operations 
through mergers and acquisitions of local and regional laboratories. Market 
penetration was Increased and large laboratories expanded their access to more 
physician practices and their lucrative Medicare referrals. 

Past Congresses and Administrations began to grapple with the growth in the 
Medicare program through reduction In the fee caps In the Medicare clinical 
laboratory fee schedule. In 1991, the Government Accounting Office (GAO) 
studied Medicare reimbursement for clinical laboratories and identffied the 
laboratory Industry practice of using Medicare to ofDiet deep discounts to 
physicians for commercial (non-Medlcare/Medlcald) lab work. GAO 
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recommended that the fee schedule be reduced further to eliminate the cost 
shift to Medicare. The Congress did act. but not as aggressively as the GAO 
recommended. In OBRA 93. the Congress ratcheted down the Medicare 
Olnlca] Laboratoiy Fee Schedule on a glide path as follows; 88% of the 
median In 1993. 84% In 1994. and 80% in 1995. The rate is set to go to 76% of 
the median for 1996. 

Never-tbe-less the GAO prophecy continues, the market remains a patchwork 
of discounting, mark-ups and multi-layered fee schedules that defy the most 
skilled practitioner much less the layman to determine the true cost of 
laborat^ testing. Cost shifting has ctmUnued unabated. Medicare remains a 
highly profitable and sought after source of revenue for laboratories. To reverse 
tl^ trend, the Medicare Fee Schedule must be reduced to accurately reflect 
market prices. 

LabOne suggests to the Congress that Medicare payment schedule for 
ouQiatient clinical laboratory services be reduced about 18%. from Its present 
(1995) level of 80% to 65% of median charges over a three year period. Coupled 
with a freeze m the CPI update for those same years, such a reduction will save 
about 87.2 billion over several years, will more accurately reflect market 
prlces/costs. and foster competition In the laboratory Industry. 

In summary. Medicare payment for clinical laboratory services will more 
closely reflect the trend that Is emerging In the Industry. If accomplished at the 
rate we suggest, the playing field will be substantially leveled, the drive to 
secure Medicare business will be on par with that of non-Medicare business, 
and the importance of the middle man will be diminished and. coupled with 
other actions we suggest a healthy future for America's laboratory industry, 
large and small will be assured. 

Patient Cholee 

We understand that the Congress is considering major changes to the Medicare 
program to allow for its conUnued existence well Into the next century. In 
order to keep pace with the evolution rtf' the private sector health care market, 
the Medicare program will have to reflect market developments. One option is 
to expand patient choice, as It exists today for the non-Medicare population. 
PossttiUltles Include a variety of managed care plans, medical IRAs. self-insured 
options, as well as traditional Medicare fee-for-servlce. 

We applaud this common sense approach to Medicare and health care In 
general. Not only do we support It In concept, but we have adopted the very 
same principle in the design of our laboratory testing benefit plan. 

In brief, the plan works likes this. LabOne ofiers health Insurers and self- 
insured employers significant savings on the cost of clinical laboratoiy testing. 
The Insured employee/individual Is given a Lab Card fTM) which is similar to 
the pharmaceutical c^ that is currently utilized by nearly fifty million 
Americans to purchase prescription drugs. When a physician orders a 
laboratory test for a patient who is a card holder, the patient can present the 
card to the physician and ask to be referred to LabOne or choose any other 
available options. The card contains an explanation of the benefit and 
instructions on how to access LabOne. The physician can choose to collect 
the specimen and forward it to LabOne. or may send the patient to a 
ctmvenlently located LabOne Patient Service Center where the specimen will be 
drawn by a phlabotomlst and sent to LabOne. 

This concept was tested in the Monterey School district of Northern California. 
Within six months, and with limited distribution of educational materials, 
utilization is approaching 50%. The Lab Card fTM) continues to gain 
acceptance as card holders become aware of the savings and convenience it 
affords. We have commenced nation wide marketing of the Lab Card (TM) and 
have been successful in providing our product to a number of self-insured 
employers and insurance carriers. 
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This Innovation exempUfles the efilcacy of providing consumer choice. It lends 
testimony to the Congress that It Is pursuing the right track as It seeks to 
Infuse patient choice Into the market place through Medicare. 

Direct Btniwg LgrtsUtlnn 

Finally, Mr. Chairman, the Congress should address one additional method 
which, aside from changing the Medicare program, will inject substantial 
additional competition Into the private clinical laboratory market. Direct 
billing for laboratory services, already a success In Medicare, will eliminate the 
unnecessary and costly role of the middle man. It Is endorsed by the entire 
industry and its principles are contained In H.R. 1461. the Direct Billing Act . 
Introduced by Congressmen Fred Upton and Sherrod Brown. HR 1461 requires 
laboratories to directly bill the person receiving diagnostic services, subject to 
certain exceptions outlined In the legislation. 

This legislation largely Impacts the private market, ivlth some spill over Impact 
on the Medicare market. Physicians will be taken completely out of the pricing 
loop, eliminating the practice of cost shifting. This change will likely result In 
some reduction of redundant utilization of laboratory testing for Medicare and 
non-Medlcare patient alike, and over time, true price competition In the field. 
We support this legislation and urge the Committee to look at It very closely. 

It is Important to note, however that, bv Itself , direct billing Is not a panacea 
for the Irrunedlate lowering of laboratory costs. As a matter of fact there will be 
a windfall as some entitles reap all or portions of the mark ups now gleaned by 
the physicians. 

That is vdiere the competitive Incentives we have suggested above come into 
play. Coupled with a very appropriate and modest reduction in Medicare fee 
schedules to eliminate the reverse cost shift, direct billing can level the playing 
field by bringing educated payers and Informed buyers to the same table with a 
full range of seUers to compete head-to-head based on quality, service and 
price. 

In conclusion Mr. Chairman, let me be clear about my purpose In responding 
to your very kind Invitation to appear before this Committee. 

1 did not come to Indict the laboratory Industry. It is an Industry I love and 
respect. It has treated me and the American public very well as I have 
endeavored to serve within It. 

I did come, however, to shine some light on a complex set of policies and 
pricing practices... some directed by government, some archaic remnants of an 
outdated private market... which result In companies being trapped in a "gilded 
cage" of dependency on inflated Medicare fee schedules as the protective shield 
for deep discounts to physicians In return for the opportunity to access more 
and more of those same physicians' Medicare patients at those same inflated 
Medicare fees. 

Mr. Chairman, you and the subcommittee have the opportunity to break that 
cycle of dependency. Your actions, as you address Medicare costs and health 
care reform generally can put us on the path to true compeution in clinical 
laboratory services and reduction In costs to Medicare beneficiaries and private 
patients alike. 

If you will: 

• Adopt modest reductions in the Medicare fee schedule such as the 18% 
reduction over three years we have proposed and 

• Extend the current MEI update freeze an additional three years and 

• Enact direct billing for clinical laboratory services in the private payer 
market 

you will have reduced Medicare outlays by more than $7 billion over seven 
years, have injected real and serious competition in the laboratory market 
place and have created the climate for true patient choice for laboratory 
services. 

These steps will go a long way toward fulfilling your mandate from the 
American people and we welcome the opportunity to work with you. your 
colleagues and your staffs to achieve these goals. 

Thank you very much. 
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Mr. Ensign. Thank you. 

Mr. Salton. 

STATEMENT OF ALVIN M. SALTON, PRESIDENT AND DIREC- 
TOR, COMMUNITY MEDICAL LABORATORIES, METUCHEN, 

NEW JERSEY; ON BEHALF OF AMERICAN ASSOCIATION OF 

BIOANALYSTS 

Mr. Salton. Thank you, Mr. Chairman and good morning. My 
name is A1 Salton, and I am president and director of Community 
Medical Laboratories in Metuchen, New Jersey, and I am appear- 
ing on behalf of the American Association of Bioanalysts. 

Our organization represents the owners, directors, and managers 
of independent community laboratories across America. We appre- 
ciate the difficult task your Subcommittee faces this year and are 
prepared to work with you to identify and implement Medicare re- 
form proposals. 

The laboratory community has already made a disproportionate 
contribution to the Medicare reform and deficit reduction efforts. 
While physician and hospital groups complain about the reduction 
in their expected Medicare inflation adjustments, these pale in 
comparison to the real cuts we have been forced to absorb. 

Labs now receive substantially less for most tests than they did 
15 years ago. Charts, submitted with my statement, demonstrate 
how labs have taken real cuts while most other providers have re- 
ceived increases. Most recently, the 1993 Deficit Reduction Act re- 
duced our fee schedule by another 14 percent over 3 years. We 
have struggled with the first two installments and still must ab- 
sorb another 5 percent decrease within the next 12 months. Lab- 
oratories simply cannot sustain any further reductions. 

In light of previous reductions, there are two proposals that 
would have a devastating impact on our ability to continue to pro- 
vide quality laboratory services. The first is reinstating the 20- 
percent copayment. Reinstating the laboratory copayment is not 
practical or wise. As the owner of a small, independent laboratory 
I can tell you that collecting these fees would be an administrative 
nightmare. It will result in seniors receiving bills for ridiculously 
small amounts of money, impose unbearable financial burdens on 
laboratories, and create additional redtape. 

In many instances, the cost of collecting these payments will ex- 
ceed the amounts to be collected. These burdens are the reason lab- 
oratory copayment was eliminated in 1984. Reinstatement of co- 
payment is equivalent to at least a 15-percent reduction in our re- 
imbursement rate. 

Further, copa 3 mient merely shifts costs to senior citizens without 
controlling utilization. Studies by the Rand Institute, the OTA, and 
CBO have indicated that seniors will get those tests ordered by 
their doctors regardless of whether a copayment exists. 

The second proposal to which we strongly object is called com- 
petitive bidding. Under this proposal the government would select 
the lowest bidding laboratory in each area of the country to provide 
all Medicare laboratory services. Regardless of the level of the bids 
submitted, the government would be required to reduce lab pay- 
ments to ensure at least a 10-percent savings. The few experiments 
that have been done in this area have had very unfortunate con- 
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sequences and most have been canceled because of quality prob- 
lems. 

Poor quality does not save money. This proposal will irrevocably 
alter the existing market, disadvantage rural and underserved 
areas, and in the long run eliminate rather than encourage com- 
petition. 

Large national chains are in the position to underbid contracts 
for one or more years to drive community laboratories out of busi- 
ness. Once the large labs are established as government-sanctioned 
monopolies, we expect their bids will rise and there will no longer 
be any competition on either price or quality. 

When copayment and competitive bidding are combined with the 
OBRA 1993 cuts their impact is indisputable. No provider, large or 
small, is in a position to absorb these radical reductions. 

However, we are prepared to work with the Subcommittee on ad- 
ditional steps to control Medicare expenditures. We have long sup- 
ported direct billing which has been proven to control utilization 
within the Medicare Program and at the State level. There is 
strong evidence that extending Medicare billing to all payers will 
further reduce Medicare costs. 

In conclusion, we urge the Subcommittee to look at the real prob- 
lems that are driving up Medicare costs. Laboratory expenditures 
only comprise a very small part of the Medicare budget and, in re- 
cent years, the overall amount spent on these services has declined. 
Further implementation of copayment rates, either through fee 
schedule reductions or implementation of copayment and competi- 
tive bidding, are not justified and will destroy an entire segment 
of the health care industry. 

I appreciate the opportunity to appear before you today and 
would be pleased to answer any questions. 

Thank you. 

[The prepared statement and attachments follow:] 
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TESTIMONY OF ALVIN M. SALTON 
AMERICAN ASSOCIATION OF BIOANALYSTS 


Good Afternoon. My name is AJ SaJton. I am President and Director of 
Community Medical Laboratory In Meiuchcn. New Jersey and I am appearing on behalf of 
the American Association of Bioanalysts. Our organization represents the owners, directors, 
and managers of independent community laboratories across America. 

We appreciate the difficult task your Committee faces this year and are prepared to 
work with you to identify and implement Medicare reform proposals. At the same time, it is 
extremely important the Committee understand the extent to which the laboratory community 
has already made a disproportionate contribution to the Medicare reform and deficit reduction 
efforts. 


While physician and hospital groups complain about the reduction in their expected 
Medicare inflation adjustments, these pale. in comparison to the real cuts we have been forced 
to absorb. Labs now receive substantially less for most tests than they did fifteen years ago. 
These charts demonstrate how labs have taken real cuts while most other providers have 
received increases. Most recently, the 1993 Deficit Reduction Act ["OBRA 93"], reduced 
our fee schedule by another 14 percent over three years. We are struggling with the first two 
installments of OBRA 93 and must absorb another 5 percent decrease within the next twelve 
months. These changes have contributed to an overall reduction of 1 1 percent in Medicare 
spending for independent and physician laboratory services in the last two years. Laboratories 
simply cannot sustain any further reductions. 

In light of previous reductions, there are two proposals that would have a devastating 
impact on our ability to continue to provide quality laboratory services. The first is 
reinstating the 20 percent copayment. 

Reinstating laboratory copayment is not practice or wise. As the owner of a small 
independent laboratory I can cell you that collecting these fees will be an administrative 
nightmare for laboratories and senior citizens. It will result in seniors receiving bills for 
ridiculously small amounts of money, impose unbearable financial burdens on laboratories 
. and create additional rcdtape. In many cases the cost of collecting these payments will 
exceed the amount to be collected. These burdens are the reason laboratory copayment was 
eliminated in 1984. Reinstatement of copayment is equivalent to at least a 15 percent 
reduction in our reimbursement rate. 

Further, copayment will merely shift costs to senior citizens without controlling 
utilization. Seniors will receive bills, which they may not be able to afford, from providers 
they’ve never seen. This will create much confusion but will not control costs. Studies by 
the Rand Institute, the OTA and the CBO have indicated that seniors will get those tests 
ordered by their doctors regardless of whether a copayment exists. 

The second proposal to which we strongly object is called competitive bidding. Under 
this proposal, the government would select the lowest bidding laboratory in each area of the 
country to provide all Medicare laboratory services. Regardless of the level of bids 
submitted, the government would be required to reduce lab payments to ensure at least a 10 
percent savings. Issues of quality and service would be irrelevant to this bidding process. 

The few experiments that have been done in this area have had very unfortunate 
consequences. For example, a young woman who recently died of cervical cancer testified 
last year before the Judiciary Committee about tlw abysmal quality of the competitively bid 
laboratory services offered by her HMO. This lab failed to detect her cancer despite 
numerous tests over a three year period. This is not an isolated example. When the Air 
Force used competitive bidding for screening Pap smears, the laboratory performed so 
inadequately that the project was cancelled and more than 700,000 specimens had to be 
retested. Poor quality docs not save money. 

This proposal will irrevocably alter the existing market, disadvantage rural and 
underserved areas and, in the long run, eliminate rather than encourage competition. Large 
national chains are in a position to underbid contracts for one or more years in order to drive 
community laboratories out of business. Once the large labs are established as government 
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sanctioned monopolies, we expect their bids will rise and there will no longer be any 
competition on either price or quality. 

When copayment and competitive bidding are combined with the OBRA ’93 cuts, 
their impact is indisputable. OBRA 93 mandates a 14 percent reduction, coinsurance is 
tantamount to a 15 to 20 percent cut, and competitive bidding would decrease laboratory 
payments by another 10 percent. Combined. d)e total level of cuts in less than three years 
would be more than 40 percent. No provider, large or small, is in a position to absorb these 
radical reductions. 

While we object to the copayment and competitive bidding proposals, we are prepared 
to work with the Committee on additional steps to control Medicare expenditures. We have 
long supported direct billing, which has been proven to control utilization within the Medicare 
program and at the state level. There is strong evidence that extending direct billing to all 
payors will further reduce Medicare costs. 

In conclusion, we urge the Committee to look at the real problems that are driving up 
Medicare costs. Laboratory expenditures only comprise a very small part of the Medicare 
budget and, in recent years, the overall amount spent on these services has declined. Further 
reductions in laboratory payment rates either through fee schedule reductions or 
implementation of copayment and competitive bidding are not justified and will destroy an 
entire segment of the healthcare industry. 

1 appreciate the opportunity to appear before you today and would be pleased to 
answer any questions. Thank you. 
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Mr. Ensign. Thank you. 

Mr. Rapp. 

STATEMENT OF RICHARD J. RAPP, SENIOR VICE PRESIDENT, 

APRIA HEALTHCARE, COSTA MESA, CALIFORNIA; ON 

BEHALF OF HOME OXYGEN SERVICES COALITION 

Mr. Rapp. Mr. Chairman and Members of the Subcommittee, I 
am Dick Rapp, senior vice president of Apria Health Care. Apria 
provides comprehensive, integrated home care services, including 
home respiratory therapy to 350 branches serving patients in 48 
States. Apria, headquartered in Costa Mesa, employs 2,400 people 
in over 100 locations in California alone, and provides home care 
services to 120,000 patients in that State. 

The Home Oxygen Services Coalition was organized to represent 
the interest of home medical equipment manufacturers and service 
providers that bring oxygen therapy to the individuals in their 
homes. Lung-related diseases are the single largest cause of phys- 
ical handicaps in the Nation today. Nearly 15 million Americans 
have been diagnosed with chronic obstructive pulmonary disease 
known as COPD, which accounts for 20 million physician office vis- 
its a year and has become the fastest rising cause of death. 

By providing services in their homes, we enable patients to lead 
productive lives or, if they are more seriously ill, to convalesce at 
home rather than at an institution. Our respiratory therapists and 
technicians typically check on patients and equipment regularly 
and are available 24 hours a day, 7 days a week. In addition to de- 
livering equipment and training patients, we also refill oxygen 
tanks and supply patients with masks, the canulous tubing, and 
other disposable items. 

Therapeutic services and technical support account for nearly 75 
percent of the cost of providing home oxygen therapy to patients 
with COPD and are vital to the delivery of high-quality care in the 
home. Today I want to describe this important health care service 
and underscore some fundamental principles about the services we 
provide. 

You may have heard statements that home care costs have been 
rising at the rate of more than 30 percent a year. Those are not 
the cost increases of home oxygen services. Our services are reim- 
bursed under Medicare part B, rather than part A which has far 
fewer cost controls. The utilization of oxygen services increases as 
new patients are diagnosed with COPD and are treated with oxy- 
gen therapy under the physician’s prescription. 

Home oxygen therapy is subject to some of the strictest utiliza- 
tion controls of any Medicare benefit. It has three built-in controls 
against overuse or excessive costs. Number one, each patient must 
have a physician’s prescription. Number two, each patient must 
pass an independent blood-gas test verifying that oxygen levels are 
deficient. 'Three, each patient must pay 20 percent of the cost of the 
therapy. 

Home oxygen therapy is provided on a prospective cost basis. The 
same amount is paid regardless how much service each patient re- 
quires, where they live, or the complexities of their circumstances. 
Moreover, in the past 9 years, Congress and HCFA have approved 
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18 separate restrictions or cutbacks in the reimbursement for this 
therapy. 

Not only are our costs under control, but you have been fine- 
tuning them at a frequency of two times a year, despite the fact 
that the home oxygen benefit represents less than 1 percent of the 
Medicare budget in 1992. 

I want to now turn to a proposed solution, competitive bidding, 
which we feel should be rejected. Competitive bidding for home 
medical equipment has been tried and rejected in Ohio, Connecti- 
cut, Montana, and South Dakota. Among the reasons the States 
cited for dropping it are, loss of freedom of choice for the bene- 
ficiary; actual reduction in competition between the providers; re- 
duced access to provider support of the patient; and the difficulty 
in cost of the program administration. 

Any competitive bidding program would require HCFA to build 
a new bureaucracy to administer it, probably at far greater cost 
than could ever be recouped in savings. The regional medical car- 
riers that issue reimbursements to providers do not have the re- 
sources or the administrative structure to implement this concept. 

Try to imagine an elderly patient in California who has a prob- 
lem with a competitive bidding winner who refuses to come to his 
or her home for an emergency call. And that elderly patient has to 
call the regional carrier in Tennessee to register a complaint. 

The trauma and anxiety of such a situation would be enough to 
send the patient to the emergency room and then we would have 
gained little. 

In conclusion, Mr. Chairman, competitive bidding is not competi- 
tion. Competitive bidding just sounds good. Competitive bidding 
would be synonymous with more bureaucracy and less patient 
choice or support without any evidence of savings to the program. 
We would welcome any opportunity to work with you as you fash- 
ion new market-based solutions for the delivery of medical care. 

Thank you. 

[The prepared statement follows:] 
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Testimony OF 
Richard J. RAPP 

Senior vice President of Apria Healihcare 

ON BEHALF OF THE 

Home Oxygen Services Coalition 
Before THE 

Committee on Ways and Means 
Subcommittee on Health 

U.S. House of Representatives 
JULY25, 199S 


Mr. Chairman, members of the Committee, on behalf of the Home 
Oxygen Services Coalition, I thank you for the opportunity to testify. I am Dick 
Rapp, Senior Vice President of Apria Healthcare. 

Apria Healthcare, a recently merged company between Homedco Group 
and Abbey Healthcare, provides comprehensive integrated homecare services 
including home respiratory therapy, home infusion, home medical 
equipment, women’s healthcare, contract nursing services, and coordinated 
care through 350 branches serving patients in 48 states. Apria Healthcare, 
headquartered in Costa Mesa, California, employs 2,415 people in 120 branches 
in California, and we provide homecare services to 120,000 patients in the 
state. 


The Home Oxygen Services Coalition (HOSC) was organized to represent 
the interests of home medical equipment manufacturers and service providers 
that bring oxygen therapy to individuals in their homes. Apria Healthcare’s 
Chairman, Jeremy M. Jones, who serves as Chairman of the Home Oxygen 
Services Coalition, asked me to express his regrets that he could not be with 
you today. 

We agree with you that Medicare is in need of substantial restructuring 
and market based incentives are the most effective way to control costs and 
assure long term quality of care. Until we get there, we ^so must address both 
the cost and utilization of services for the great majority of Medicare 
beneficiaries who will continue to be served on a fee reimbursement basis. We 
believe the current structure for reimbursement of home oxygen services offers 
a model for utilization and cost controls that can be applied to other parts of 
Medicare. 

Today I want to describe this important health care service and 
underscore some fundamental principles about the services we provide: 

• You may have heard statements that home care costs have been rising 
at a rate of more than 30 percent a year ~ those are not cost increases for 
home oxygen services. Our services are reimbursed under Medicare 
Part B, and the utilization of these services increases only as new 
patients are diagnosed with chronic obstructive pulmonary disease 
(COPD) and are treated with oxygen therapy as prescribed by their 
physicians. 

• Home oxygen therapy is subject to some of the strictest utilization 
controls of any Medicare benefit. It has three built-in controls against 
overuse or excessive costs. In addition to having (1) a physician’s 
prescription, each patient must pass (2) an independent arterial blood 
gas test, and (3) must pay 20 percent of the cost of the therapy. 

• Home oxygen therapy is provided on a capitated basis — the same 
amount is paid regardless of how much service each patient requires, 
where they live, or the complexities of their circumstances. Moreover, 
in the past nine years. Congress and the Health Care Financing 
Administration have approved 18 separate restrictions or cutbacks in 
the reimbursement for this therapy -- not only are our costs under 



472 


control, you have been fine tuning them at a frequency of two times a 
year. 

Let me tell you about the patients we serve. Lung related diseases are 
the single largest cause of physical handicaps in the nation today. Nearly 15 
million Americans have been diagnosed with chronic obstructive pulmonary 
disease which alone accounts for 20 million physician office visits a year and 
has become the fastest rising cause of death. COPD is an insidious disease, 
which most often is irreversible and is complicated by aging. COPD diseases, 
including chronic bronchitis and emphysema, make it more difficult to 
breathe and rid the body of carbon dioxide. Over time, the ability to breathe is 
so impaired that adequate levels of oxygen cannot be maintained in the blood. 
We provide the equipment and services to these individuals who are in need of 
this life sustaining therapy. 

By providing services in their homes, our patients can continue to lead 
productive lives, or if they are more seriously ill, to live and convalesce at home 
rather than in an institution. Our industry supports their needs at home 24 
hours a day, and facilitates their travel all over the country by car, train, or 
airplane. 

Public opinion polls suggest that an overwhelming number of patients 
prefer home care. Not only is it far more desirable, it almost always is more 
cost-effective than caring for them in institutional settings. 

A 1991 Lewin-IGF economic analysis focused on the efiect of home 
oxygen services on the cost of care for patients suffering from COPD. Lewin- 
ICF determined that $520 per patient per episode would be saved if a COPD 
patient was to receive care in the home rather than in the hospital. 

After a physician prescribes oxygen therapy, the oxygen provider 
consults with the physician and the patient to develop a plan of care which 
reflects the patient’s needs. Those needs will influence the choice between one 
or more of three oxygen systems that can be provided. The following systems 
are the most frequently prescribed: 

* Oxygen concentrators are designed primarily for home use. However, 
as many as 70 percent of patients are semi-ambulatory and require a 
portable system to meet their needs. These electrically-powered devices 
separate oxygen from room air, producing a rich concentration of 
oxygen. 

* Gaseous oxygen is stored under high pressure in heavy, stationary 
tanks which must be replaced at regular intervals by the oxygen 
providers, sometimes with little advance notice. 

* Liquid oxygen is stored in large reservoir containers at temperatures of 
minus 297 degrees Fahrenheit. Liquid oxygen reservoirs must be 
refilled regularly. Liquid oxygen also includes a small, portable 
container that can be filled from a stationary unit, allowing for greater 
patient mobility. 

Commonly, a physician will prescribe that a patient use a concentrator 
for in-home use and a portable oxygen unit which will allow travel away from 
home for short periods of time — whether to a physician’s office, grocery 
market, or other activities necessary to daily living, including vacation travel. 
This ambulatory activity often is prescribed to further maintain the health of 
the patient. 

After oxygen equipment is placed in the home, it is Important to ensure 
that patients comply with the prescribed regimen. As oxygen providers, we 
monitor compliance, continually reinforcing and reeducating patients as 
necessary. Even with monitoring and training, approximately 20 percent of all 
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costly hospitalizations of the elderly result from a failure to follow prescribed 
therapy. 

Therapeutic services and technical support account for nearly three- 
fourths of the cost of providing home oxygen therapy for patients with COPD 
and eire vital to the delivery of high quality care in the home. Our respiratory 
therapists or equipment technicians t 3 rpically check on patients and equipment 
regularly and are available in case of emergency 24 hours a day, seven days a 
week. As a provider, we also supply patients with masks, cannulas, tubing, 
8ind other disposable items on an as-needed basis, and deliver or refill oxygen 
tanks. We also service concentrators at appropriate intervals to ensure that 
oxygen continues to flow at the level prescribed by the physician. If we do our 
job well, patients never experience a problem or interruption. 

The home oxygen benefit has been one of the most frequently reviewed 
and modified programs under Medicare despite its relatively small size. 
According to 1992 data contained in the 1994 Green Book, the home oxygen 
benefit represented only 0.85% of the total Medicare budget. Congress enacted 
broad reforms to the home oxygen benefit, which they put into effect only six 
years ago in 1989. Responding to concerns about utilization and cost controls, 
this “six-point plan” provided a number of changes which have strengthened 
and improved the quality of care and brought further discipline to the cost of 
the progpram. Among these changes. Congress mandated: 

* That home oxygen services be reimbursed on a capitated basis — a fixed 
fee would be paid regardless of the oxygen modality that was chosen by 
the physician, the liter flow requirements of the patient (one to four liters 
per minute) or the number of service visits required by the patient. 

* That each COPD patient must undergo and pass a strict arterial blood 
gas test administered by an independent laboratory to determine the 
oxygen retention capability of the patient. Medicare will reimburse for 
oxygen therapy only if the test demonstrates a clinical need objectively. 

These changes, when combined with the requirement for the 
physician's prescription and the 20 percent copayment by the patient, support 
our contention that this therapeutic benefit is one of the most tightly controlled 
in the Medicare program. Add to this the 18 reductions in reimbursement for 
home oxygen therapy that Congress and HCFA have adopted in the past nine 
years and you begin to appreciate how closely this program has been 
monitored. 

The reimbursement cuts, along with other programs, have had a major 
impact on the way we provide these services. These Medicare changes have 
forced us to become more efficient. We now deliver more services, and better 
services, for less money. This is why we would encourage this committee to 
use the home oxygen benefit as a model for utilization and cost controls that 
could be applied to other areas of Medicare. 

At the same time, I want to discourage any effort to adopt an attractively 
phrased, quick-fix solution such as the often-rejected proposals for competitive 
bidding. Competitive bidding continues to surface in every budget 
reconciliation and Medicare reform debate for only one reason -- the title. Who 
can reject a proposal that contains the words “competitive” and “bidding” in the 
title? Here are a few reasons why we believe you should reject it: 

* The concept is only a title — there is no carefully developed proposal to 
implement competitive bidding for home oxygen services. 

* Competitive bidding, as managed by HCFA, will result in limiting or 
eliminating patient choice of a home oxygen services provider. 

* Competitive bidding for certain selected home medical equipment items 
has been tried or considered and abandoned in Ohio, Connecticut, 
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Montana, and South Dakota. Among the reasons cited for dropping it — 
loss of freedom of choice for recipients, an actual reduction in 
competition between providers, and reduced access to provider support 
of the patient, and difficulty of administration. 

* Any detailed proposal would disclose the need for Medicare to build a 
new bureaucracy to administer it - probably at far greater cost than 
could ever be recouped. The regional medical carriers that issue 
reimbursements to providers do not have the resources or the 
administrative structure to implement this concept. Try to imagine a 
patient in California who has a problem with a competitive bidding 
winner that refuses to come to his or her home for an emergency call 
and has to call the regional carrier in Tennessee to register a complaint. 

Our company, and the other companies in our industry, compete for 
business every day with managed care plans and a broad range of other 
entities that offer home oxygen benefits to insmed patients or plan subscribers. 
However, competitive bidding is not competition. Competitive bidding would be 
synonymous with more bureaucracy and less patient dioice or support without 
any evidence of savings to the program. 

Again, I want to underscore the fact that in a fee reimbursement 
structure which Medicare operates today, and will continue to operate for 
years to come, the capitated payment and utilization controls that we operate 
under give Medicare ^e best value for the money. 

This committee, and the Congress, have embarked upon a challenging 
course to make Medicare work better and be more cost effective, while meeting 
the medical needs of our growing population of senior citizens. 

The members of the Home Oxygen Services Coalition are proud of the 
record they have established of providing high quality, cost-effective services to 
patients suffering from COPD, 

A large portion of our business is provided to market-based health care 
delivery systems, and we would welcome an opportunity to work with you as 
you fashion new, market-based solutions to the delivery of medical care. We 
also have had years of experience in providing Medicare beneficiaries with 
home respiratory services, and we would offer that experience to you for the 
period of transition to a new system to demonstrate the cost-effectiveness of the 
home oxygen benefit because it is based on a capitated, utilization controlled 
system. 


Thank you for giving us the opportunity to appear before you today. 
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Mr. Ensign. Thank you, Mr. Rapp. 

Mr. Liken. 

STATEMENT OF JIM LIKEN, PRESIDENT, LIKEN HOME 

MEDICAL, INC., PITTSBURGH, PENNSYLVANIA; AND 

MEMBER, BOARD OF DIRECTORS, NATIONAL ASSOCIATION 

FOR MEDICAL EQUIPMENT SERVICES 

Mr. Liken. Thank you, Mr. Chairman and Members of the Sub- 
committee. I am Jim Liken and I am president of Liken Home 
Medical in Pittsburgh, Pennsylvania. I represent NAMES, the Na- 
tional Association for Medical Equipment Services, the only na- 
tional association representing HME, the home medical equipment 
services industry, exclusively, and 1,800 companies speciflceilly. 

This hearing is the first step in addressing one of the most press- 
ing issues faced by Congress — how to set the direction for the Med- 
icare Program, while tiying to reduce the Federal deficit? 

This will include a delicate balance of maintaining quality of care 
and expanding its access, while reducing costs. We understand this 
Subcommittee’s key role in seeking ways to restructure the Medi- 
care Program. We would support a radical restructuring of the en- 
tire system. This could include a consolidation of Medicare part A 
and part B in order to provide incentives for patients to choose the 
best quality, most cost-effective level of care. We also think the 
focus should be on the consumer, the present and the future Medi- 
care beneficiary who needs and deserves patient choices. 

HME makes a significant difference by avoiding more costly care, 
providing speedier hospital discharge, and ensuring that the indi- 
vidual continues to live as independently as possible. 

HME providers furnish a continuum of care. Our responsibilities 
do not end when equipment and supplies are delivered in the home 
and consumers are trained in their use, they just begin. The HME 
services industry is routinely oncall 7 days a week, 24 hours a day 
to provide the support services needed. 

The service aspect of our industry cannot be appreciated enough. 
In April 1995, NAMES conducted a survey of our longstanding 
members to obtain information on Medicare fees paid on selected 
items over the preceding 10 years. The results show that Medicare 
payment amounts for the selected items have remained relatively 
unchanged during the previous 10 years. 

For example, in 1985 oxygen concentrators were reimbursed by 
Medicare at the average rate of $302.50, compared to the 1995 
monthly payment amount for oxygen therapy of $303.54. This cur- 
rent payment also covers all the supplies and oxygen contents used 
by the patient which were reimbursed separately 10 years earlier. 
Semielectric beds were reimbursed at $118.23 in 1985, and $137.96 
in 1995. 

The 1995 payment is also reduced 25 percent in the fourth 
month and capped or stopped completely after 15 months of rental. 
These examples are exemplified by the charts shown, as well as the 
complete survey which is attached to my written testimony. 

The HME services industry has received 18 cuts in the last 9 
years. We must remember that HME outlays represents approxi- 
mately 2 percent of the total outlay for Medicare expenditures. I 
submit to you that any growth in Medicare expenditures for home 
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medical equipment services is not due to rising prices for the serv- 
ices, but utilization rates that reflect why HME is the solution and 
not the problem. 

NAMES recommends enacting the following additional solutions 
which we believe will potentially save the Medicare Program mil- 
lions of dollars. 

First is accountability measures. The industry needs standards of 
service that are reflected throughout both the public and private 
health insurance industry. Second, consistent monitoring of the 
HCFA common procedure coding system. Congress could eliminate 
problems that have occurred because HCFA’s system of codes have 
simply failed to keep up with technology. 

Third, Congress could also require HCFA to set an optional 5-day 
response, electronic preauthorization system for rehab assisted 
technology for equipment costing more than $1,000. 

Fourth, HCFA should allow the beneficiary the ability to upgrade 
to his or her equipment of choice. 

And, finally, NAMES is working to enact strict legislation creat- 
ing an environment that discourages fraudulent providers from 
participating in the health care system and encourages quality and 
cost-effective care. 

In developing new ways to pay for the Federal deficit one dubi- 
ous proposal, competitive bidding for HME services is continuously 
under consideration. Competitive bidding for certain selected HME 
items under Medicare has been tried previously and subsequently 
abandoned. 

States including Montana, Ohio, and South Dakota found com- 
petitive bidding to impair freedom of choice for recipients, to render 
the States incapable of utilizing the expertise of all vendors, and 
to impede competition and patient access. A competitive bidding 
program is extremely complicated. At this time HCFA has no plan 
for administering such a program. 

All evidence suggests it is virtually impossible to design and ad- 
minister a competitive bidding process without damaging our mar- 
ketplace. HME providers do more than just deliver home medical 
equipment to Medicare beneficiaries. The high level of home care 
services must be encouraged and not destroyed. We look forward 
to working with you to be futuristic in reforming our system and 
to save substantial money and to provide more cost-effective care 
in the home. 

I will be glad to answer any questions. 

Thank you. 

[The prepared statement and attachments follow:] 
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The National AssociatioD for Medical Equipment Services (NAMES), the only national 
association representing tbe home medical equipment (HME) services industry exclusively, is pleased 
to testib’ today before this Subcommittee regarding Medicare and Budget Reconciliation Issues. 1 am 
Jim Liken, President of Liken Home Medical, Inc. in Pittsburgh, Pennsylvania and a Member of the 
NAMES Board of Directors. 

Today is tbe first step in addressing one of the most pressing issues faced by Congress: how 
to set the direction for the Medicare program while trying to reduce the federal deficit. This will 
include a delicate balance of maintaining quality of care and expanding its access, while reducing 
costs. Toward that goal, this testimony addresses tbe role of HME services and rehab/assistive 
technology in ensuring quality, affordable health care for all Americans as well as Medicare 
expeiditures. I will discuss significant policies which will help to eliminate fraudulent health care 
provideTS from the Medicare program and will potentially save the federal government millions of 
dollars. I also will present evidence that competitive bidding is not tbe way to save the Medicare 
program money. 

The Role of Quality HME Services 

NAMES members comprise approximately 1,800 HME companies which provide quality, cost- 
effective HME services and rehabilitation/assistive teclmology to patients in their homes. According 
to physician prescription, HME providers furnish an extremely wide array of HME and related 
services to patients in their home, ranging from more 'traditional'' HME items such as standard 
wheelchairs and hospital beds, to highly advanced services such as oxygen, nutrition, and intravenous 
antibiotic therapies; apnea monitors and vendlatots; and specialized rehabilitation equipment 
customized for tbe unique needs of people with disabilities. Many of these consumers are Medicare 
beneficiaries. 

HME can make the difference by avoiding more costly care, providing a speedier hospital 
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discharge and ensuring that the individual continues to live as independently as possible. HME 
providers furnish a continuum of care. Responsibilities do not end when equipment and supplies are 
delivered to the home and consumers are trained in their use — they just begin. The increasing 
sophistication of equipment that is available at home today means the HME services industry is 
routinely "on call" seven days each week, 24 hours per day to provide the support services needed. 

The HME marketplace today reflects the growing number of patients as well as their needs and 
expectations for quality services. Home care using HME services and rehabilitation/assistive 
technology can ensure the continued provision of high quality health care in a setting that the vast 
majority of consumers and their families prefer. And, that care can save our nation’s health financing 
system millions of dollars. 

HME Expenditures 

As you know, NAMES testified before this Subcommittee in February of this year regarding 
the growth in Medicare expenditures. NAMES agreed that Medicare expenditures for home care 
services have grown. However, we submitted that this is not the problem, but a solution in itself. In 
an era of increasing cost consciousness and concern about the long-term care of our nation’s elderly 
and people with disabilities, it makes plain policy sense to preserve and foster the very benefit that 
provides home care services in the most cost-effective and yet compassionate fashion. 

HME reimbursement has been essentially level for the past ten years. In April of 1993, 
NAMES conducted a survey of our longstanding members to obtain information on Medicare fees paid 
on selected items over the preceding ten years. HME services providers across the country were asked 
to provide actual Medicare payment information on the following HME items: oxygen concentrators: 
portable oxygen add-ons; commodes; standard wheelchairs: total electric beds; and semi-electric beds. 
In addition to the Medicare payment amount, HME services providers were to provide a copy of an 
actual Medicare Payment Remittance Advice Notice sent to the provider by the Medicare carrier 
making the payment, as confirmation of the Medicare payment amount reported as received. The 
results show that Medicate payment amounts for the selected HME items have remained relatively 
iinrhanged during the previous ten years. For example, in 1985, oxygen concentrators were 
reimbursed by Medicare at the average rate of $302.50. Currently in 1995 oxygen concentrators are 
reimbursed by Medicate at the average rate of $303.54. Standard wheelchairs were reimbursed by 
Medicare at the average rate of $32.45. In 1995 Medicare reimburses on average only $47.11. We 
have attached a copy of the entire survey to our testimony (Appendix A). 

The HME services industry has received 18 cuts in the last nine years (Appendix B). We must 
remember that HME outlays represent approximately only 2% of the total outlay for Medicare 
expendimres. I submit to you that any growth in Medicare expendinires for home medical equipment 
services is not due to rising prices for HME services but utilization rates that reflect why HME is the 
solution and not the problem. And, that care in the home can save our nation’s health financing system 
millions of dollars. 

We understand this Co mmi ttee’s key role in seeking ways to restructure the Medicare program. 
We at NAMES would support a radical restructuring of the entire system. This could include a 
consolidation of Medicate Part A and Part B, in order to provide incentives for patients to choose the 
best quality, most cost-effective level of cate. 

Fraud and Abuse 

NAMES takes seriously its mission to promote access to quality HME services and 
rehab/assistive technology and has devoted significant resources for several years to combat fraud and 
abuse. Hie industry has worked assiduously with the Administration and Congress to help eliminate 
the few unethical providers who damage the reputation of an otherwise upstanding industry. 

One of NAMES’ efforts consisted of working during the 102nd Congress with Rep. Ben Cardin 
(D-MD), who introduced H.R. 2534, the "Ethics and Treatment of Home Medical Equipment Act of 
1991." ’This legislation, which was co-sponsored by 112 Members of Congress, remains the most far- 
reaching of all subsequent HME bills introduced in Congress to date. Many provisions and concepts 
in H.R. 2534 were incorporated into legislation that passed the 102nd Congress in 1992, but were 
vetoed by President Bush. In the 103rd Congress, NAMES helped Congress enact into law, the Social 
Security Act Amendments of 1994 (H.R. 5252 & S. 1668), which incorporated many of the ethics 
provisions contained in H.R. 2534. 

Recently, NAMES took a serious look at the specific problems with the provision of HME 
services and rehab/assistive technology in the Medicare program. The following reflects our solutions 
to those problems which we believe will potentially save the Medicare program millions of dollars. 
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• Accountability Measures-Tbe Need for Standards. NAMES has advocated for years that 
there must be stronger accreditation, certification and licensure requirements, including on-site 
inspections. Despite the work of NAMES and HME piovideis to create a higher level of 
service for individuals in need of care, formal Medicare certification standanls for the 
provision of HME services still do not exist today. HCFA has no detailed specific requiiements 
for beneficiaries receiving HME services. There are no provisions regardii^ type or frequency 
of services that should be rendered, record-keeping practices, emergency care, patient 
education, home safety assessments or infection control practices. 

• ConsisteiitMoiiitotingofthe HCFAComman Procedure Coding System (HCPCS) Codes. 
The HCPCS codes are currently updated on a yearly basis only. One of the possible abusive 
areas in HME is in questionable coding practices. By legislatively mandating HCFA to 
prospectively change the coding system quarterly. Congress could eliminate problems that have 
occurred in similar situations with support surfaces. 

Further, the Office of Inspector General is currently expending significant resources in an 
attempt to prove that providers abused the system by filing lymphedema pump claims under 
"high-priced codes'; in fact, HCFA’s system of codes simply failed to keep up with 
technology. 

NAMES also would advocate that Congress create a Manufacturo* and Provider Advisory 
Committee to assist HCFA in setting the HCPCS Codes and recommend appropriate 
descriptors to help identify emerging technology. 

a Optional Electronic Preautborization. Assistive technology and qiecial wheelchair systems 
require building and delivery prior to claims submittal. HCFA has no set time period for claim 
adjudicating ani guaranteed payment. We have received information which suggests that some 
providers may be submitting claims and paperwork indicating the equipment has been 
delivered, whm in hict they have not even begun constructing the equipment. Providers will 
do this in order to get advanced assurance of Medicare coverage and payment for costly, 
complex equqmieiu that has been prescribed by the physician. 

By requiring HCFA to set up an optional S-day response electronic preauthorization system for 
rehab/assisthre technology for equipment costing over $1,000, Congress could avoid any 
incentives to engage in dUs practice, by reassuring the provider that their services will not go 
urqraid. 

• Equipment Upgrades. CurrenOy, a Medicare beneficiary with a prescription who wishes to 
purchase certain pieces of equipment may be unable to do so. For instance, a beneficiary who 
has a prescription for a full-electric hospital bed to meet his/her physical needs is prohibited 
by Medicate to purchase the bed. Aithough Medicate will pay for the rental of a semi-electric 
b^, a fiill-elec^ bed is deemed medically unnecessary, even as originally prescribed by the 
physician. In essence, regardless of the patient's medical needs or a physician’s ptescription. 
Medicare makes the final medical need and payment decisions. 

Currently, when a benefkiaty needs an item of medical equipment the provider will bill 
Medicate for the item atal Medicate may deny paymern and instead substitute another item that 
costs Medicate less. In addition Medicare denies the beneficiary the ability to "upgrade" to 
his/her equipmem of choice. NAMES strongly siq^rts legislative efforts to allow equipment 
iqrgrades for Medicare beiKficiaries. 

NAMES also is working with the Coalition of Associations United Against Fraud and Abuse 
to enact strict legislation creating an environment that discourages fraudulent providers from 
participating in the health care system aixl encourages quality and cost-effective health care. We have 
attached a summary of the Coalition's pnqtosal (Appendix C). NAMES highly endorses this proposal 
as a way to potentially save billions of Medicare dollars. 

By enacting the suggested provisions. Congress ccxild potentially save the Medicare program 
money that could be used to reduce die federal deficit. 
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CompethiTe Bidding 

As an HME services provider and business owner, 1 recognize the need to balance the federal 
deficit. But in the tush to develop new ways to pay for such reform, one dubious proposal, competitive 
bidding for HME services, is continuously under consideration. 

Congress should consider the fact that competitive bidding for certain selected HME items 
under Medicaid has been tried previously and subsequently abandoned in a number of states. States 
found competitive bidding to impair freedom of choice for recipients, to tender the States incapable 
of utilizing the expertise of all vendors, and to impede competition and access. 

• Ohio Medicaid officials concluded that competitive bidding was unworkable after 
issuing a request for purchase. 

• Montana abandoned competitive bidding because the program was found to deny access 
to beneficiaries and impair the abili^ of the State to tap the expertise of all providers. 

• South Dakota backed away from a decision to implement competitive bidding after 
deciding it could reduce Medicaid costs in other, more effective, ways. 

A competitive bidding program is extremely complicated. At this time, the Health Care 
F inancing Administration (HCFA) has no plan for administering such a program. Such an endeavor 
would require HCFA to invest in a significant new bureaucracy and ultimately could cost mote to 
create and operate the bureaucracy than would be saved from competitively bidding the products and 
services. 

Competition and competitive bidding are not syrxmymous. Trae competition compares service 
and price. Competitive bidding looks only for the lowest price. It does not address issues of service, 
choice, or quality. Winner-take-all coriqietitive bidding may even destroy competition by driving many 
HME conqianies out of business. 

Competitive bidding compromises quality, access and choice. Medicare patients do not seek 
HME such as oxygen therapy as a rrutter of discretion. When service is interrupted, consumers must 
receive prompt service or be forced to enter the hospital. Quality home medical equipment service 
conqnnies maintain 24-bour, seven day a week patient support so that service is never interrupted. 
That level of service would be improbable to maintain in a competitive bidding environment. Patients 
with emergencies end iqr entering the hospital at additional Medicare program costs. In fact, service 
has been shown to decrease significantly in areas where HME providers are forced to competitively 
bid. 

The worst result for Medicare beneficiaries would be to establish a stiucuire that would permit 
low bidders to offer inferior quality at below market prices, without providing the level arxl quality 
of siqiport and service that is essential to basic patient cate. 

In short, all evidence suggests it is vinu^ly impossible to design and administer a competitive 
bidding process without itamag iu g the market, compromising quality and leading to higher prices in 
the long tun. With polkymakers now considering various mechanisms to reform Medicare by moving 
mote beneficiaries into managed care, it is illogical to create a new scheme at this time just for HME 
services that removes the entire coisept of competition out of the marketplace altogether. 

Concbolon 

In closing, NAMES recognizes the difficulties fved by Congress and this Committee in 
developing a responsible l^islative package that will reduce the Federal deficit and still address 
America’s critical health care iKcds. At the same time, NAMES submits that enacting legislation 
which does not work is counterproductive to our conunon goads of allowing people to be discharged 
sooner from an instihition aial pennittiiig people trith severe disabilities to lead productive lives. Such 
obviously cost-effective and compassionate meam of providing health cate in the home should be 
encouraged and fostered where possible and clinically appropriate. 

HME providers do much mote than just deliver home medical equipment to Medicate 
beneficiaries arxl others. This high level of borne cate services must be encouraged - not destroyed. 
HME services providers ate willing to do our put to assist Congress in reducing Medicate 
expendtuues, but the budget carmot be balateed through repetitive ccmskletation of proposals such as 
m u i p n i tive bidding that have been rejected time arxl time again. However the budget can be balatxxd 
by lowing the irxhtstty suggestions presetaed bne today. 

I will be pleased to amwer any questioos you may have. Thank you for allowing me to testify. 
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Nttiflittl A*socati6i> iw 
McdicAl E^uipoteiu Services 

NATIONAL ASSOCIATION FOR MEDICAL EQUIPMENT SERVICES 
SURVEY 

MEDICARE PAYMENT FOR SELECTED HOME MEDICAL EQUIPMENT ITEMS 
19SS- 1995 

(Released - July 17. 1995) 


1. IntrodnctiMi 

Early in 1995, former Nanonal Association for Medical Eququiieni Services (NAMES) 
Chair man of tbe Board (1993 - 1994) Rkhani Dober^, correctly forecast that the impending 
CoDgreasiooal ddnee on Medicare reform would isvariably include a discussion of adjustiog yet again 
die payment amounts received by Medicare providers. Since 1985. Congress has acted on seven 
difierem occasions to reduce or limit the growth of home medical equipment (HME) services 
Medicare fees. Uiese actioDs include a rebasing of HME fees in 1990 (OBRA 1990), a freeze of 
Medicare allowidiles in 1986 and 1988, payment deductions in 1989 and 1990 (Gramm-Rudman- 
HoUings), ihriitatirtrM qq Consumer Price Index (CPI) updates to the HME fees (OBRA 1990) and 
chang in g dw payment mediodol<^ cakulatioc to tower fees (OBRA 1993). On its own initiative, 
the Health Care Financmg Adminittradon (HCFA) has acted at least twice to lower HME fees, 
including a fee rdnsiog in 1986 (Inflation Index Charge Application) and a change in payment 
OKthodology in 1987 (Lowest Charge Level Reduetton). 

Congress and HCFA took each of die preceding measures to Imit growth in individuil HME 
hem Medkaie payments presumabty to slow snd/or reverse the aggregate increases in Medicare 
expenditures for HME. Given the condmingpresuzxqjtioD that Medicare HME fees are too high. Mr. 
Doberty questkmed the effectiveness of these fee i Uniting initiatives to control Medicare outlays. 
Using his own coogm^'s exper ien ce (CoinpreheastveHcaie Health Compaziy, Avon, Massachusetts), 
he conducted a survey on selected HME items to determine tbe actual impact dieae Congresskmal and 
Administrative actions have had on his Medicare payment amounts over the last decade. Tberesults 
showed that, in the of cases. HME fees have remained relatively flat or, in some cases, 

acftiaQy decreased. 
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Bated on hit coo^Muqr't ex pe ri en ce , Mr. Doherty coochided chat the perc^tioa of high 
mdividiial peyxmus was inco rre ct and ttias mrreaarid fee amouncs were not the cause of an aggregate 
increase in Medicare paym e n t t for HME over (he last decade. Mr. Doherty requested that NAMES 
r e p e a t this survey on a nationa] basis, and the Asaociarion undertook such an effort in April of 199S. 
The reautti NAMES obtained nurrored Mr. Doherty’s. An explanatiOQ of ihoae results and how the 
survey was cnnthir s rd are deacrfeed m the following rqwrt. 

n. Mcthodolocy 

A. HME Hem Sflnrri e n 

tiawis sMMciea aneea on iTomMr uipcrMice 
For piniKMa of (be mrvey, NAMES eelecsed. t variety of ileiDS (bat rep reee nt a reasonable 
crosi eectioa of (be majority of iteme placed with Medicare beneiiciariea by an average HME services 
provider. Tbe iteme are; 


(Wvmrtt Thrrm nyi Aevaen rjtnrtmrmmit . OxygcB (betspy is medially neccssaiy osygcn 
admmieaered via liqtiid oayfen, cmp pre ea ed gas or oxygen coocentcaton. Efiective as of 19S9, (be 
mammy pay tnent tnetbodoloty for (nygen (berapy is modalby nenbal. One monlbly fee is 

made in pqnent of ig ip to v e d oxygen (taenpy. regardlest of (be «dminiMr«iim method. Prior to 
1989. Medfcareprndaepa i m ee eno i iiM far brad (»yg( g ie(p q pmei».gmeTigiinc« and concemraiert. 
in addi(inn. prior B 1989, Medicare paid far (he actual Iai|iaid or gas coinetnt uaed in (be equipnaeai 
on a per pomid or per cnbic faoc basm. EvapalieinsaaiiigaiiaxygeaGaiicetniaMraadseitpriniaiy 
deiiveiy ntodaliiy ttaim have a gas or liquid oxygen back gp ryemm. Maagr alao uae a ponaUe 
eyelem.aihecfaiio aplam Bdbeloar. Since 1989, 8ae is no addirional or sepame Medicare paymem 
far die oo i nam a oaed bi a back op or portthl e tysaem. 


Bnrable Oivnen - Medicare payi a minimai moadily 'addon’ far dc additional equiptnem 
needed B provide porMble oaygen B dmee p a tiein i adfe an acoepaed tawlaal aeceasiiy. Pottebie 
oaygen cm be deiivand eifeet by 1 oaoBnaaed gea ayaBB - amBl *£' ms ankt. not refillable by 
fee pmiem and npfanad nben empty - or by a liquid oaygen ayaeam - a aomll pottabk liquid oxygen 
unit, lefBled by the patient from a iB ti i i uaiy liquid rearrvoer aa needed. Tbis edtUon is not for (be 
romeati. but far tim eq ii i p iorjn Since 1989, a^y c c enam paymeai ia c o n ei deted included in ibe 
mondily aUotrible puym e m far am amtionaty imiL 

QaBaMJ BI - A t^t*!** rornimdii ■ oovutud Hid paid far by Medicure far pet i riue whoae 
madicul eimdition confinea diem B dBk badromn or mbcnriae mukaa them inapiUe of uaag regular 


milet Cadlitiea. 
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■Staivtafri Wheelchairs • A wheelchair ta covered if the pattern’s condition is such diat without 
the wheelchair die patient would otherwise be bed confiited. 

Full Electric Hospital Beds - A full electric bed an electric motor with a hand-held 

controller pennitting the patient to adjust die angle of elevation of the head and foot Additionally die 
patient can adjust die bed height as needed for transfer into and out of the hospital bed. Since 1994. 
die Medicare carriers have considered electric bed variable height adjustment as a noD-covered 
"convenience” feature, not medically necessary under any circumstance. When such beds are billed, 
they are automatically down-coded by die carrier (reduced to the neat least expensive covered item) 
tt> the semi-electric bed payment amount. (Although the carrier’s do not pay for full electric beds. 
HCFA still matmatns billing codes and publishes anzaial Medicate fees for full electric beds. 
Providers are required to truthfully bill die equqtmni! placed with the beneficiary, even in the face 
of die ■utomafir. downcode. Differences in ]ffices cannot be charged to padenis \^n the claim is 
taken on an assigned basis vrtien die hem is dowocoded, as cqiposed to an outright denial of Medicare 
coven^e which makes die beneficiary liable for the item.) 

Semi-Elcciric Hospital Beds - A semi-electric hospital bed contains an electric motor with a 
hand held cootroUer permitting the paoent to adjust the angle of elevation of the head and foot. 
Changes in the bed height as needed for transfer of the patient to and fiom the bed is accomplished 
by means of a handcrank located at the foot of the bed on the under carriage. 

11. Sdeded Items Cmnpared With HCFA Payment Experience 

Based on HCFA provided infonnatiOD for 1991 on the "top. 100” HM£ hems in terms of 
aggregate Medicare payments, die amount paid in allowed charges by HCFA for oxygen therapy 
delivered via the oxygen concentrator modality only ranked 1, 2, 3 and 4 ($378.8 million), portable 
gaseous oxygen systems ranked 1 1 ($39.6 million), commodes ranked 22 ($14. 1 million), standard 
wheelchairs ranked 17(520.6 million), full electric hospital beds ranked 9 ($45.7 million) and semi- 
electric hospital beds ranked 5 ($54.2 millioa). (Sec HCFA Request for Proposal - Durable Medical 
Equipment Regional Carriers. Attachment J.IO, May 14. 1992.) 

B. MeChodi^ocy 

I. The Survey Instrument 

NAMES developed a questioniiaire for each of the selected HME items. Respondents were 
asked to inrtkate the state being reported, since each state has a separate fee schedule for HME. This 
is a holdover from fee pre-regioDal carrier, pre-” national* fee schedule era alien state had a 

agarate Part B elahm pmr*!Mmg enttfraernr (rarripy) frw /hiraKU tiw^liral i-lami* 
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(Each state still a separate Medicare carrier for physician claims.) On the survey document, 

respondents were asked to tnrfiratp the Medicare carrier in 1985 and any change in the carrier through 
1995. For each year, the respondents were asked to provide a paid Medicare amount for the selected 
item. Respondents were asked to attach to tte survey a Payment Remittance Advice Notice as 
received from the carrier to verily die reported payment amounts for each of the ten years, 1985 
through 1995. 


ii. The Respondents 

NAMES used its membership to identify HM£ services providers in business at least 

ten years, from which NAMES chose HME services providers with at least ten years of ongoing 
NAMES mi*mKAr<hip A ccAunting for sevenl dataha.se updates over the last ten years, we were able 
to identify 242 poteoiia] members fiaing this criteria across the country. A general m ailin g to this 
group resulted in the return of 51 usable responses. Furiher refinements resulted in usable state-by* 
state infonnatioa as shown on the following table. 


1 . Numhgr of Resoondentt and Number of St ates Represenied. Bv Category 
Oxygen Conceimiors - 46 responses representing 21 states 

Portable Oxygen - 39 responses representing 17 states 

Commodes - 24 responses r^resenting 8 states 

Standard Wheelchairs - 18 responses representing 1 1 states 

Full Electric Beds • 18 responses representing 6 states 

Semi-Electric Beds - 31 responses representing 13 states 


tti. Data Manipulation 

Infonnatioa from the various respondents was collated by item. Responses not verified by 
an attached PaymeiU Remittance Advice Notice were not included. HCFA Common Procedure 
Coding System (HCPCS) codes were compared for the reported payment amounts as shown on the 
Remittance Advice to assure that like items were being reported and considered. Not every 
respondent was able to provide a payment amount in each of the ten years for a selected item. In 
computing the average yearly price, this lack of data was accounted for so as not to artificially deflate 
the derived yearly average payment amounts. For hill electric beds, no received payment amounts 
for 1994 and 1995 were reported. The average of HCFA’s conqwted fee schedule amounts was 
substituted for this missing data. For cmnparative purposes, the Consumer Price Index (CPI) for All 
Urban Consumers for Medical Care (U.S. city average) from 1982 to 1994 was obtained from the 
United States Department of Labor, Bureau of Labor Statistics. The derived average for 1985 was 
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used as a base year and the Medical Care CPI for each year was applied to that base average anifint 
to ratablWi the average ‘market price* for the HME items. 

m. Remits 

Ute data ^lead sheets for each of the hems ate attached. In summary, die results are as 
follows: 

Oxygen CQO M nfr«lnr« . In 1 0a^ Ih^ nwwwMy V\ AftBT 

1 high of $318. 39 in 1989. die average Medicare payment fell to a low of $280. 18 in 1990. In 1995, 
the average Medicare pa yment is $303.54, or $1.04 more than Medicare's average paym ent ten years 

ago. 


If oxygen concentrator payments had tept pace with the Cmsumer Price Index (Cn) for 
medical care (U.S. dty average), the current average payment amount should be $596.91 . Medicare 
is dierefore paying $294.37 below an estimated market price for oxygen concentrators. This 
r cpree mta a 50% d irrfasr hi egtripmcBt payment over the last ten yean. The decrease in the 
payment made to die provider by Medicaie is even grea te r if amounts received for content usage in 
back up or portable systems is added to the moodily amount paid the provider during the years 1985 
through 1988. 

Portriilc Qy vpw AAt-fWi . In i 9 g 5 , ^ average Medjcare monthly payment was $46.25. 
After a high of $50.30 in 1990, the average Medicare payment feU to a low of $45.99 in 1994. In 
1995, the average Medicare payment is $46.98, or $.73 more than Medicare’s average payment ten 
years ago. 


If portable oxygen add-on paymena bad kept pace whh the Consumer Price Index (CPI) for 
medical care (U.S. city average), the current average payment amount should be $91 .27. Medicare 
is dierefore paying $44.92 below an estimated market price for portable oxygen add-on services. This 
r tpitaeuto a 49% dwreaef over the last tea years. The decrease in the payment to the 
provider by Medicare is even greater if amnuns received for portable content usage is added to the 
monthly amount paid the provider during foe years 1985 forougfa 1988. 

rrtmmfwtea - Jn 1985, foe average Medicare payment was $80.26. In 1995, foe average 


Medicare payment is $94.08, or $13.82 m^e than Medicare’s average payment ten years ago. 
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If commode paymrais bad kept pace with t&c Consumer Price Index (CPI) for m e di ca l care 
(U.S. ci^ average), the current average paymeid amount should be $158.38, Medicare is therefore 
paying $64.30 below an estimaled market price for commodes. This represents a 41% decrease 
over the last t«i years. 

Standard Wheelchairs - In 1985, die average Medicare mtnuhly rental payment was $32.45. 
In 1995, the average Medicare payment is $47.11, or $14.66 more than Medicare’s average payment 
ten years ago. 

If standard sriieelchair payments bid k^t pace with the Consumer Price Index (CPI) for 
medical care (U.S. ciQ' average), die current average payment amount should be $67.29. Medicare 
is therefore paying $20.18 below an esdznattd market price for standard wheelchairs. This 
represents a 30% decrease over the last ten years. 

Total Electric Beds - In 1985, die average Medicare monthly rental payment was $135.60. 
After a high of $182.05 in 1990. the average Medicare payment fell u> $160.32 in 1993. Since 1994, 
Medicare carriers automatically downcode fiitl electric beds to semi electric beds. HCFA still 
con^tes a total electric fee. however, which in 199S was an average of $166.57. 

If total electric bed payments bad kept pace with the Consumer Price Index (CPD for medical 
care (U.S. city average), the current average payment amount should be $267.56. Medicare would 
dterefore be paying $100.99 below an estimated market price for total electric beds and, in 
downcoding and paying die average semi<lectric bed pj^inent amount, is actually paying $129.60 
less. This npmtau a 48% denrase over the fawt ten ymrt, 

Semi-Electric Beds - In 1985, die aver^ Medicare monthly rental payment was $118. 23. 
Affer a high of $154.61 in 1990, die average Medicare payment fell to $126.76 in 1992. In 1995, 
die Medicare average payment is 137.96 or $19.73 more than ten years ago. 

If semi-electric bed payments had kept pace with the Consumer Price Index (CPI) for medical 
care (U.S. ci^ average), the current average payment amount should be $233.29. Medicare is 
therefore paying $95.33 below an estimated market price for semi-electric beds. lUs represents a 
41% decrease over the last toi yean. 
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IV. Condinkm 

Over ibe list ten yens. Congress ind HCFA hive undertalBn a variety of pricing control 
ncasures to reduce the outlays in Pan B Medicare for home medical equipment and services. Their 
collective efforts have, at several different trmes, arrested the growth of allowed payment amounts 
(allowed charges) for HME to Medimre. Medicare payment amoums for the iteans selected in the 
survey have remained relatively unchanged over the preceding ten years. On average, Pan B 
Medicare pays 43X less for HME than does a current ftee market consumer. Any increase in the 
amniinK expended by Medicare do not appear to he caused by runaway increases in the prices 
Medicare is charged for HME. With dm passage of the foe sening methodologies for HME in 1987 
(the so-called 'Six-Point Plan” contained in the Omnibus Reconciliation Act of 1987). increases based 
on niimitwA charges were removed from Medicare's calQilatinn of HME foes. Any connection of 
market fbicca m fee inflttiaii was thereby brokeiL there most be other foctors in play to account for 
the perceived inr t fa i r a in Pan B Madscan e xp en dinit es for HME. 

According to the U.S. House Commiaee on Ways and Means' 1994 Green Book - Overview 
of BmitleinentPmnrafiis. the mmihernfPinB Medicare enroUees is e s nected to rise from 72 million 
in 1983 to 31 ■"blion in 1993, an itamase of 9 million. Over the same period the annual amount 
spent by Medicate Pan B per eorollee is etqiected to rise from $733 to $1,806. Given the survey 
results, diia per enrollee increase is not a result of rising HME prices. Yet, given the overall increase 
in eligible beneficiaries, a potentially valid assumption it that mere individuals are receiving HME, 
driving up nmiTatiiai and thereby incteating outlays. Given the unprovemeaus in HME technology 
that have mwv maiy more medical tteatment optkas in the hone setting available than ever before, 
this would be a plausible a s s ump tio n . A survey by NAMES in 1991 ('Coming Home'. A Natianwide 
Survey By NAMES, 1991) showed that a mqority of indhridnab preferred to receive medical 
treatment in their own homes if that option were available. Finally, given the built-in disincentive 
in the Fart A Medicare payment methodology to unnecessarily extend a patient's hospitalization, 
effo r ts to keep HME foes artificially low by using a fee setting methodology not responsive to market 
forces may actually contribute a increaaing HME utilgatitm. 

Based oat the survey’s findings and the foctors described above, NAMES recommends that airy 
contemplated legislative or adminisirative changes to achieve further reductions in HME payment 
amoums in 1993 not occur. This survey is evidence that lowered prices do not control the increase 
in aggregate Fart B Medicare outlays. 
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VI. Charts and Graiihs 

Tbe Cham ad f r iphs for die ooiteond data ap pe ar oo ihe ft^kming pages. 



'85 '68 '87 '88 '88 '90 

M«licaraAvg S118.23 9128.26 $135.86 $130.75 $153.38 $184.81 

M«jlcalCPI $125.60 $135.10 $144.02 $153.38 $186.18 

■91 '02 '83 

MadievsAvg $131.47 $126.76 $131.93 

UmMc^CPI $180.06 $196.72 $210.21 


'94 

$138.80 

$222.61 


'95 

$137.98 








489 


Total Electric Bed 

Reimbursement Rates 1985-1995 
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Medicare Avg 
MadioeiQPi 

*85 

$135.80 

'86 

$142.76 

$144.14 

•87 

$153.38 

$154.86 

'86 

$187.32 

$166.17 

'88 

$185.48 

$175.91 

*90 

$182.05 

$188.46 

Medieere Avg 
MedtcMCPI 

*91 

$177.70 

$206.51 

'92 

$171.94 

$224.47 

'93 

$160.32 

$241.06 

■94* 

$162.51 

$255.31 

'95* 

$166.57 

$267.56 
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Standard Wheelchair 

Reimbursement Rates 1985-1995 



f I Annual MedieU CPI 

WhUetMir * ■ 



*85 

‘06 

•67 

'06 

‘69 

MsdkawvAvg 

$52.45 

$$2.67 

$32.6$ 

$32.10 

$36.14 

M«llariCPi 


$Ml2S 

$36.07 

141.64 

$44.24 


•91 

•oo 

•OS 

•94 

•05 

Medtoaw Amq 

$35.60 

$34.25 

$36i$7 

$41.00 

$47.11 

MiifciiCPI 

$61.01 

$66.45 

$60.03 

$64.21 

167.29 






u 


A«g MMtcart Fm { ) Anwjil MWioi CR 


-90 

SB1.9B 

$11214 



‘96 

‘0$ 

•07 

‘89 

'$» 

MadlMraAvg 

$80.26 

$79.06 

$7921 

$79.33 

$80.79 

mdkMCPi 


$65.32 

$01.72 

107.77 

$104.19 


‘91 

-92 

99 

'94 

'96 

IMiOMAvg 

$84.81 

$$6.79 

$$$.42 

$02.15 

104.00 

iMcricn 

$122.24 

$132.87 

$142.70 

$151.12 

$158.9$ 









■85 

‘86 

■87 

'88 

■89 

■90 

M«dicw« Avg 

$46.25 

$46.21 

$43.48 

$3986 

$47.02 

$50.30 

M«dic«l CPI 


$49.17 

$S2.8S 

$56.34 

$60.00 

$64.62 


$1 

■92 

■93 

'94 

95 


M«dic«« Avg 

$49.47 

$49.79 

$49.16 

$45.99 

$46.98 


Mvdical CPi 

$70.44 

$76,57 

$82.29 

$87.09 

$91.27 
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•91 

•92 

'93 

'94 

'95 

Mtdieri Ayg 

$265.70 

$288.73 

$292.79 

$295 88 

$303.54 

Mvdictf CPI 

$400.70 

$600.78 

$537.84 

$509.57 

$596.91 
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. APPENDIX B 


r 



L. ~iniii' A 


NAMES 

N«cion>lAiH>ci<iion for 
Medicil Eqitipmeni Seivicti 


SUMMARY OF HME SERVICES INDUSTRY CUTS/FREEZES 

o 1985 Least Cosdy Systems Paymeu Reduction; 

o 1986 Inflation Index Cha^es/Freeze; 

o 1986 Concentrator Equivalency Limits/Fteeze; 

o 1986-1988 Gramm-Rudman-HoUings Cuts; 

o 1987 l-owest Charge Level Reducdcm; 

o 1987 OBRA *87 mandaifid the establishment of fee schedules; 

o 1988 Inherent Reasonableness/Freeze; 

o 1989 OBRA ‘89 elimioamd inflation updates for DME. reduced payments 

fcM* seat-life chairs and TENS by 15%. and directed that motorized 
«4)eelcbairs be treated as routinely purchased items; 

o 1989 Six-Point Plan; 

o 1989 PRN Cuts: 

o 1986-1990 Freezes; 

o 1990 OBRA ‘90 established ceiling and floors to the HME fee schedules to 

make payments more unifonn. prohibited suppliers from distributing 
cooqilet^ or partially coiiq>leied CMNs; and 


o 1991-1993 


CPI Cuts. 
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Coalition 
oi l k<illli 
Associations 

United 

Against 

Baud 

and 

Abuse 


APPENDIX C 


The Coalition is made up of organizations that represeor health care providers and suppliers who want to work with 

Congress and the Administration to help eliminate fraud and abuse 

The Coalition believes that existing fraud and abuse status must: 

Increase tools of enforcement against willful and criminal violations by giving regulators budgetary recognition and 

sufficient resources to enforce the law; 

Provide adequate and thorough education for providers, consumers, and payers to prevent violations: 

Protea Federal health care programs from unnecessary cost, utilization, and the failure to deliver appropriate levels 

of care; 

Be ^ropriate for the changing health care market; and 

Separate willful from technical violations. 

The Coalition further urges Congress to adopt the following proposals to help eliminate health care fraud and abuse. 

I. Tools of Eoforcement 

Federal Regulaton should have the ability to prosecute fraudulent health care providers and suppliers. 

A. Establish a new health care fraud statute in the criminal code. Providing penalties of up to ten years 
in prison, or frnes. or both for wiKfrilly and knowingly executing a scheme (o defraud a healti) plan in 
connection with the delivery of health care benefits, as well as for obtaining money or property under false 
pretenses from a health plan will help as a deterrent to fraud. 

B. Provide for the creation of an Anti'fraud and Abuse Collection Account. An account subject to the 
congressional appropriations process will immde the Office of the Inspector General and the Federal 
Bureau of Investigation with (he resources necessary to prosecute fraudulent providers and suppliers, and 
to provide guidance to those who seek m ctwoply with the law. 

C. Clarify AntUdckback Statute. The current antikickback statue is vague and not focused on fraudulent 
activity. This provision would ensure that the antikickback law applies to those who intentionally defraud 
the government by codifying the Hanlester Network VS. Shalala decision. In this case, the coun ruled that 
"knowingly and willfully" committing a fraudulent act should be the basis of federal prosecuiion. in 
addition, there is a clarification to the longstanding issue that an action is illegal. if a "significant or 
substantial reason" for making a payment is to induce referrals 

D. Additional Eofor^ment Tools. In addition to criminal prosecution, regulators are given the following 
enforcement cools to punish (hose found to commit a health care fraud offense; 
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1 . E^dosimi from Federal and State Health Care Prograoia. Mandatory exclusion from Medicare 
and state health care programs to those convicted of a health care felony. Increase existing 
permissive exclusion and apply it to an officer in an entity that has been convicted of a health care 
offense, if that officer is found to have a 'reason to know* that the crime was cominined; anrf 

2. Expansioa and increase in dvit monetary penalties. Expanding penalties will serve as an 
appropriate detenent. 

11. He^th Care Fraud and Abuse Guidance 

It is the belief of the coalitioo that Che vast majority of providers and suppliers seek to comply with the complex 
laws of Medicaie and Medicaid. We further belietw that much of the 'noncompiiance* can be resolved with 
education aisd guidance. The fdlowing provides mechanisms for funfaer guidance to health care providers on the 
scope and appUcabiltty of the anti-fraud statutes. 

A. Safe Harbors. Updates existing safe harbms and creates new ones. 

B. Fraud Alerts. Estd>lisbes a formal process for the request and issuance of special fraud alerts. 

C. Adrbory Opinimis. Advisory opinions assist providen and others engaged in the debveiy of health care 
to asure that they remain in compliance with health care statutes and regulations. 

ID. Medicare Claims P ro c ess 

The General Accounting Office (GAO) in its report eatnied 'Medicare Claims _ Commercial Technology Could 
Save BilUofB Lost to Billing Abuse' (May 19^) stated 'Flawed payment policies, weak billing controls, and 
iacoBSimem program man^ement have all contributed m Medicare's vulnerability to waste, fraud, and abuse. ’ The 
following provisions will improve chat process. 

A. Medicare Transaction System (MTS). Downgrade the priority or terminate the development of the 
Medicare Transaction System. 

B. Commercial Anlomatic Date Pio cewin g Equipmeat (ADPE). Require Medicare carriers to acquire 
commetcially made Commercial Aurnmafk:, Processing Equipment. 

C. Reduce ofunber of Medicare Carriers to tea. Upon implemeniation of the ADPE. HCFA should be 
required to study and repon to Congress on reducing its 32 Medicare Pan B carriers to 10 such as the 
Durable Medical Eqiupmem Regional CUrrien (DMERCs) that were reduced to four. This will help to 
foster better communication between HCFA and the Regional Caniers. 

D. Cootnetor/Prorider Rdatkmahips. Prohibit Medicare carriers and intermediaries from reviewing claims 
of provider organizations when the Medicare contractor has an investment in that organization; 

E. Study Fraud and AbuM Under Managed Care. The rise in managed care brings new forms of fraud and 
^Mse. For example, the govermnent and beoefreiaries may be defrauded through withholding necessary 
services. The Institute of Medicine should undertake a study on the types of fraud that it may encounter 
under managed care and to begin ways to detect and combat such fraud. 
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Mr. Ensign. Thank you, gentlemen. 

The gentleman from Louisiana. 

Mr. McCrery. Thank you, Mr. Chairman. 

And thank you, gentlemen, for your testimony. 

Mr. Rapp, in your testimony you talk about how previous reim- 
bursement cuts and other changes in Medicare reimbursement — 
such as going to a capitated rate for home oxygen services — has 
forced you to become more efficient in the delivery of services. As 
a result, you really now deliver more services at less cost to your 
patients. 

Can you talk a little bit about how that process worked and how 
you became more efficient? Were there technological advances that 
were a part of that, or differences in delivery? 

Mr. Rapp. I think for our company it has been a matter of con- 
solidation of the industry. As the inefficient providers found dif- 
ficulty competing over the last 10 years, our company has acquired 
those companies and we have built them into our system. So as we 
have gotten larger we have been able to gain leverage that way. 

We have forced ourselves to push the limits of efficiency in terms 
of delivery and caring for the patient without jeopardizing the qual- 
ity that is constantly monitored by physicians and the medical com- 
munity. If that quality is not there and a patient complains to their 
physician, they will find another supplier and that is just the real 
process of the marketplace. 

And that is how we have been able to do it. 

Mr. McCrery. So even though you have delivered the services at 
less cost, you still deliver quality to your patients? 

Mr. Rapp. As long as there is the continuing pressure of competi- 
tion in the marketplace, I think that almost any marketplace you 
look at there is dozens of suppliers. The differentiating factor is 
normally service. Then you really have to respond to those market 
forces. 

Mr. McCrery. Mr. Liken, you had a comment? 

Mr. Liken. I would like to mention that about 96 percent of our 
membership base is small business, companies that are doing a few 
hundred thousand dollars a year in revenue up to a few million 
dollars a year in revenues. And all of them in order to survive in 
the recent years have continued to compete vigorously on the qual- 
ity issues and had to become much, much more efficient and they 
have done it. 

Our industry is highly competitive but largely small business 
companies are providing the services. 

Mr. McCrery. Thank you. 

Mr. Chairman, I think this is a good example of how we can 
exact some savings in the Medicare Program without diminishing 
the quality of the benefits to beneficiaries in the program. The ex- 
ample that Mr. Rapp has given us and that Mr. Liken has ex- 
pounded on is a good one, I think, for the entire industry. 

There is an interesting interplay between Mr. Hood and Mr. 
Salton on a related subject. One of you says. Gee, I think we can 
deliver good quality services at a lower reimbursement rate if you 
do not mess us up with some other things. The other one says you 
have done us too bad already and you have cut us as much as we 
can be cut. 



498 


Is it not true, Mr. Salton, though in your industry you have seen 
some technological advances that have allowed you to deliver some 
services at lower cost and, if that is the case, then why should we 
not see a reduction in some of the reimbursement rates? 

Mr. Salton. Well, the technological changes are only part of the 
overhead that is related to the laboratory industry. The laboratory 
industry is a very labor-intensive industry and labor is our highest 
cost item. Yes, the technology changes have kept the increases to 
a minimum as far as fee increases. 

However, in order to maintain the quality and the service that 
we now provide, to further reduce the reimbursement would be det- 
rimental to the industry, as a whole. 

Mr. McCrery. Mr. Hood, do you want to comment on that? I 
know the Chairman has some questions. 

Mr. Hood. Yes. The baseline for Medicare was set fairly high to 
begin with and the laboratory industry’s prices are not the result 
of a free market. 

It is a very perverse market. Medicare does subsidize, in most 
laboratories, the private marketplace. For example, a laboratory 
charges a very low price to a doctor which the doctor can then 
mark up and make a handsome profit from. In exchange, the doctor 
gives the Medicare business to the clinical lab because the doctor 
then has to, by statute, allow that clinical lab to bill the Medicare 
work. 

And, obviously laboratories would not do that unless Medicare 
work had some profit in it. 

Mr. McCrery. Thank you. 

Mr. Ensign. Thank you and I want to thank the entire panel for 
your testimony. I just want to follow up on my colleague from Lou- 
isiana, and his line of questioning. 

That has to do with the whole idea of technology and what com- 
petition can do in the marketplace because I think that it does il- 
lustrate some of the efficiencies that we are trying to introduce into 
the Medicare system to achieve some of the $270 billion in cost sav- 
ings, not in spending cuts, but in cost savings that we are trying 
to achieve. 

The main lab that I am familiar with in our area is a lab called 
Associated Pathologies Laboratories in Las Vegas. I have toured 
the lab a couple of different times and they also were the primary 
veterinary laboratory in Las Vegas. There used to be two labs in 
Las Vegas and they provided — ^APL provided such great service 
they actually ended up outcompeting the other lab, and they are 
the only lab now in town and their prices have remained very, very 
low. 

Over the years, I have seen exactly — and remember now we are 
not talking about Medicare setting rates. We are talking about 
total free market where the veterinarian is paying the costs. You 
know the number of tests that you get on a basic panel have in- 
creased dramatically over the years and the costs have not. 

And primarily, Mr. Hood, I think that you would agree with me 
that has primarily been due to technology allowing labor to be 
saved. 

Mr. Hood. That is correct. 
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Mr. Ensign. I mean even just the bench models that you can buy 
for a small practice, the costs have come down dramatically per 
test on those, and computer technology I think is what is driving 
most of the cost reductions and some of the huge pieces of equip- 
ment that you have to buy. They are a large cost in the capital 
equipment that you have to buy for these, but the massive amounts 
of tests that you can run through these seem to be making each 
person that you have working in those facilities much more effi- 
cient instead of taking a pipette and doing all of the individual 
tests. Now they run them through these big computer analyzing 
machines and it seems that they have saved a tremendous amount 
of money. 

So I would question — and I would not mind a little colloquy be- 
tween the two of you to discuss why one thinks the technology in 
the future cannot save more money in Medicare and why one does. 
Why is one more efficient than the other one not? This seems like 
a little market at play here. 

Mr. Hood. It is not only a question of efficiencies, it is also a 
question of how the Medicare fee schedule works with the other 
payers. 

You have, as you know, third-party payers and their lab test 
costs are marked up by the doctor in most States, except in New 
York, California, and a few other States. So the only attractive 
marker left for the laboratories, primarily, is the Medicare work. 
And so they offer discounted prices to the doctor to achieve the 
Medicare reimbursement. And you can see Medicare rates are lu- 
crative. For example, a chemistry profile at $15, $16, $17 as a Med- 
icare reimbursement rate, but yet, you can see laboratories all over 
the marketplace charging doctors $5 or $6 for private sector busi- 
ness, which is probably below their costs. But it is a very perverse 
market and if clinical labs then get the Medicare work by statute, 
they can mark up their direct-billed charges to the higher Medicare 
fee schedule rate which has a lot of profit in it. 

Mr. Ensign. Mr. Salton, you have about 1 minute, as we have 
to take a vote, but go ahead. 

Mr. Salton. I think the laboratory industry is really segmented 
into different markets. You have the hospital market and the phy- 
sician market and then the independent community laboratory. 
Now, these are totally different than what would be a large labora- 
tory that receives only mail-in specimens. When you have a labora- 
tory in a community which operates such as mine, I have been in 
business now for 38 years and I have seen where the reimburse- 
ments have not increased tremendously at all in certain procedures 
over 38 years. There are certain tests that we are now receiving 
the same reimbursement as we charged 38 yesue ago. 

So I do not think that the fees have increased that dramatically 
especially even for the multitest profiles as you mentioned. 

Mr. Ensign. But would you not agree that one of the reasons for 
that is that the computer technology has brought the costs down 
so that when adjusted for inflation your costs have actually been 
dropping, your prices have actually been dropping? 

Mr. Salton. When you think about it, I would say, yes, for the 
reason that technology has increased our output and in addition. 
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I think that you will find that laboratories generally are not con- 
tributing to the high cost of medicine. 

Mr. Ensign. I hate to interrupt but I only have 1 minute to make 
the vote. 

This Subcommittee will stand in recess and this panel is excused. 
I am sorry to cut you short, thank you. 

[Recess.] 

Mr. Ensign. I call the Subcommittee back to order. 

Our next panel will be Philip Cryer, president-elect, American 
Diabetes Association; and Doris Derelian, president, American Die- 
tetic Association. 

Mr. Cryer, we will start with you. 

STATEMENT OF PHILIP E. CRYER, M.D., PRESIDENT-ELECT, 
AMERICAN DIABETES ASSOCIATION 

Dr. Cryer. Thank you, Mr. Chairman and Members of the Sub- 
committee, I am Philip Cryer and I teach and do diabetes-related 
research at Washington University in St. Louis, and I am here 
today in my role as president-elect of the American Diabetes Asso- 
ciation. 

Diabetes is a truly devastating disease among older Americans. 
Because the prevalence of diabetes increases with age, approxi- 
mately one-half of the 14 million Americans with the disease are 
over 55. And 19 percent of the Medicare population has diabetes 
but approximately 27 percent of the Medicare budget, a staggering 
$28.6 billion in 1992, is spent on the treatment of diabetes, particu- 
larly its long-term complications including heart attacks, strokes, 
gangrene of the legs, blindness, and kidney failure. 

Clearly, if the prevalance of diabetes and its complications can 
be reduced, substantial cost savings to Medicare can be realized. 

Medicare does not adequately cover diabetes self-management 
training which according to the Bush administration’s report, 
“Health Goals 2000,” is so widely accepted as standard that deny- 
ing it would be unethical. 

The fact is that as diabetes progresses over time its management 
becomes progressively more dependent upon the patient. I know of 
no other chronic disease in which the person who suffers from the 
disease must become so responsible for its management. Effective 
management requires the patient to control his or her diet, exercise 
regularly, if possible, and measure his or her own blood sugar level 
several times a day, and often inject insulin in doses based on 
those measurements. 

Thorough self-management training empowers the patient to be- 
come expert in the management of his or her diabetes. It is really 
the informed person with diabetes who successfully manages the 
disease. 

It is unfair that Medicare covers self-management training only 
in hospitals and selected rural health clinics. The overwhelming 
majority of people with diabetes only visit these providers when se- 
riously ill. 

My written testimony documents how providing self-management 
training in quality outpatient settings can help Medicare reduce 
costs substantially. Legislation introduced in Congress to require 
Medicare coverage of this necessary training, H.R. 1073, currently 
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has over 100 cosponsors including 4 Members of this Subcommit- 
tee. We encourage all Members of the Subcommittee and the Full 
Committee to cosponsor this important legislation. 

Medicare also fails to provide coverage for almost all of the 
drugs, supplies, and equipment a person with diabetes needs to 
stay healthy. There is no coverage for oral medications, insulins, 
syringes, insulin pumps or, except for those using insulin, blood 
glucose meters and test strips. 

These are essential for people with diabetes to avoid the costly 
and deadly complications of the disease. If unable to afford them, 
a person with diabetes is likely to be a frequent visitor to the most 
expensive health facility of all — ^their local hospital emergency 
room. 

Indeed, Medicare discriminates against people with diabetes and 
increases costs by focusing on acute, rather than preventive care. 
The Speaker of the House has emphasized the importance of pro- 
viding diabetes self-management training and preventive care. Last 
year, on Good Morning America, Speaker Gingrich noted. 

We do not today pay for training you as a diabetic how to take care of yourself. 
We will pay to put you in the hospital and to amputate your leg when you fail to 
take care of yourself, but literally the government bias today is to not pay for the 
preventive and educational experience that will lower your costs. 

How much could we save from the billions spent on diabetes each 
year by Medicare? Again, quoting Speaker Gingrich in a speech to 
the Seniors Coalition last April, 

I had a doctor approach me 1 year ago who is a specialist in diabetes who believes 
we can save $10 billion per year in diabetes alone, just by having more preventive 
care so people take care of themselves so they do not go blind, they do not have 
their legs amputated, they do not end up on disability. 

We a^ee with the Speaker wholeheartedly, by providing com- 
prehensive coverage for the critically needed diabetes training, 
drugs, supplies, and equipment we may be able to save as much 
as $10 billion each year in Medicare spending. 

As you look for ways to save money, it is important to note that 
the effort to move the Medicare population toward managed care 
has serious implications for Medicare recipients with diabetes. The 
managed care community has been slow to empower people with 
diabetes. New studies cited in my written testimony documents 
substandard care being received by people with diabetes in one of 
California’s largest HMOs. It is critical that any move to enroll 
Medicare recipients into a managed care environment ensures com- 
prehensive provision of self-management training, supplies, and 
care along with the requirement for regular analysis of the care 
people with diabetes receive. 

Finally, it is critical that by ensuring eill people with diabetes 
have access to comprehensive coverage you cem help Medicare 
avoid pajdng the extensive costs associated with the full-blown 
complications later in life. 
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Mr. Chairman, we have presented substantial evidence from nu- 
merous studies which show that we can improve diabetes care and 
save Medicare billions of dollars in the process. The American Dia- 
betes Association is committed to helping you attain this important 
goal. 

Thank you. 

[The prepared statement and attachment follow;] 
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TESTIMONY OF PHILIP E. CRYER, M.D. 

AMERICAN DIABETES ASSOCIATION 

Chairman Thomas, Ranking Member Stark, and members of the subcommittee, I am Philip 
Cryer, MD, President-elect of the American Diabetes Association. 1 appreciate the opportunity 
to testify before you today on the American Diabetes Association’s recommendations for 
Medicare reform. You have an extremely difficult task before you, but I am confident that we 
can provide constructive ideas for your efforts. 

Before I begin my formal presentation, I would like to relate a quote of House Speaker Newt 
Gingrich. On July 27, 1994, as Minority Whip, Mr. Gingrich stated on Good Morning 
America that 

[W]e don't today pay for training you, as a diabetic, how to take care of yourself We 
will pay to put you in the hospital [and to] amputate your leg when you fail to take care 
of yourself. But literally, the government bias today is to not pay for the preventive 
and educational experience that will lower your costs.' 

The American Diabetes Association whole-heartedly agrees with Speaker Gingrich in this 
matter. As the American Diabetes Association’s President-elect, 1 am here today to describe 
to you how to remove that ’’government bias' and expand coverage of diabetes-related supplies 
and education while simultaneously saving the U.S. Treasury billions of dollars. But in order 
to understand how this can be done, it is important to have a general understanding of the 
disease. 

Diabetes is a disease that affects the body’s ability to convert blood sugar into energy. There 
are two forms of diabetes, type I, known as insulin-dependent diabetes, and type II, known as 
non-insulin dependent diabetes. Type I is what the public usually equates with diabetes. This 
may be due to the peculiarities of this form of the disease. Type I usually strikes children and 
young adults and is characterized by the body’s inability to produce insulin. Since the body 
does not produce insulin, multiple daily injections of insulin are required in order to survive. 
Type I diabetes develops rapidly, usually over the span of several weeks and has severe and 
recognizable symptoms. For these reasons, nearly everyone with type 1 diabetes has been 
diagnosed with the disease. Roughly 5% of the nearly 14 million people with diabetes have 
type I, 

Type II diabetes is the far mote prevalent form of the disease. It is different in many ways 
from type I. For example, type II diabetes usually strikes individuals who are over age forty. 
While most individuals with type II ate able to produce insulin, their body is not able to use 
it effectively. While insulin injections may be required in advanced stages, type II can often 
be regulated through modification of diet, exercise and oral drugs. Type II diabetes develops 
over an extended period of time, sometimes a span of many years. The clearly identifiable 
warning signs typified by type I diabetes are not necessarily associated with type II. Because 
of this, more than 6 million Americans have undiagnosed type II diabetes, and are usually 
diagnosed through one of the resulting complications of diabetes, if they are diagnosed at all. 

Despite these major differences, both type I and type 11 diabetes can be effectively managed 
by Ae afflicted individual. The medicd research which led to the development of insulin in 
1921 has enabled millions of individuals with type I diabetes to live long and productive lives. 
Medical research has also resulted in, and continues to result in, effective treatment regimens 
for the many millions of Americans with type II, enabling them to live longer, healthier lives. 
But one of the central paradoxes of diabetes hinges on the fact that because one can live for 
many years with the disease, its consequences are severely under-appreciated by the general 
public and health care professionals. 

One of the commonalities of type I and type II diabetes is that both are characterized by 
elevated blood sugar levels. These elevated blood sugar levels, when left untreated by an 
outside agent such as insulin or oral medication, arc the primary cause of the complications of 
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diabetes. Because both types of diabetes obstruct the body’s ability to produce or use insulin, 
which converts blood sugar into energy, nearly all individuals v^th diabetes must rely on an 
outside mechanism to regulate their blood sugar levels. 

Elevated blood sugar levels are found in all people with diabetes, particularly in those who 
remain undiagnosed or who do not manage their condition properly. And in (he 13 million 
Americans with type 11 diabetes, elevated blood sugar levels can be sustained for extended 
periods of time, with an insidiously silent effect on their health. This is a reason why so many 
millions of Americans remain undiagnosed, lltese elevated blood sugar levels cause 
substantial long>term damage to the body’s blood vessel system. Damage to this network of 
vessels, in him, causes extensive damage to many of the body’s essential organ systems. This 
damage to major organ systems is what we refer to when we talk about the complications of 
diabetes. 

The complications resulting from elevated blood sugar levels are staggering. Each year the 
complications of diabetes result in the deaths of more than 160,000 Americans. That is 
equivalent to the combined populations of Olean, New York; Wauconda, Illinois; Papillion, 
Nebraska; Windsor Locks, Connecticut; Bastrop, Louisiana; Lamont, California; Allen, Texas; 
Union City, California; Franklin, Wisconsin; and Grambling, Louisiana.^ And because diabetes 
is a disease that one can have for many years, the effect of elevated blood sugar levels are 
devastating in the individual and in the aggregate. Many hundreds of thousands of Americans 
suffer from these complications of diabetes: 

Blindness Elevated blood sugar levels cause extensive damage to the tiny blood vessels in 
the human eye. Consequently, diabetes is the leading cause of blindness in people ages 25*74. 
The Centers for Disease Control and Prevention estimate that approximately 27,000 people go 
blind each year because of diabetes.^ This is roughly equivalent to the combined populations 
of Corning and Olean. New York * 

Amputations -- High blood sugar levels cause extensive damage to the circulatory system in 
lower body extremities. Consequently, the risk of a leg amputation is 27.7 times greater for 
a person with diabetes than the general U.S. population. Approximately 54,000 people lose 
their leg or foot each year because of their diabetes.’ This is roughly equivalent to the 
population of Monroe. Louisiana.^ 

Heart disease — Above average blood sugar levels cause major damage to the blood vessels 
of the human heart. Therefore, people with diabetes are approximately 2 to 4 times more 
likely to have heart disease than individuals without diabetes. It is estimated that more than 
77,000 people die each year from heart disease caused by their diabetes.^ This is roughly 
equivalent to the population of Yisalia, California. * 

Stroke — Strokes are caused by ruptures in the tiny blood vessels of the brain. These vessels 
can be extensively damaged by elevated blood sugar levels. Therefore, people with diabetes 
are 5 times more likely to suffer a stroke than individuals who do not have diabetes. It is 
estimated that nearly 11,000 people die each year from stroke caused by their diabetes.’ This 
is roughly equivalent to the population of Papillion, Nebraska.^^ 

Kidney disease - Elevated blood sugar levels also cause damage to the blood vessels of the 
human kidney. Consequently, each year diabetes accounts for nearly 1/3 of all cases of kidney 
failure requiring a transplant or dialysis. Last year, nearly 13,000 people initiated treatment 
for kidney failure because of their diabetes." This is roughly equivalent to the population of 
Windsor Locks, Connecticut.^^ 
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THE BURDEN OF DIABETES AMONG SENIOR CITIZENS 

Diabetes is a truly devastating disease among those Americans over age 65. Because diabetes 
prevalence increases with age, approximately 50% of all cases of the disease occur in people 
over age 55. By ages 65-74, nearly 17% of ihc US white population, 25% of African 
Americans and 33% of Hispanics have diabetes. This number will continue to increase as 
the population growth rate of African Americans and Hispanics outpaces that of white 
Americans. 

However, despite the fact that 19% of the Medicare population has diabetes, approximately 
27% of the Medicare budget is used in treating diabetes and its resultant complications. This 
represents $28.6 billion spent each year by Medicare for treatment of diabetes among those 
Americans over age 65. It is clear that if the prevalence of diabetes and diabetes-related 
complications can be reduced, substantial cost savings in Medicare can be realized. 

DIABETES CONTROL AND COMPUCATIONS TRIAL (DCCT) 

Fortunately, recent medical research has found that the costly complications of diabetes can be 
reduced through routine medical care. The Diabetes Control and Complications Trial (DCCT), 
a clinical trial funded by the National Institutes of Health, was a landmark examination of 
diabetes-related complications. 

The ten-year study, the results of. which were published in the Neyv England Journal of 
Medicine sought to demonstrate that keeping one's blood glucose levels as close to normal as 
possible prevented the onset of diabetes-related complications. The results of this study were 
better than almost anyone had imagined. This intensive treatment strategy, better known as 
"tight control," was found to reduce kidney disease by 56%, blindness by 60% and 
microvascular nerve disease, a leading cause of lower-extremity amputation, by 61%. ’’ The 
DCCT proved conclusively that through close blood glucose monitoring, tight control of blood 
glucose levels can greatly reduce diabetes-related complications and decrease the cost of care. 
The results of the DCCT have tremendous implications not only for Medicare, but for the 
entire U.S. health care system and all Americans with diabetes. Diabetes is responsible for I 
in every 7 health care dollars spent, consuming over $100 billion annually.'^ If applied 
universally among all Americans with diabetes, die results of the DCCT imply that tens of 
billions of dollars could be saved every year through normalization of blood glucose levels. 

DIABETES SELF-MANAGEMENT TRAINING 

It is a widely accepted standard of medical care that people with diabetes must have diabetes 
self-management training on an on-going, as-needed basis. According to the American 
Diabetes Association’s Standards of Medical Care, the authoritative reference guide on the 
treatment and care of people with diabetes 

[CJontinuing patient education for self-management is an integral component of 
diabetes treatment. This is particularly so for diabetes; successful management 
of diabetes is greatly dependent on the patient’s own efforts. Therefore, all 
people with diabetes must have access to affordable patient education services. 

And according to Healthy People 2000, the national health promotion and disease prevention 
report prepared under the direction of the Bush Administration 

Patient education is generally considwed an integral aspect of patient 
management and a mainstay of patient self-care. It is so widely accepted as 
standard diabetes management that a rigorous study design that denies education 
to a control group would be unethical.'* 
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However, despite the overwhelming recognition of the necessity of diabetes education. 
Medicare does not currently reimburse for the outpatient training people with diabetes must 
receive in order to control their disease. Unless the training is received during an inpatient 
hospital stay, a hospital outpatient visit or in selected rural settings, a person with diabetes who 
relies on Medicare cannot receive diabetes self-management training. The result of this short- 
sighted policy is that millions of people with diabetes are denied access to the education they 
need to stay healthy and avoid diabetes complications. 

Given the Medicare restrictions on training. It is estimated that very few people with diabetes 
who rely on Medicare as their health insurance have received the education necessary to care 
for their disease. In fact, a recent study found that just 35% of all people with all types of 
diabetes have actually attended a diabetes management program. These statistics have grave 
implications not only for Medicare, but for the U.S. health care system in genera).'^ 

Studies conclusively prove that providing coverage for diabetes self-management training not 
only keeps people healthy, it saves money by helping people with diabetes avoid complications 
and hospitalizations. For example: 

State of Maine — The State of Maine and the CDC sponsored a diabetes self-management 
training program in 30 hospitals and health centers, following 1,488 patients over 3 years. 
Result: A 32% reduction in hospital admissions with a savings of S293 per participant, or $3 
saved for every $1 spent on diabetes self-man^ement training. 

Los Angeles, California — As reported in the New England Journal of Medicine^ an integrated 
system of diabetes self-management training and care resulted in a 73% reduction in 
hospitalization and 78% reduction in average length of stay for 6,000 people with diabetes. 
Result: An estimated savings of $2,319 per patient each year.^' 

Atlanta, Georgia - An intensive diabetes self-management training and care program was 
implemented in a county hospital setting. The study included 12,950 individuals with diabetes, 
of which 10,500 were treated, evaluated and followed up. Result: Severe ketoacidosis was 
reduced by 65% and lower extremity amputations were reduced by 49%. Savings were 
estimated to be $437,500 per year." 

According to Diabetes Outpatient Education: The Evidence of Cost Savings, published jointly 
by the American Association of Diabetes Educators, American Diabetes Association, American 
Dietetic Association, Centers for Disease Control and the National Diabetes Advisory Board, 

[L]ack of reimbursement is prob^ly the most significant impediment to the 
development of diabetes outpatient eduction programs. It is simpler to receive 
reimbursement for inpatient care and bury the costs of education; but it is far 
more expensive and far less effective." 

The American Diabetes Association has worked for years to alter the current government bias 
inherent in Medicare's refusal to provide coverage for diabetes self-management training. 
Earlier this year, Representative Elizabeth Furse introduced H.R. 1073, the Medicare Diabetes 
Outpatient Self-Management Training Act of 1995. This legislation would require Medicare 
to reimburse for diabetes self-management training provided in a quality outpatient care setting. 
The American Diabetes Association is pleased to note that several members of this 
subcommittee are among the 98 cosponsors of this legislation, including Representatives Nancy 
Johnson, Jim McDermott, Ben Cardin, and John Lewis. We thank them for supporting this 
important legislation and strongly encourage all members of the subcommittee, as well as the 
full committee, to cosponsor this important legislation. 

One of the most important elements for the Medicare type 11 population, provided for under 
H.R. 1073, will be access to nutrition therapy. Nutrition therapy will empower people with 
diabetes on Medicare to monitor what they eat and understand how their diet impacts their 
diabetes. According to the American Diabetes Association's Standards of Medical Care, 
nutrition therapy is a vital component for the care of diabetes. 
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If enacted into law, H.R. 1073 will save Medicare billions of dollars annually from the 
avoidance of costly complications and hospitalizations. However, despite the importance of 
providing coverage for diabetes self-management training, it will not be fully effective unless 
it is coupled with other structural changes for people with diabetes in the Medicare program. 
As with expanding coverage for education, these changes will also save Medicare billions. 

COVERAGE FOR PRESCRIPTION DRUGS & INSULIN, SYRINGES, SUPPLIES, 
EQUIPMENT, AND RELATED PREVENTION SERVICES 

The regulation of blood glucose monitoring is a complicated process. In order for people with 
diabetes to be healthy, it is vital to teach them how to care for themselves, as the self- 
management training bill would help achieve. However, it is also of vital importance to 
provide people with diabetes a means to purchase the tools necessary to control their disease. 
This needs to occur through comprehensive coverage of prescription drugs and insulin, 
syringes, supplies and equipment. 

Currently, Medicare reimburses only, for blood-glucose monitoring strips and meters for those 
individuals using insulin to manage their disease. Medicare does not cover insulin, syringes, 
insulin pumps, oral agents, blood glucose meters or blood glucose testing strips (for those not 
using insulin) and other necessary supplies. These items, however, are necessary for people 
with diabetes to stay healthy and avoid complications. By providing comprehensive coverage 
of these supplies. Medicate will save billions of dollars. 

The current government bias in supply coverage results in a situation where people are not able 
to take appropriate care of themselves. This leads to individuals with diabetes seeking care in 
the most expensive and overutilized location of all, the hospital emergency room. A recent 
study conducted in a major urban hospital found that 43% of patients with diabetes were 
hospitalized with diabetic ketoacidosis, a life-threatening condition caused by excessively high 
blo^ glucose levels, because the patients could not afTord insulin. The study also found that 
over 95% of the hospitalized patients with diabetes were admitted through the emergency 
room.’’ Although this study focused on people of all ages with diabetes, the ramifications for 
the Medicare system are quite clear: inappropriate coverage for diabetes-related supplies and 
services results in increas^ hospitalizations, physician utilization and expenditures. 

A comprehensive care package for people with diabetes will also save Medicare money by 
keeping people out of the hospital. For example, under current reimbursement guidelines, 
Medicare will reimburse 100% of the costs associated with the dialysis required for kidney 
failure. As noted earlier, diabetes accounts for nearly 1/3 of all cases of kidney failure 
requiring a transplant or dialysis. Last year nearly 13,000 people initiated treatment for kidney 
failure because of their diabetes. This freatment averages $38,000 per participant, per year. 
However, if Medicare covered the necessary prescription, medical and dietary interventions, 
at an estimated annuai cost of roughly $1,200, most of these dialysis interventions couid be 
prevented.” 

Preventing blindness caused by diabetes provides another example of how a comprehensive 
care package will save taxpayers’ money. Diabetes is the leading cause of new cases of 
blindess in working age adults. Yet, it is estimated that 40% of people with type II diabetes 
are not receiving appropriate eye care for the treatment of diabetic retinopathy. Researchers 
conclude that the application of quality standards for screenings of diabetic eye dise^ among 
people with diabetes would result in a net savings of $472.1 million a year, even if all costs 
are borne directly by the federal government” 
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Clearly, expanding Medicare coverage for prescription drugs & insulin, syringes, supplies, 
equipment and related prevention services can save Medicare many billions of dollars. Even 
Speaker Gingrich has acknowledged this fact during a speech to the Seniors Coalition on April 
28, 1995 

I had a doctor approach me a year ago who's a specialist in diabetes who 
believes we can save $10 billion (per year] in diabetes alone just by having 
more preventive care so people take care of themselves, so they don’t go blind, 
they don’t have their legs amputated, they don’t end up on disability. That is 
not a cut. That is a genuine improvement.^' 

QUALITY CARE FROM A DIABETES CARE TEAM 

The role of a diabetes care team in the treatment of a patient’s diabetes is another vital 
component of diabetes care and caimot be over-emphasized. A patient’s diabetes care can only 
be monitored effectively through the use of a well-educated diabetes team. 

A person with diabetes must be acutely aware of many complications, including heart attack, 
stroke, kidney failure, amputations and blindness. By utilizing a diabetes cate team, 
adjustments can be made in the individual’s regimen which can prevent the long-term 
consequences of poor diabetes control. Only through the use of a team approach (which 
includes consultations with a nurse educator, dietitian, endocrinologist, and other specialists as 
needed) can a patient’s medical history be analyzed, necessary tests be conducted and 
appropriately analyzed, and a diabetes management plan be established and adjusted. 

Claresa Levetan, MD, a diabetes expert at the Washington Hospital Center, recently analyzed 
the effectiveness of providing a diabetes care team approach in the treatment of hospitalized 
patients with diabetes. Published in the July 1995 edition of the American Journal of 
Medicine, Levetan’s study compared the length of hospitalization between patients who 
received care from a diabetes care team and those patients who received care solely by a 
general internist. The results of the study were astounding: those patients with diabetes that 
utilized the health care team approach reduced their hospital stay by 56% or 5 days.” 
Considering that 1.6 million diabetes-related hospitalizations occur each year among those 
individuals over age 65, a diabetes care team approach translates into billions of dollars in 
potential cost savings.” 

MANAGED CARE 

Managed care is here to stay for the treatment of disease. A managed care environment has 
the as-yet unfulfilled potential to provide an opportunity for the empowerment of all people 
with diabetes to care for themselves. 

The managed care industry should be acutely aware of the need to manage diabetes more 
aggressively. In its March 1995 issue. The Genesis Report/MCx Managed Care Strategic 
Briefing, a managed care journal, reported the need for HMOs to begin to control the costs of 
diabetes by reducing the risks of complications. Upon completion of an in-depth analysis of 
the DCCT, the journal concluded that in order to reduce the costs associated with diabetes- 
related complications it is time to "radically redefine" the approach to diabetes treaUnent by 
applying a "detailed management plan" to the disease. The report says a new technique known 
as "disease management may be the ideal approach to treat diabetes. Treating diabetes is 
expensive. The risk of complications are extensive [but] diabetes can be controlled which 
reduces both cost and complications.’’” 

Despite this realization, the managed care community has been slow to empower people with 
diabetes. 

A recent study investigating diabetes care in a managed care setting shows that intensive 
diabetes management has so far failed to take hold. This analysis of hundreds of charts for 
patients with diabetes among one of the largest HMOs in California suggest that the patients 
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in this particular HMO are receiving grossly substandard care. Among the most disturbing 
elements of this study were the discoveries that only of people with diabetes attended a 
self-management training class, only 5% were referred to an endocrinologist, and only 10% 
were directed to a dietitian. 

When analyzing the procedures performed, even more startling trends emerge. Of the people 
with diabetes included in the study, 96% did not receive a primary care eye exam, 56% of the 
patients did not have the necessary blood work performed, 78% were not referred to an 
ophthalmologist, 94% did not receive a foot exam, and 71% did not have their cholesterol 
measured. It is noteworthy that the average age of the patient in this survey was 52, just 13 
years shy of Medicare eligibility.^^ 

It is critically important that health maintenance organizations that serve people with diabetes 
guarantee a level of care at least comparable to the American Diabetes Association Standards 
of Medical Care. Because of the long-term development of type II diabetes and the fact that 
diabetes prevalence increases with ^e, the federal government has a vested interest in ensuring 
that people with diabetes eruolled in health maintenance organizations receive proper care. 
Without the necessary and appropriate care, people with diabetes will enter into the Medicare 
system just as the long-term complications of the disease begin to emerge. By ensuring that 
health maintenance organizations provide comprehensive care. Congress can help Medicare 
avoid having to pay the extensive costs associated with complications. 

GENERAL POPULATION 

It is important to recognize that every improvement we recommend for the Medicare program 
can be incorporated into reform of the private insurance and Medicaid populations. For all the 
same reasons which apply to Medicare, the federal government has a vested interest in ensuring 
that all people with diabetes have access to the supplies and services they need to stay healthy 
and avoid costly complications and hospitalizations. While the American Diabetes Association 
understands that this subcommittee can only address Medicare Part A during this hearing, it 
is important to recognize the potential cost savings to the federal treasury if all people with 
diabetes received the treatments necessary to effectively manage their disease. 

In Wisconsin, a study of the insurance benefits provided to individuals in accordance with state 
law resulted in some remarkable conclusions. The Office of the Commissioner of Insurance 
studied the costs of a standard benefits package for diabetes care similar to what we are are 
recommending today. The insurance commi^ioner found that directing the private insurance 
community to offer a comprehensive diabetes benefit did not increase claims filed, did not 
increase disbursements by the insurer, did not increase costs when compared to other benefits 
and did not increase premiums.” These conclusions are critical for you to consider when 
contemplating broad based insurance reforms for the private sector. 

CONCLUSION 

Mr. Chairman and members of the Subcommittee, the task of reforming the Medicare program 
is daunting. However, when it comes to diabetes, there is a way to save the system money 
while simultaneously expanding coverage and improving health. Because of the results of the 
DCCT and the many other studies in the field, we know this can be accomplished by providing 
comprehensive coverage of diabetes outpatient self-management training, supplies and 
prescription coverage and guaranteed care by a diabetes team. As Speaker Gingrich has noted, 
this approach could save $10 billion each year for the Medicare program alone. 

Congress has a golden opportunity to dramatically improve the lives of the millions of 
Americans with diabetes who rely on Medicare for their health insurance. The American 
Diabetes Association wants to assist in this effort and looks forward to working with you. 1 
will be pleased to answer any questions you may have at this time. 



510 


References 

'Gingrich, Newt, Interview, Good Morning America. CBS. New York. 27 July 1994 
^The World Almanac and Book of Facts. Mahwah, NJ: Funk and Wagnalls Corporation, 
1994 

^United States, Department of Health and Human Services, Diabetes In The United States: A 
Strategy For Prevention, 1994 
^The World Almanac 
^Diabetes in the United States 
^he World Almanac 

^Diabetes Vital Statistics, Alexandria, VA: American Diabetes Association, 1993 

*The World Almanac 

"^Diabetes Vital Statistics 

“'The World Almanac 

'^Diabetes in the United States 

'^The World Almanac 

'^Diabetes Vital Statistics 

'*Rubin, Robert, et al., "Health Care Expenditures for People With Diabetes Mellitus, 1992," 
Journal of Clinical Endocrinology and Metabolism, April 1994: 809A-809F 
'^DCCT Research Group, "The Effect of Intensive Treatment of Diabetes on the Development 
and Progression of Long-Term Complications In Insulin-Dependent Diabetes Mellitus," 
The New England Journal of Medicine, September 30, 1993: 977-986 
'^Rubin, et al, 1994 

'’American Diabetes Association, Diabetes Care: Clinical Practice Recommendations 1995 
January 1995: 16-19,45 

'^United States, Department of Health and Human Services, Healthy People 2000, DHHS p 
publication no. (PHS) 91-50212 

’’Coonrod, Beth Ann, el al., "Frequency and Determinants of Diabetes Patient Education 
Among Adults in the U.S. Population," Diabetes Care, August 1994: 852-858 
^°State of Maine, Department of Health and Human Services, Reimbursement Pilot Study for 
the Ambulatory Diabetic Education and Follow-up (ADEF) Program: Final Report 
Augusta: 1983 

^'Miller, L.V., et al., "More efficient Care of Diabetes in a County Hospital Setting," New 
England Journal of Medicine 1972, 286: 1388-91 
^^Davidson, J.K., et al., "Spin-off Cost Benefits of Expanded Nutritional Care," Journal of the 
American Dietetic Association 1979, 75: 250-7 
’^American Diabetes Association Task Force on Financing Quality Health Care for Persons 
with Diabetes, "Diabetes Outpatient Education: The Evidence of Cost Savings" 1986 
Diabetes Care: Clinical Practice Recommendations 1995 
^^Musey, Victoria et al., "Diabetes in Urban African-Americans. I. Cessation of Insulin 



Therapy is the Major Precipitating Cause of Diabetic Ketoacidosis," Diabetes Care, 
April 1995: 483-489 

^^ewis, Edmund, et al., "The Effect of Antiotensin-Converting-Enzyme Inhibition On Diabetic 
Nephropathy," The New England Journal of Medicine, November 11, 1994: 1456 

^’Javitt, Jonathan C. and Colles^ues, "Preventive Eye Care in People With Diabetes Is Cost- 
Saving to the Federal Government," Diabetes Care^ August 1994: 909-916 

^‘Gingrich, Newt, Seniors Coalition, Washington DC, 28 April 1995 

^Levetan, Claresa and Colleagues, "Impact of Endocrine and Diabetes Team Consultation On 
Hospital Length of Stay For Patients With Diabetes," American Journal of Medicine: 
July 1995 

^Diabetes in the United States 

^’Zeich, Richard, ed. The Genesis Report(R)/MCx Managed Care Strategic Briefing, 

March 16,1995 

^^Peters, Ann et al., Quality of Care For Patients With Diabetes in HMO Settings In California 
(Abstract), May 1995 

^^Krohm, Gregory and Grossman, Mary, "Study of Costs of Mandated Benefits," Insurance 
Issues Paper: Office of the Commissioner of Insurance, May 1989 



512 


Mr. Ensign. Thank you, Dr. Cryer. 

Ms. Derelian. 

STATEMENT OF DORIS DERELIAN, PH.D., PRESIDENT, 
AMERICAN DIETETIC ASSOCIATION 

Ms. Derelian. Thank you, Mr. Chairman. 

Good afternoon, it is nice to be here. I am Doris Derelian, I am 
president of the American Dietetic Association, the world’s largest 
organization of food and nutrition professionals in the country. 

We recognize what it takes to modify and reform the Medicare 
as you are confronting it on a daily basis here, and in a broader 
perspective. Dietitians have a concern that this reform gives us an 
opportunity to truly rethink the way that we pay for medical nutri- 
tion therapy. No matter what the disease you have heard about 
here, whether it is cancer or diabetes or heart disease, things that 
you have heard about in the last, even few minutes, all of those 
diseases have an underlying nutritional element or component to 
them. 

Unfortunately, when Medicare was established 30 years ago, our 
understanding of the intervention of medical nutrition therapy was 
very limited. We had limited outcome data, we had limited knowl- 
edge about the interaction of cellular functioning in disease related 
to nutritional status. So what happened was we considered room 
and board, that is those payments for inpatient services to include 
the delive^ of food to the patient’s room and that is covered under 
whatever is reasonable and usual in inpatient services. 

What has happened, however, in 30 years, is that we have recog- 
nized that intervention, medical treatment for patients with chron- 
ic and acute illness, requires and needs nutrition intervention. To 
do that we need to modify the system to include specific recognition 
of that part of treatment. 

Let me give you an example. We have two women, Mrs. Jones 
and Mrs. Adams. They are both 75, they both live alone, they both 
break their hips. Both of them are going to go to the hospital, there 
is no question that they are going to go to the hospital for treat- 
ment. And that hip fracture is going to be taken care of and they 
are going to be delivered back to their homes after that acute stage 
is over. 

Any disease that requires bed rest and significant time in bed, 
both as an inpatient and at home, is going to create something that 
we call pressure ulcers or they are better known as bed sores. A 
bed sore is a very expensive illness to treat and Medicare pays, 
once that bed sore has been acquired by the patient, pays for all 
of it. 

And a bed sore, I am not sure if you realize, is an illness that 
results from very deep, very profound injury to soft tissue. The dif- 
ference between Mrs. Jones, who does not eat regularly, who does 
not have access to food or if she does she is not preparing it — after 
all she has a broken hip and has probably been relatively infirm 
leading up to it — she is at great risk for the full complications of 
that bed sore. 

In fact, there is a good chance that she is going to be rehospital- 
ized, she is going to require the intensive Medicare payment for the 
treatment of that bed sore. 
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Mrs. Adams, on the other hand, could have access to reimbursed 
meals, parenteral or enteral feeding, which of course now is not 
covered. If the underlying tissue, the underlying muscle that is 
being stressed by the illness and bed rest, is healthy then we can 
prevent or in fact cause a much more limited bed sore. In fact, the 
estimate is that we would save between $10,000 and $12,000 per 
pressure ulcer treatment if we simply, on the front end, provided 
medical nutrition therapy for these patients. 

We are not the only ones to have recognized this. In the guide- 
lines that you heard about from the Health Care Policy Research 
Group they, in their guidelines, have included for pressure ulcers 
intervention in nutrition. 

So even thought it is in the guidelines, it is still not recognized 
for coverage. 

There is some suggestion that just from broken hips alone that 
the pressure ulcer paycheck at the end of the year is about $84 mil- 
lion. Just that one item would be a substantial reduction if we paid 
attention to the way that nutrition intervenes in this problem. And 
that might be on the short term. We have medium term gains 
when we are looking at reimbursement for medical nutrition ther- 
apy in the treatment of diabetes to get blood glucose levels to nor- 
mal so that patients do not have these highly expensive episodes. 

And, over the long term, savings can be realized in reimbursing 
and paying for cholesterol reduction treatment as intervention. 

I guess what I am tiding to say is that nutrition therapy is not 
high-tech. It is specialized, it requires an expertise but it is not 
high-tech so it has not received, we think, the attention in the total 
set of modalities that could contribute to success in treating the pa- 
tient and in saving health care dollars. 

We recognize that reform is the movement, and we think we 
have a good chance of having you look at a real reform in this area. 

Thank you, very much. 

[The prepared statement follows:] 
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Good morning, Mr. Chainnan and members of d»e Subcommittee. I am Doris Derelian, PhD, MS, RD, 
President of The American Dietetic Association. 

The Americtm Dietetic Association (ADA) is the wmid’s largest organization of food and nutrition 
professionals with 66,500 members who serve the public thrm^ the proniotion of optimal nutrition, 
health and well-being. Over 80 percent of rostered dietitians work in health care delivery, 
including hoqiitals and HMDs, long-term care fiadlities, and clinics and physicians’ offices. ADA 
appreciates the opportunity to ^lare its views with the Subcommittee on ways to reform the Medicare 
prognun to achieve cost savings (hat enable Congress to meet budget resolution targets. 

Dietetics professionals ap(N«ciate the monumental task that Congress faces tn reforming the Medicare 
program. Finding creative ways to cut costs while providing good health care is a daunting challenge. 
Dietitians believe that attention to services that reduce long-term medical costs is essential in meeting 
this challenge. One such service is medical nutritum therapy, which, according to ADA’s internal 
arulysis of case studies, has been shown to save an average of over $8,000 per case. When medical 
nutrition therapy is applied to (he disease or condition, it saves money by reducing the length of 
hospital stay, decreasing complications, decreasing the need for costly medication, and lessening the 
need for high technology treatment. 

Medical nutrition ther^y is defined as Che assessment of patient nutritional status followed by 
approprime therapy, ranging from diet modification to administration of specialized therapies such as 
intravenous or tube feedings. It is a medically necessary and cosKffective way of treeing and 
controlling many diseases and medical conditions, including AIDS, cancer, kidney disease, diabetes, 
severe bums, pediatric failure to thrive and smgica! wounds. Medical nutrition therapy addrnses an 
individual's nutrient status, which is key to (he body's healing process. For example, someone who 
has suffered extreme tissue damt^e as a result of severe bums requires extremely large quantities of 
calories and nutrients to heal. 

Findings both from randomized controlled clinical trials and from case studies show (hat medical 
nutrition therapy can save health care dollars and im{»ove outcomes when provided to patients with 
diseases or injuries that place (hem at high ri^ of malnutrition — being inadequately nourished. 

Almost 1 7 million patients each year are treked for illnesses or injuries that stem from or place them at 
risk of malnutrition. Whether in hospitals, loc^-term care institutions, or scattered throughout the 
community, medical professionals recognize that medical nutrition therapy is a key factor in improving 
outcomes and speeding recovery for at least 40 percent of hospital patients in the U.S. who are 
malnourished based on clinical nutrition evaluations (Roubenoff, Roubenoff, Preto & Balke, 
‘'Malnutrition among hospitalized patients: A problem of physician awareness," Archives of Interna! 
Medicine, 1987). 
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Based on clinical research and experience, medical professionals (physicians, dietitians and nurses) 
identify a range of specific medical nutrition therapies necessary to treat illness and injury that involve; 

• Assessment of the nutritional status of patients with a condition, illness or injury that appropriately 
requires medical nutrition therapy as part of the treatment. The assessment includes review and 
analysis of medical and diet history, btood chemistry lab values, and anthropometric measurements 
to determine nutritional status and identify treatment modalities. 

• Therapy ranges from diet modification to administration of specialized nutrition therapies such as 
intravenous medical nutritional products as determined necessary to manage a condition or treat 
illness or injury. 

An internal analysis of nearly 2,400 case studies submitted by ADA members shows that on average 
more than $8,000 per patient can be saved with the intervention of medical nutrition therapy. Case 
studies show that, for diseases and conditions in which medical nutrition therapy is appropriate, the 
average annual or one-time savings per case include: 

• For cancer, $10,535 savings per case because specialized nutrition therapy enhances effectiveness 
of chemotherapy and radiation therapy; 

• for heart disease, $9,1 34 savings per case because medical nutrition therapy reduces the need for 
drugs and other artery-clearing procedures and/or surgery; 

• for type 1 diabetes (insulin-dependent), $9,049 savings per case because diabetic complications 
that result in hospitalization are reduced; 

• for type 11 diabetes (non insulin-dependent), $1,994 savings per case because medical nutrition 
therapy reduces or eliminates the need for insulin or oral agents; 

• for kidney disease, $18,467 savings per case by postponing the need for dialysis; 

• for high cholesterol, $2,709 savings per case by reducing the need for drugs; 

• for hypertension, $4,075 savings per case by reducing drug use and preventing complications such 
as stroke; and 

• for a variety of other conditions - such as bums and surgery - requiring tube or intravenous 
feedings, $7,051 saving per case by transitioning the patient to less invasive and less expensive 
nutrient sources. 

A survey of 2,337 patient records at 19 hospitals indicates that early nutritional interventions and 
regular clinical nutrition services reduce hospital stays for malnourished and at-risk patients. The 
reduced hospital days translate into $8,200 per bed per year average cost savings according to Cuning 
Hospital Costs with Clinical Nutrition Services^ a new report by the Nutritional Care Management 
Institute (NCMI) of Tucker, Georgia. 

A report in the July 1 995 issue of The American Journal of Medicine highlights a study which found 
that (he use of a diabetes team, led by an endocrinologist woricing with a nurse diabetes educator and 
dietitian, resulted in a 56 percent reduction in length of hospital stays among patients hospitalized with 
a primary diagnosis of diabetes compared with patients treated by an internist alone. Currently, 
hospital care of diabetic patients costs an estimated $65 billion a year. The potential 5-day reduction in 
hospitalization found by this study translates into billions of dollars per year in potential health care 
savings. 

The evidence is clear. Medical nutrition therapy is an appropriate means for cutting costs. Yet, the 
Medicare program is inconsistent in utilizing this important service. Currently, no policy or approach 
exists for covering the costs of medical nutrition therapy. 

In inpatient settings, dietitians' services must be covered by DRG payments. Yet, when DRGs were 
implemented in 1983, medical nutrition therapy was only a small piece of treatment and was hidden 
within general and administrative or overhead costs. As a consequence, hospitals, for the most part, 
today view medical nutrition therapy as uncovered by DRGs because there has never been an explicit 
accounting for the cost of medical nutrition therapy. However, as data more clearly show savings and 
as dietitians approach hospital administrators with this data, medical nutrition therapy becomes more 
essential to efficient Medicare inpatient care. 

In outpatient settings. Medicare coverage for nutrition services is practically non-existent. Medicare 
technically covers outpatient diabetes education — which is primarily medical nutrition therapy for 
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ihose with diabetes. However, recent collection of claims data by ADA in this area reveals problems 
with obtaining reimbursement, primarily because no clear-cut coverage policy and code for billing 
exisl- Yet, a study last year by the International Diabetes Center in Minneapolis, MN, showed that 
persons with type II diabetes can better control their blood sugar levels, weight and cholesterol with 
medical nutrition therapy. 

Even if Congress lakes an incremental approach such as the one proposed in H.R. 1073 — providing for 
Medicare coverage of sclf-tnanagement training (which includes medical nutrition therapy) for diabetes 
patients — dietitians believe this is a vital step in the process of reforming the Medicare program. ADA 
is appreciative of the broad support which this measure has garnered — including many members of 
this Subcommittee 

Dietitians are one of the most highly trained allied health professionals. Other allied health 
professionals -- such as occupational or physical therapists — receive consistent medical reimbursement 
under the Medicare program. Dietitians should be named in the list of those allied health professionals 
who receive reimbursement. Yet, to date, that has not occurred. 

Dietitians are extensively trained and educated in the science of nutrition and its application to disease 
prevention and treatment. In practice, the dietitian integrates and applies the principles derived from 
the sciences of nutrition, biochemistry, physiology, food management and behavior to achieve and 
maintain health. Tlic dietitian has become a fundamental team member in effective health care 
delivery with the rapid advance of (he science of nutrition and its correlation with disease prevention 
and treatment. 

As part of an interdisciplinary treatment team (physicians, nurses, dietitians, and other health 
professionals), dietitians educate treatment team members in the .science of nutrition; assess the 
patient’s blood chemistry, anthropometric measurements, medical history, and diet history to determine 
nutrition status; and, with the interdisciplinary treatment team, develop, administer and evaluate (he 
patient’s response to nutrition therapies. 

Mr, Chairman, the growing evidence of the vital importance of medical nutrition therapy in treating 
many diseases and conditions is being recognized throughout the health care community. While 
coverage by private health insurance plans varies from plan to plan, managed care programs such as 
Cigna, Harvard Community Health Plan, Health Insurance Plan of Greater New York, and US 
Healthcare are contracting with dietitians to provide both medical nutrition therapy and preventive 
services for their subscribers. Medical nutrition therapy may also be covered in some states under 
some policies - especially managed care products — offered by insurers such as Aetna, Blue 
Cross/Blue Shield. Humana. John Hancock, MeiraHealth, Mutual of Omaha. Provident. Principal 
Mutual, and Prudential. And, even more significantly, the annual call letter for the Federal Employee 
Health Benefit Program includes “cost effective, medically necessary services (such as medical foods 
and nutrition therapy)'* as a specifically encouraged service under Fee for Service Plans. As others 
have said, shouldn’t our seniors have the same services through Medicare that are available to federal 
workers? 

The American Dietetic Association with its 66,500 members stands ready to work with the 
Subcommittee in the development of Medicare reform proposals. We appreciate the support and 
interest of this Subcommittee on this issue. 


Thank you. 
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Mr. Ensign. Thank you, both, excellent testimony. 

A couple of questions because both of you talked about savings 
to Medicare and the whole system. Let us say that we enacted 
what you both would want us to enact and we were able to save 
Medicare money over, say, the next 7 years. Would you classify 
those savings as cuts? 

Dr. Cryer. I would not. 

Ms. Derelian. I would not either. 

Mr. Ensign. OK. Thank you, I just wanted to get that on the 
record. 

Second, when we are talking about preventive care, because pre- 
vention makes so much sense and it seems intuitive it you can 
spend money up front. My aunt is a diabetic and she also has sys- 
temic lupus, but watching what she has gone through over the 
years and the education that has taken place with her and some 
of the diets, there is no question of the benefits that I have seen 
her go through, through using the diet to help manage her disease 
and some of the preventive measures that have gone on there. 

Prevention makes sense, obviously. But when you are in discus- 
sions with some people, they say that there are studies that sug- 
gest that prevention may save money in the short term but in the 
longer term, it does not save you any money. I find that hard to 
believe, and I would like to hear both of your comments on that. 

Dr. Cryer. I am afraid that I do not really follow that argument 
because the bulk of evidence would suggest that preventive meas- 
ures reduce costs. 

Mr. Ensign. I think the reason and the logic follows something 
like this. You do preventive care and people will live longer and 
therefore consume more medical costs over their lifetime. 

Like somebody with diabetes. The worse the care the shorter 
time they are going to live. Now, granted they will consume more 
during that shorter period of time but over the longer period of 
time they were going to consume that certain amount of medical 
spending over a longer period of time. 

Now, it is obviously the wrong thing to do from a moral stand- 
point, but I am just pointing out some of the other arguments that 
you do hear in this whole discussion. 

Ms. Derelian. The other possibility is that we know that a huge 
percentage of Medicare costs come in the last year of life and since 
everybody dies and they get sick before they do, it may be that you 
are compounding data that suggests that the most expensive ele- 
ment, that variable called the last year of life for everybody wheth- 
er they had a chronic illness or whatever, is bringing that value up. 

But if we could keep them healthy, keep their chronic disease 
under control for a longer period of time — if you were looking at 
that period — they would be living healthier and productive lives. 
Certainly for diabetics the more productive we can keep these peo- 
ple the more we can keep them in the work force, the more we can 
have them productive people there is a cost savings. And then you 
add that last year of life for every American and I read a statistic 
that said in 2005, 79 million Americans will be over 55 which 
means that everybody is moving in that direction in this country. 

Mr. Ensign. But we all are. 

Ms. Derelian. Yes. 
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Mr. Ensign. I want to bring up something that you talked about 
Dr. Derelian on bed sores, I think it illustrates one of the major 
problems with the whole Medicare system and the way it was set 
up in the first place. 

That is that from the Federal level, the Federal Government has 
difficulty responding to what is happening technologically in the 
marketplace. Basically, when new guidelines come out they have 
difficulty, HCFA, as one agency, responding with new" regulations 
that are timely that can save the government money. 

And obviously if we can bring in more market forces to where it 
is not just HCFA determining who is getting paid for this particu- 
lar service, but it is providers or HMOs or coordinated care, what- 
ever term you want to put to it, or medical savings accounts or 
whatever it is, if there are more forces determining who is going 
to get this nutritional therapy than just HCFA, I think you will see 
a much faster response time. Your comments? 

Ms. Derelian. One comment is that there is some data that sug- 
gests that when people present with a chronic illness or even an 
acute illness that has medical nutrition therapy associated with it 
and they go for counseling services, wherever that may be from, 
when they walk through the door and they find out that there is 
no reimbursement for this service under any circumstances, we 
know for a fact that the person backs away from the service. They 
back away from it because of the degree to which there is a preven- 
tion element to it. There are so many other things that they have 
to accommodate, particularly in diabetes. They have to have sy- 
ringes and their insulin. And those things are all handled in some 
way differently from the way they get nutrition services. 

So there is this problem of having the patient trying to make a 
decision about the value of this service and then not having any 
guidance about how to go about getting it or any level of reim- 
bursement recognition. 

I do believe that HMOs are beginning to change their attitudes 
about nutrition services. Now that they are obligated to take in 
subscribers from very well to very sick, they are beginning to find 
out that if they do preventive nutrition services, that ultimately 
they will save money in this group down here to be able to pay for 
these new people that they now have to take in that are more cost- 
ly. So we are getting some transformation within the health HMOs. 

Mr. Ensign. The other part of that is that HMOs are a fairly 
new phenomenon and so some of that is probably short-term think- 
ing. I think that as that market evolves, Dr. Cryer, you mention 
in your written testimony that HMOs have been slow to respond 
to diabetes and I think that as this market evolves more you will 
see these companies taking a long-term outlook that they are going 
to be there providing this service and it is better for them to spend 
this money up front. And not just hope that these diabetics are 
going to shift to someone else’s HMOs because they know that 
those diabetics are going to be shifting to their HMOs as well. 

Dr. Cryer. I agree with the premise of competition. I also agree 
that there is some verbal evidence that the HMOs are beginning 
to see the benefit of preventive treatment. But on the other hand, 
as detailed in the written testimony, I think we have to be con- 
cerned about the actual performance of HMOs and in one large 
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HMO there were several things that by the ADA standard were 
clearly substandard. And notably that 96 percent of the patients 
did not have their eyes examined. And that is fundamentally im- 
portant. 

Early stages of diabetic proliferal retinopathy are treatable, 90 
percent of blindness can be prevented but we have to look and find 
it. So I think we have to link concept and performance and assure 
that there is an emphasis on preventive care and that there is a 
mechanism to ensure high-quality care. 

Ms. Derelian. Whether we like it or not the Medicare model is 
the model that is utilized by everybody to determine what services 
have enough value to be considered by the governing structure to 
be part of therapy. 

Things that are paid for by Medicare are generally viewed as 
being the sanctified, appropriate, and usual treatments. When 
there is an exclusion in Medicare, most of the community of other 
payers simply does not want to acknowledge it. 

Mr. Ensign. Very good point. 

Does Medicare adequately fund parenteral nutrition? 

Ms. Derelian. Not at all. 

Mr. Ensign. OK. And that is, more than any other field is widely 
acknowledged in the medical profession, even in the veterinary pro- 
fession that that is something that there is no question you have 
cost savings there. Because they heal faster, they get out of the 
hospital faster, and their course of treatment is much quicker. 

Ms. Derelian. Thank you for acknowledging that. That is some- 
thing that we have had great difficulty in getting recognition for. 

Mr. Ensign. And I just had not only my own experience and 
practice but also a good friend of mine was at the National Hos- 
pital Center having cancer therapy and then the chemotherapy 

Dr. Derelian. And what is so interesting about that, one of the 
most interesting is because we do not have a separate code. We 
have no way to track, and you have seen it personally. We have 
no tracking system. Because when reimbursement to that provider 
is given, there is no separate coding for the way that parental or 
enteral feeding was accomplished, so we have no way to follow it, 
no way to demonstrate without common data what you have just 
acknowledged with testimonial data. 

Mr. Ensign. Thank you both very much. It was excellent testi- 
mony and I appreciate you both taking your time to be down here. 

Dr. Derelian. Thank you. 

Mr. Ensign. This Subcommittee will stand in recess until 1 
o’clock. 

[Whereupon, at 12:35 p.m., the Subcommittee was in recess, to 
reconvene at 1 p.m., the same day.] 

Mr. Christensen [presiding]. We are going to get started here. 

I am going to have Congressman Payne introduce a couple of his 
constituents first. I want to also make a comment that Mrs. John- 
son and Mr. McDermott are in an Ethics Committee meeting now. 
I wanted to confer to the panel that Mr. McDermott wanted to ex- 
tend a personal welcome to Mr. Jaffe from Harborview Medical 
Center. That must be up in the great State of Washington. Is that 
correct? 

Mr. Jaffe. Correct. 
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Mr. Christensen. Mr. McDermott welcomes you, and we wel- 
come you. 

Mr. Payne. 

Mr. Payne. Thank you very much, Mr. Chairman. 

I wanted to welcome all of the witnesses who are here for this 
panel and to say that we appreciate very much the fact that you 
are here, and a special welcome, too, to my own two constituents 
who are part of this panel. 

On the far right, your left as you are sitting on the panel, is Bud 
Thompson. Bud is administrator of the Franklin Memorial Hospital 
in Rocky Mount, Virginia. This is a very successful rural hospital 
in our district. In addition to that job and many other things that 
Bud does, he is also chairman of the Virginia Hospital Association’s 
Task Force on Small and Rural Hospitals. Bud, we are pleased that 
you are here with us today. 

We also have Dr. Bob Cantrell with us today. Dr. Cantrell is the 
acting vice president and provost of the University of Virginia 
Health Sciences Center. The University of Virginia Health Sciences 
Center, if not the finest, we think is certainly one of the finest in 
the United States, and we are very proud of it. It is not only a very 
large health center, it is also extremely important to our area in 
terms of its employment, where almost 6,000 people are employed 
with the Health Sciences Center. 

Dr. Cantrell, thank you very much for being here. Bud Thomp- 
son, thank you very much for being here. 

Thank you, Mr. Chairman, for giving me this opportunity. 

Mr. Christensen. Thank you, Mr. Payne. 

The Health Care Subcommittee would be pleased to hear testi- 
mony of this panel, the last panel of the day. We will start from 
my left to the right and start with Mr. Gage. 

STATEMENT OF LARRY S. GAGE, PRESmENT, NATIONAL 
ASSOCIATION OF PUBLIC HOSPITALS 

Mr. Gage. Thank you very much, Mr. Chairman. 

I am Larry Gage, president of NAPH, the National Association 
of Public Hospitals. NAPH’s members include over 100 metropoli- 
tan area safety net hospitals which provide more than 90 percent 
of their services to Medicare, Medicaid, and low-income uninsured 
and underinsured patients. 

They also provide many costly preventive, primary, and tertiary 
services to their entire communities, not just the poor and the el- 
derly. These services include maintaining a wide variety of round- 
the-clock standby care, such as trauma units, burn centers, 
neonatal intensive care, poison control, emergency psychiatric serv- 
ices, and crisis response units for both natur^ and manmade disas- 
ters. 

I am very pleased to have this opportunity to testify today on the 
subject of Medicare reform generally and those aspects of the Medi- 
care Program that directly affect America’s essential providers. I 
am also pleased to be joined by David Jaffe, who is one of the mem- 
bers of NAPH. 

With their overwhelming reliance on governmental funding 
sources to carry out their essential mission, America’s urban public 
hospitals are as concerned as you are with rising health costs. 
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Last week, we saw press reports that the Subcommittee may be 
considering unveiling a far-reaching proposal that would, among 
other steps, greatly accelerate enrollment of the elderly into man- 
aged care plans. 

Let me say at the outset that NAPH is pleased that Members of 
the Subcommittee’s Republican leadership are considering health 
system reform. We would prefer to see reform apply to all Ameri- 
cans. We agree with the need to bring the Medicare Program in 
line with trends that are affecting the rest of the health industry. 

However, we have a number of general and specific concerns 
about how such a proposal would fit into the forthcoming budget 
reconciliation debate which we would like to share with you. 

Let me summarize my prepared testimony by commenting in just 
three major areas. First, on this the 30th anniversary of final con- 
gressional passage of Medicare and Medicaid, we are seriously con- 
cerned with the ability to implement any positive reforms in the 
context of a $45 billion-plus budget reduction in Medicare and Med- 
icaid. 

We accept the fact that Americans want less government, fewer 
regulations, more competition, and ultimately a balanced Federal 
budget. However, we disagree that the Americans want to meet 
these goals by decimating our Nation’s health and social infrastruc- 
ture and eliminating any semblance of a safety net for the poor and 
disenfranchised. 

We recognize that the long-term stability of Medicare is impor- 
tant and that both Medicare and Medicaid, after 30 years, are ripe 
for reform. We further agree that major reductions in the rate of 
growth are both inevitable and necessary, perhaps even on the 
order of $55 billion for Medicaid as proposed by President Clinton 
and $160 billion for Medicare as suggested by AHA president Dick 
Davidson in his testimony last week. We have suggested some 
ways in which these reductions could be equitably achieved. But we 
agree with Mr. Davidson that all stakeholders must share in the 
pain. 

This brings me to my second point. While we support health re- 
forms such as those included in the draft circulated by some Mem- 
bers of this Subcommittee last week, we are concerned that they 
ignore the uninsured and the inadequately insured. Even modest 
reforms that do not address all of the populations in need of health 
coverage are likely to make matters worse for those individuals and 
families they leave out. 

Essential providers such as NAPH member hospitals have tradi- 
tionally been the sole source of critical health care for these indi- 
viduals, and they will continue to play this role in the future. A full 
33 percent of our inpatients fall into self-pay or other categories, 
and 47 percent of our outpatients. As you well know, this is often 
a euphemism for no pay. And with 90 percent of our patients either 
uninsured or covered by Medicare and Medicaid, there will be sim- 
ply nowhere to shift the costs to make up this deficit. 

My prepared testimony does include a number of specific propos- 
als for preserving and protecting safety net providers in the context 
of the forthcoming debate over deficit reduction. 

In conclusion, my third and final point specifically addresses the 
issue of managed care for the elderly and the poor. While we sup- 
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port the concept of managed care generally, based on recent experi- 
ences in Tennessee, Florida, and other States, we are concerned 
about the ability of the managed care industry to meet even cur- 
rent needs, let alone accommodate a significantly expanded Medi- 
care population. And without an adequate managed care infra- 
structure in place, only the cost containment goals of this proposal 
are likely to be achieved through restricted choice and capped pre- 
miums, while the hoped-for improvements in prevention, primary 
care, and health status are unlikely to occur. 

I have addressed a number of specific concerns in my prepared 
testimony about moving too rapidly into managed care or relying 
too heavily on it to contain costs. I have also expressed the view 
that, done properly, managed care can result in genuine improve- 
ments in health status and expansion of access for some of our 
most vulnerable patient populations, and I provided a number of 
specific comments on the draft specifications that were informally 
circulated last week. 

I would be happy to answer any questions you may have at the 
appropriate time. 

[The prepared statement follows;] 
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I am Larry Gage, President of the National Association of Public Hospitals (NAPH). 
NAPH's members include over 100 metropolitan area safety net hospitals. These 100 institutions 
(taken together) comprise America's most important health and hospital system. With combined 
revenues of over $17 billion, these hospitals provide more than 90 percent of their services to 
Medicare, Medicaid and tow income uninsured and underinsured patients. They also provide 
many preventive, primary and costly tertiary services to their entire communities, not just the poor 
and elderly. These services include maintaining a wide variety of round-the-clock standby care 
such as trauma units, bum centers, neonatal intensive care, poison control, emergency psychiatric 
services, and crisis response units for both natural and num-made disasters. 

In just the last two years, NAPH members have been at the forefront of the response to 
community-wide crises that have included fires, floods, earthquakes, deadly new viruaei, measles 
epidemics, environmental spills, air crashes, and urban riou. At the same time, their preventive 
and primary care services have been essential to meeting the day-to-day health needs of many 
millions of urban residents with restricted access U> ‘mainstream* health services. In other words, 
these essential health systems - which rely on Medicaid, Medicate and direct state and local 
governmental subsidies for over three quarters of their operating revermes - already serve as a 
'national health system* by defiult in most of our nation's urban areas. 

I am pleased to have this opportunity to testify befitre the SubctMiunittee on Medicare 
refixm generally, and those aspects of the Medicare program that directly alKct America's 
esaential providen in partiGular. With their overwhelming reliance on governmental fiuiding 
sources to cany out their etsential mission, Americans urban public hospitals ate as concerned u 
you ate with rising health costs. Although in general, the hospital intiustty hai not been the cause 
of recem growth in the Medicare program, we recognize that in the proceu of controlling costs, it 
may be necessary fiir some public hospitals to dose, merge, downsize or consolidate. Already, 
many safety net hospitals are moving ahead rapidly to become more efficient and effective 
provirlen of care, through managed cate and other means. At the same time, those Medicate 
hospital payments that ate most vital to essential providers — such as di^rroportionate share 
hospital payments and medical education adjustments - have remained ^le, with little growth, 
in recent years. 

Last week we saw pros reports that the Committee may be considering unveiling a fu- 
teaching proprMal that would greatly accelerate enroUtrtent of the elderly into managed care plans, 
as well u give wealthier retirees other options such u medical savings accounts. This proposal 
would provide both carrots and sticks for the ddetiy. As we read it, the proposal woidd combine 
incentives and potential new benefits for those beneficiaries who choose managed cate plans with 
fiscal penalties that would be levied against those who elect to remain in the current system. 

Let me state at the outset that NAPH is pleased that members of the Committee’s 
Republican leadership are again considering health system reforms. While we would prefer to see 
reform apply to all Americans, we agree with the need to bring the Medicate program in line with 
the trends that ate affecting the rest of the health industry. We would very much like to work 
with the Committee to begin to consider genuine health cate reform once again. However, we 
have a number of general and specific concerns about how such a proposal would fit into the 
forthcoming budget reconciliation debate, which we would like to share with you at this time. 
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Our comments on the budget and legislative proposals before you today can be 
sununarized in three major areas: 

* First, we are seriously concerned about the ability to implement any positive reforms, 
whether in managed care or other areas, in the context of the $450+ billion in Medicare 
and Medicaid budget reductions mandated by the Congressional budget resolution 
While we accept the fact that Americans want less government, fewer regulations, more 
marketplace competition, and ultimately, a balanced federal budget, we disagree that 
Americans want to meet those goals by decimating our nation's health and social 
infrastructure and eliminating any semblance of a safety net for the poor and 
disenfranchised. 

* Second, while we support health reforms such as are included in your proposed new 
legislation, we are concerned that they ignore the uninsured and the inadequately 
insured. Even modest reforms that do not address all of the populations in need of 
health coverage are likely to make matters worse for those individuals and families they 
leave out, even if they are of benefit to some. 

* Third, while we support the concept of managed care generally, based on recent 
experiences in Tennessee, Florida and other states, we are concerned about the ability of 
the managed care industry to meet even current needs, let alone accommodate a 
significantly expanded Medicare population And without an adequate managed care 
infrastructure in place, only the cost containment goals of your proposal are likely to be 
aclueved, through restricted choice and capped premiums, while the hoped-for 
improvements in prevention, primary care and health status simply will not occur. 

In the remainder of my prepared testimony, I will address each of these comments in 
greater detail. 

THE MEDICARE AND MEDICAID BUDGET TARGETS CANNOT BE ACHIEVED 
WITHOUT DESTROYING THE PROGRAMS 

On this, the 30th anniversary of the establishment of Medicare and Medicaid, it is 
important to pause and recognize the unsurpassed contribution that these landmark initiatives 
have made to the health of America's elderly, disabled and indigent. From our vantage point on 
the front lines of providing care to these vulnerable populations, NAPH members are daily 
witnesses to the positive impact that these programs have had on their beneficiaries. 

Despite rhetoric to the contrary, these programs have achieved their results for the most 
part efficiently and econonucally. Medicare in particular has seen provider payments capped at a 
growth rate less than inflation for most of the last decade. And current projections for growth in 
the Medicaid program are largely due to demand for long term care and the growth in the number 
of recipients, with the poor elderly being a major factor on both fronts. 

For these reasons, it is simply impossible for most analysts to imagine reducing spending in 
these two programs by almost half a trillion dollars over the next seven years without destroying 
both programs and disenfranchising tens of millions of elderly and low income Americans. Surely, 
it Is impossible to contemplate implementing positive reforms such as are envisioned in the 
Committee's new proposal in the face of such reductions 

We recognize that the long term stability of the Medicare program is important, and that 
both Medicare and Medicaid, after thirty years, are ripe for reform. We further agree that major 
reductions in the rate of growth are both inevitable and necessary — perhaps even on the order of 
$55 billion for Medicaid, as proposed by President Clinton, and $160 billion for Medicare, as 
suggested by American Hospital Association President Dick Davidson in his testimony last week. 
NAPH has already suggested some ways and some areas in which reductions could be equitably 
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achieved, but we strongly agree with Mr. Davidson that all stakeholders must share in the pain. 
And in particular, we ask that in enacting reductions, the Committee be attentive to the ability of 
our nation's safety net providers to continue to care for America's 41 million uninsured. 

IF MAJOR BUDGET REDUCTIONS ARE REQUIRED, IT IS ESSENTIAL THAT 
AMERICA'S HEALTH SAFETY NET BE PRESERVED AND STRENGTHENED, NOT 
FURTHER WEAKENED 

Essential providers such as NAPH member hospitals have traditionally been the sole 
source of critical health care for these individuals, and they will continue to play this role in the 
future. In addition to the 55 percent of NAPH members' gross revenues that come from Medicare 
and Medicaid, a full 33 percent fall in the "self pay/other* category. On the outpatient side, the 
situation is even more burdensome, with "self pay/other" patients making up 47 percent of our 
gross revenues. Unlike most other hospitals, "self pay/other" patients for safety net institutions 
are essentially "no pay" patients — they simply do not have the means to cover their bills, and our 
hospitals do not recover the bulk of this revenue. The impact of reduced support for such 
patients due to budget reductions and health system reform is already graphically evident in 
metropolitan areas as diverse as Los Angeles, Memphis, Washington D.C., New York, New 
Orleans. Milwaukee, and Boston, where safety net hospitals are proposing to close, eliminate 
many essential ser>nces. or merge with or be purchased by private organizations or entities. And 
while some of these actions may turn out to be effective survival strategies, the issue of potential 
reduced access to care for the inner city poor, elderly and otherwise disenfranchised patients is 
one that must be addressed in each case. 

Further reductions of the magrutude contemplated in the Congressional budget resolution 
will simply accelerate the spread of this trend into most American cities, and many underserved 
rural areas as well. To take just one example, NAPHs preliminary analysis of the impact of the 
proposed Medicare budget reductions shows that, under one scenario, our 100 member hospitals 
would lose S3 1 3 million in the year 2002, or 1 2 percent of our members' Medicare revenues. 

In addition to affecting access to care, the potential economic impaa of a severely 
crippled safety net hospital system is also likely to be great. These hospitals are major employers 
in their often economically>depressed communities, and they throw off significant ancillary 
economic activity for local businesses. Moreov^. they provide unparalleled egalitarian 
educational opportunities within their urban communities. The inevitable indirect economic 
impact of cutbacks in Medicare should therefore also be seriously considered as you move to 
structure specific reform plans. 

For all of these reasons, major reductions in future Medicare and Medicaid spending will 
actually require your increased attention to the needs of essential safety net providers, in order to 
protect and strengthen the foundation and infrastructure of our health system. 

Let me now turn from the overall impact of the reduced spending targets outlined in the 
budget resolution to some observations about spedftc parts of the Medicare program that 
particularly affect essential hospital providers. 

Medicare DSH funding has been and will continue to be an essential piece of the 
patchwork funding that enables our hospitals to provide critical health services to the 
elderly, disabled and poor — services that simply are not readily available elsewhere. DSH 
payments also help to underwrite the high-co^ specialty services (such as bum care, level- 
I trauma care and neonatal intensive care) on which the entire community relies. For this 
reason, if DSH funding is to be reduced by 25%, as specified in your proposal, it is 
essential that the remaining amounts be more narrowly targeted on the highest volume 
providers of care to low income elderly patients. 
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Although this subcommittee obviously does not have jurisdiction over Medicaid, it is also 
important to keep in mind that any changes made to the Medicaid program will directly 
impact Medicare DSH. The Medicare DSH formula is based in part on the number of 
days provided by a hospital to Medicaid patients, meaning that if Medicaid eligibility is 
sharply cut back (either through a loss of the Medicaid entitlement or through other 
means). Medicare DSH payments wilt be immediately reduced without a single change in 
the law 

In addition, there are certain issues related to the calculation of Medicare DSH payments 
that need to be addressed. For example, as more states received waivers and Medicaid 
moves more and more patients into managed care, the Medicare DSH formula should be 
clarified to ensure that Medicaid managed care days are included in the equation for 
calculating Medicare DSH payments, even in states which have replaced their Medicaid 
programs under a waiver. 

* With respect to medical education payments, again this source of support is virtually 
irreplaceable for rhajor teaching hospitals in the current context Eighty-five percent 
percent of NAPH members are teaching hospitals. As with DSH payments, the problems 
generated for public teaching hospitals by reduced medical education payments will affect 
their ability to cover the costs of caring for low income and uninsured patients. 

WITH RESPECT TO MANAGED CARE, WE MUST BE CAREFUL NOT TO 
OVERPROMISE AND OVEREXPAND, BEYOND THE CAPACITY OF OUR HEALTH 
SYSTEM TO RESPOND 

The term "managed care" is now so ubiquitous that it dominates the field of vision in both 
the private and public sectors of the our health industry. More than just a helpful tool, managed 
care has become a preoccupation — perhaps even an obsession — for private insurers, employers, 
and individuals, as well as for legislators and bureaucrats at every level of government. Yet it is 
an obsession that obscures the need for greater scrutiny of the managed care industry, in order to 
avoid potentially irreversible damage to the future viability, quality and ethical standards of health 
care providers, as well as to the good health of many millions of Americans 

In other words, before we continue (his headlong rush into uncharted territory, we need to 
pause and take stock, to make sure our moral compass is working properly. We need to ask (and 
answer) some tough questions in the heat of the current debate, which 1 believe represents nothing 
less than a struggle for the reputation, ethics, values, even the soul, of the managed care industry. 

The dilemma is essentially a simple one; what is "managed health care" and should it 
primarily benefit payers or patients? Is it largely designed as a blunt instrument for containing 
health costs — as many policymakers in Washington and dozens of state capitols believe? Or ~ as 
many managed care advocates would like to believe - is it something else: a genuine health care 
delivery reform that shifts the historic emphasis from aoite and episodic intervention to the 
prevention and maintenance of wellness? 

This is not an idle question. If managed care is primarily the former — a way to contain 
costs — then we may be wasting our time woiT>ing about ethics. As indicated by the recent 
publicity over the failure of some HMOs to pay for emergency services, if the bottom line is all 
that counts the patient and the provider will both suffer (this is true whether the bottom line is 
Medicare savings or higher dividends for shareholders). Of course, we would all like to believe 
that effective managed care plans can BOTH restrain costs and improve wellness. But the plain 
fact is, in the public sector at least, MOST managed care activities have been carried out in the 
name of short term cost containment rather than genuine health system reform. 

There are perhaps several ironies here The first, of course, is that there is increasing 
evidence that managed care is not much more effective ov^ time in holding down health costs 
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than the fee for service system it is rapidly supplanting. Only the most highly organized and self- 
contained plans - staff and group model HMOs - have any measurable track record over time in 
holding down costs. For most other plans, after a brief initial flurry of savings — often driven 
more by the arbitrary demands of payers than any inherent efficiencies in most organizations — 
costs seem to rise at about the same rate as the industry as a whole. 

A second irony is that the major underlying reasons for cost increases in the American 
health industry have little or nothing to do with either managed care or fee for service medicine. 
Rather, they depend on such factors as the large and ever<growing numbers of uninsured, 
continuing advances in expensive technology on both the outpatient and inpatient fronts, and the 
fact that no one yet has effectively cured most Americans from demanding the most and the best 
no matter what health plan they enroll in. (It cannot escape the Committee's notice that the so> 
called "point of service" managed care plans — the most costly and least controllable — are the 
plans that usually score highest in consumer satisfaction among HMOs.) 

The third, and perhaps greatest, irony is that the steps which clearly could reduce health 
costs over time prevention, wellness and public health services are the last services added and 
the first ones on the chopping block when the primary goals are short term cost containment and 
profiMaking. 

Certainly, there is no disagreement about the importance of preventive measures aimed at 
improving both individual and community-wide health status. Preventive health can minimize 
both the potential for excessive care in the fee for service environment and the potential for 
providing too few services in the managed care environment. Moreover, the assignment of 
patients to primary care gatekeepers who are able and willing to manage the full continuum of a 
patient's care, also improve a patient's health, and thus hold down long term health costs, even if 
more services are needed in the short run. But these features must be fully integrated into HMOs, 
not just grafted onto the surface. Of course, many managed care organizations and employers do 
try to emphasize wellness and prevention, or at least pay lip service. The problem is, we cannot 
demonstrate that these services will reduce health costs overnight. In fact, in the short run their 
effective use is likely to increase services and costs, especially for low income elderly patients 
historically deprived of such services. 

Ultimately, of course, if "managed care" is seen only as a tool for cutting costs, the result 
vrill be a health system that is neither "managed" nor "care'’. We all know that there are more 
than a few dirty little secrets about the explosive growth in Medicaid managed care over the last 
several years. I will agree that some managed care organizations have developed elegant, 
sophisticated MIS and case management systems that emphasize prevention and wellness. Some 
plans may also have adequate and well-rounded networks of providers that are reasonably 
reimbursed even as they are given rational incentives to change wasteful practice patterns. 
However, many other organizations have simply grown too fast to take the time to develop such 
systems or incentives. Rather, they devote their efforts to enrolling mostly people who are young 
or healthy (or both), invest as creatively as possible the enormous cash flow generated by 
capitated payments, ratchet down payments to providers wherever they can, keep support staff to 
a minimum, erect subtle and not-so-subt(e barriers to access, and pray no one needs a liver 
transplant before they can cut a deal to sell out. 

Now it may sound from these statements that I am cynical — perhaps even that I oppose 
managed care. But notlung could be farther from the truth. 1 belong to an HMO. NAPH has 
been working rapidly to help both public and private health systems develop or expand managed 
care capacity all over the country. Together with my associate, Bill von Oehsen, 1 have even 
published a new book — a 1000 page "How To" manual for Medicaid Managed Care and State 
Health Reform Managed care is not problematic in itself — especially for the poor and 
disenfranchised. Done properly, managed care can result in genuine improvements in health 
status and expansion of access for some of our most vulnerable patient populations. It is just that, 
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done poorly, implemented too rapidly, or for the wrong reasons, it could be a setback, not an 
improvement, both for patients and for entire communities. 

We need only look at the TennCare Medicaid debacle to see some of the problems we face 
when cost becomes the only issue. With TennCare, the state of Tennessee dumped all Medicaid 
and many uninsured patients overnight into tlbprepared managed care plans with inadequate 
provider networks, only to pay them premiums that were originally found to be 40% below 
acknowledged actuarial soundness. As recently as last month, TennCare rates were determined 
by Governor Sundquist's own TennCare Roundtable to remain 10*20% below costs. And in 
fairness to the Governor, who was not responsible for developing TennCare, he and his staff have 
now publicly committed themselves to implementing needed reforms. 

1 do not believe it is inevitable that TennCare represents the future of managed care ~ but 
if we hope to expand such programs to include a substantial proportion of Medicare beneficiaries, 
we must act quickly, together, to set tough kandards for equity, fairness, access, quality and fiscal 
integrity in managed care plans. 

Finally, let me conclude my prepared statement with some specific observations about the 
managed care proposal introduced by the Committee; 

in addition to financial solvency and capital adequacy standards for health plans, it is 
essential that your proposal include assurances of actuarial soundness for plan premiums. 
Failure to do so will mean that managed care will be little more than a cruel hoax on most 
elderly patients, either limiting them to plans with severely reduced choice or requiring 
high out of pocket payments that will be beyond the reach of most lower income elderly. 

For example, as Medicare managed care expands, it will become increasingly urgent to 
reevaluate the AAPCC ~ adjusted average per capita cost •• system used to pay HMDs. 
Currently, the AAPCC calculation is albinclusive, incorporating direct and indirect 
medical education payments as well as DSH payments. Yet there is no requirement that 
the risk contractors pass these payments along to the providers for whom they are 
intended, or even that the HMOs have contracts with leaching or DSH hospitals. The 
problem has been noted by both ProPAC and the PPRC, 

It is also essential that any program of enhanced choices for the elderly take into account 
and coordinate carefully with the Medicaid programs (including residual programs in 
waivered states) so as to permit the widest possible range of choices for low income 
elderly patients as well as others. In that respect, we strongly endorse your proposal to 
adjust MediChoice rates for demographic and risk factors, provided there is also a 
requirement that such adjustments also are reflected in provider payments and contracting 
requirements to ensure that access is maintained for higher cost patients who reside in 
underserved areas. 

’ While the proposal would appear to require plans to agree to serve all beneficiaries on a 
"first come first served" basis, we know now from experiences in several states that plans 
have many sophisticated ways to avoid such obligations and protections and redline the 
poorest and sickest patients ffom their marketing plans. Tough criminal and civil liability 
standards must be included to ensure that all elderly, including the low income elderly, 
have a true choice. 

In genera], managed care organizations (MCOs) have typically refused to recognize the 
higher costs incurred by teaching hospitals in negotiating rates, in both the Medicaid and 
Medicare context For these reasons, NAPH urges you again to retain separate IME, 
DME and DSH programs, with payments flowing directly from the government to 
hospitals (or other non-hospital ambulatory teaching sites). 

NAPH looks forward to assisting the Committee and Congress as a whole to work 
together on a bipartisan basis to develop rational Medicare reforms that will achieve real cost 
savings without placing the health care safety net in serious jeopardy. 

I would be pleased to answer any questions you may have at this time. 
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Mr. Houghton [presiding]. Thank you, Mr. Gage. 

I am sorry that we have sort of shifted the baton here. I was not 
here to hear your earlier comments, but I certainly appreciate your 
being here and everyone else. 

Mr. Jaffe, would you like to make a comment or two? 

STATEMENT OF DAVID E. JAFFE, CHIEF EXECUTIVE OFFICER, 

HARBORVIEW MEDICAL CENTER, SEATTLE, WASHINGTON 

Mr. Jaffe. Thank you. 

Mr. Chairman and Members of the Subcommittee, my name is 
David Jaffe and I am the chief executive officer of Harborview 
Medical Center, in Seattle, Washington. I want to thank you for al- 
lowing me to appear here today. 

I am here to tell you candidly without any sugar-coating what 
will be the real impact of proposed Medicaid and Medicare cuts on 
Harborview Medical Center and the people we serve within a four- 
State region. 

Harborview is a King County owned facility managed by the Uni- 
versity of Washington’s School of Medicine. The management con- 
tract between the county and the university has existed since 1967. 

With a handful of exceptions, every employee working at 
Harborview is a University of Washington employee. Harborview is 
the only level I trauma center in the State of Washington and, 
along with its regional burn center, serves patients from Washing- 
ton, Alaska, Montana, and Idaho, referred to as the WAMI region. 
This region represents approximately one-quarter of the land mass 
of the United States. These critical emergent care programs serve 
as models across the country, as does the Medic One Emergency 
Response Program for which Harborview was the first home. 

In terms of its payer mix and sources of revenue, Harborview has 
approximately 48 percent of its patients reimbursed through Med- 
icaid, one of the highest percentages in the country, 19 percent 
through Medicare, 25 percent through private insurance, with ap- 
proximately 9 percent being no pay at all. 

Harborview’s longstanding and unwavering mission has been to 
care for all persons, regardless of ability to pay. It has been and 
continues to be at the forefront of providing care to the under- 
served. It is important to note that that Harborview receives no op- 
erating support from King County. 

Harborview is central to the unique role of the University of 
Washington’s School of Medicine. The School of Medicine is the 
only medical school in the WAMI region. This is a regional program 
which trains, places, and supports retention of providers in the four 
States. 

Harborview is one of the pivotal patient care teaching and re- 
search institutions in this valuable regional partnership. The sala- 
ries of the full-time faculty are mostly supported through the serv- 
ices provided by them at Harborview. The faculty is complemented 
by 123 residents in general and specialty fields. This is an integral 
part of the University of Washington’s educational training and re- 
search programs. The School of Medicine, with Harborview being 
one of its primary focuses, maintains one of the largest National 
Institutes of Health supported research programs. 
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The impact of the proposed Medicare and Medicaid cuts on 
Harborview will be devastating. It is estimated that over the 7-year 
period, Harborview will lose approximately $125 million in Medic- 
aid reimbursement and approximately $60 million in Medicare re- 
imbursement. Harborview has been able to operate at a very slim 
margin and has been extremely effective in bringing down its costs 
by substantially reducing its length of stay and work force, and by 
implementing other efficiencies. 

Recognizing that there is still room to reduce costs further 
through increased efficiencies, these increases in efficiencies would 
only make a mere dent in the $185 million. It is not by chance that 
we must depend on Medicaid and Medicare to provide many of the 
services needed by our patients. Trauma and burn, for instance, 
are not limited to people with insurance, and they are not by per- 
sonal choice. They are the result of accidents, a car running a stop- 
light, a boiler in a ship exploding. The proposed cuts will severely 
limit our ability to provide these services. 

The impact of these reductions are exacerbated by the dispropor- 
tionate cuts being proposed for medical education. The primary 
purpose for our residency programs are education and training. 
Nonetheless, Harborview’s ability to provide level I trauma services 
depends on having advanced house staff available 24 hours a day 
in the hospital. A substantial part of the cost of those staff is paid 
by Medicare. Also, the indirect part of medical education payments 
reimburses us for our disproportionate percentage of services pro- 
vided to sicker and poorer patients. 

Congress is faced with a difficult task. It must reduce the growth 
in expenditures and ensure that the Medicare Trust Fund has suf- 
ficient funds for the foreseeable future. It must ensure that the pol- 
icy goals of the country are responsibly met. 

We are not opposed to a number of the policies now being dis- 
cussed. For instance. Medicare risk contracts are growing rapidly 
in our area, and we are participants in this process. There are 
strategies that can be expected to restrain the growth of health 
care costs. We need to look at these options and select policies that 
meet the Nation’s needs and do not harm our basic and important 
services. 

I would like to suggest a number of actions that Congress could 
take to decrease the impact of services like ours in the short run. 
Number one, cuts in Medicare should be less in areas of the coun- 
try that are lower cost and more efficient. The Northwest has long 
treated patients more efficiently with shorter lengths of stay and 
fewer hospitalizations. This is a result of continually improving the 
way services are provided. Proportionate cuts would inappropri- 
ately punish providers who are doing a good job. 

Number two, disproportionate share payments through Medicare 
and Medicaid should be continued. These policies have recognized 
for years that certain hospitals care for sicker and poorer patients. 
For Medicare, these payments should continue outside of risk capi- 
tation. For Medicaid, if it is block granted. States should be re- 
quired to continue disproportionate share payments for a transi- 
tional period. 

Number three, if reductions to growth rates must be made, they 
should be proportionally applied to all parts of the program. Dis- 



531 


proportionate cuts in medical education will severely impact service 
provided to people served by Harborview and similar institutions. 

Number four, the education payments that Medicare pays to hos- 
pitals should be separated from risk contract payments. Managed 
care entities do not necessarily use the education funds for provider 
education and for caring for the sickest and poorest patients. To en- 
sure that these funds are used for their intended purposes and not 
as a windfall, the funds should be separated from the managed 
care payments, put in a special fund, and distributed to the institu- 
tions that actually provide the education and services. 

Number five, if reductions in growth are made in the Medicare 
and Medicaid Programs, those reductions should be accompanied 
by clear thinking, deliberation, and congressional direction about 
other sources of support for needed services. We cannot survive si- 
multaneous deep cuts in all of the Federal programs that affect us 
without other sources of funds. 

I appreciate the opportunity to speak to you today. I hope this 
has been helpful, and I would be pleased to respond to any ques- 
tions you may have. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF DAVID E. JAFFE 
HARBORVIEW MEDICAL CENTER 
SEATTLE. WASHINGTON 

Mr. Chairman. Members of the Subcommittee, thank you for allowing rr\e to 
appear today. 

I am here to tell you candidly, without any sugar-coating, what wilt be the real 
impact of the proposed Medicaid and Medicare cuts on Harborview Medical Center 
and the people within the four-state region we serve. 

Harborview is a King County-owned facility, managed by the University of 
Washington's School of Medicine. The management contract between the County 
and the University has existed since 1967. With a handful of exceptions, every 
person working at Harborview is a University of Washington employee. 

Harborview is the only Level I Trauma Center in the State of Washington, and 
along with its Regional Burn Center, serves patients from Washington. Alaska, 
Montana and Idaho (WAMI). This region represents approximately one quarter of 
the land mass of the United States. These critical emergent care programs serve 
as models across the country, as does the Medic One Emergency Response 
Program for which Harborview was the first home. 

In terms of its payer mix and sources of revenue, Harborview has approximately 
48% of its patients reimbursed through Medicaid (one of the highest percentages 
in the country). 19% through Medicare, 25% through private insurance, with 
approximately 9% being no-pay. Harborview's long-standing and unwavering 
mission has been to care for all persons regardless of ability to pay. It has been 
and continues to be at the forefront of providing care to the underserved. It is 
important to note that Harborview receives no operating support from King 
County. 

Harborview is central to the unique role of the University of Washington's School 
of Medicine (UWSOM). The UWSOM is the only medical school in the WAMI 
Region. This is a regional program which trains, places, and supports retention of 
providers in the four states. Harborview is one of the pivotal patient care, 
teaching, and research institutions in this valuable regional partnership. The 
salaries of the full-time faculty are mostly supported through the services provided 
by them at Harborview. The faculty Is complemented by 1 23 residents in general 
and specialty fields. This is an integral part of the University of Washington’s 
educational, training, and research programs. The School of Medicine, with 
Harborview being one of the primary focuses, maintains one of the largest National 
Institutes of Health supported research programs. 

The impact of the proposed Medicare and Medicaid cuts on Harborview will be 
devastating. It is estimated that over the seven year period, Harborview will lose 
approximately $125 million in Medicaid reimbursement and approximately $60 
million in Medicare reimbursement. Harborview has been able to operate at a very 
slim margin and has been extremely effective in bringing down its costs by 
substantially reducing its length of stay and work force, and by implementing other 
efficiencies. Recognising that there is still room to reduce costs further through 
increased efficiencies, these increases in efficiencies would only make a mere dent 
In the $185 million. It is not by chance that we must depend on Medicaid and 
Medicare to provide many of the services needed by our patients. Trauma and 
burns for Instance, are not limited to people with Insurance, and they usually are 
not personal choice. They are the result of accidents — a car running a stop light, 
a boiler in a ship exploding. The proposed cuts will severely limit our ability to 
provide these services. 

The impact of these reductions are exacerbated by the disproportionate cuts being 
proposed for medical education. The primary purpose for our residency programs 
are education and training. Nonetheless, Harborview's ability to provide Level i 
trauma services depends on having advanced house staff available 24 hours a day 
in the hospital. A substantial part of the cost of those staff is paid by Medicare. 
Also, the indirect part of medical education payments reimburses us for our 
disproportionate percentage of services provided to sicker and poorer patients. 
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Harborview's problems, and those of many providers of basic services, cannot be 
solved by caring only for those with insurance, or moving facilities to communities 
that are more wealthy or charging the insured more. Our hospital is full so we 
cannot lust increase our volumes. We have been under revenue restrictions for 
years and must justify every dollar we spend. We have to date been successful In 
doing this while operating in one of the most competitive and efficient health care 
markets in the nation. 

Our community has been very supportive of Harborview and the important mission 
we fulfill. Washington State has also been supportive in its reimbursement to 
Harborview, recognizing the critical regional role we play and our commitment to 
the underserved. Washington State, however, will not be able to pick up the slack 
resulting from the proposed cuts in federal funding. The state has already 
proposed the elimination of a 940 million program for the medically indigent, many 
of whom are seen at Harborview. 

Congress is faced with a difficult task. It must reduce the growth in expenditures 
and ensure that the Medicare trust fund has sufficient funds for the foreseeable 
future. But, Congress must understand the impact of the policy choices it makes 
when it reduces these funds. It must ensure that the policy goats of the country 
are responsibly met. 

We are not opposed to a number of the policies now being discussed. For 
instance. Medicare risk contracts are growing rapidly in our area, and we are 
participants in this process. There are strategies that can be expected to restrain 
the growth of health care costs. We need to look at these options and select 
policies that meet the nation's needs and do not harm our basic and important 
services. 

I would like to suggest a number of actions that Congress could take to decrease 
the Impact on services like ours in the short run. 

1. Cuts in Medicare should be less in areas of the counuy that are lower cost 
and more efficient. The Northwest has long traated patiants more efficiently 
with shorter lengths of stay and fewar hospitalizations. This Is a result of 
contfnusily improving the way services are provided. Proportionate cute 
would Inepproprletely puniah providers who ere doing a good Job. 

2. Oiapropoftlonate share peyments through Medicare and Medicaid should be 
continued. These policies have recognized for years that certain hospitals 
cars for sicker and poorer patients. For Medicare, these payments should 
continue outside of risk capitation. For Medicaid, If it Is block granted 
states should be required to continue disproportionate share payments for e 
transitional period. 

3. If reductions to growth rates must be made, they should be proportionally 
applied to ail parts of the program. Disproportionate cuts In medical 
education wRI eeverely impact services provided to people served by 
Harborview and simnar Institutions. 

4. The education payments that Medicare pays to hospitals should be 
separated from risk contract payments. Managed care entities do not 
necessarily use the education funds for provider education and for caring for 
the sickest and poorest patients. To ensure that these funds are used for 
their intended purposes end not as s windfall, the funds should be separated 
from the managed care payments, put in a specisl fund, and distributed to 
the institutions that actually provide the education and services. 

5. If reductions in growth are made In the Medicare and Medicaid programs, 
those reductions should be accompanied by clear thinking, deliberation, end 
Congressionsl direction about other sources of support for needed services. 
We cannot survive simultaneous deep cuts in all of the federal programs 
that affect us without other eources of funds. 

I appreciate the opportunity to speak to you today. I hope this has been helpful 
and ( would be pleased to respond to any questions you may have. 

Respectfully, 

David E. Jaffa 
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Mr. Houghton. Thank you, Mr. JafFe. 

Now, Mr. Duckett, would you like to make your presentation. 

STATEMENT OF GREGORY M. DUCKETT, SENIOR VICE 

PRESIDENT AND CORPORATE COUNSEL, BAPTIST 

MEMORIAL HEALTH CARE SYSTEM, MEMPHIS, TENNESSEE 

Mr. Duckett. Thank you, Mr. Chairman. 

I am Greg Duckett, senior vice president and corporate counsel 
for the Baptist Memorial Health Care System in Memphis, Ten- 
nessee. 

The Baptist Memorial Health Care System is a diversified not- 
for-profit health care delivery system comprised of 33 health care 
corporations, 16 of which are freestanding acute care hospitals lo- 
cated in Tennessee, Arkansas, and Mississippi. 

I am pleased to have this opportunity to appear before you not 
just because of the importance of the issue that is before this Sub- 
committee, but also because approximately 30 years ago the late 
Dr. Frank C. Groner, then-president of Baptist Memorial Hospital, 
appeared before Congress to express concerns about a program that 
was under consideration at that time. He stated that the program 
would grow out of control. That program was Medicare. A number 
of the concerns that he raised then are confronting us now. 

Congress earlier this year established its framework for address- 
ing many of the problems that confront our Nation in its budget 
resolution. As part of that resolution, a goal of $270 billion in sav- 
ings would be achieved in the Medicare Program over the next 7 
years. While I understand the need, no, let me say it is imperative 
that we get our house in order when it comes to our financial sta- 
bility and viability, Medicare reform must be accomplished in a 
way to ensure that the benefits that are provided to the elderly are 
done so without punishing those who are directly involved with the 
responsible and humane task of providing those services. 

In looking at the current guidelines established by Congress, I 
would be remiss to the people that we and other health care pro- 
viders serve if I did not say that the level of cuts outlined in the 
budget resolution are too large and would take effect much too 
soon. 

The future approaches that we take to control cost in the health 
care system must take into consideration the lessons learned from 
the past. We must reorganize both the priorities that are covered 
under the Medicare Program, as well as the incentives to those 
hospitals, physicians, and patients who utilize the resources. 

With incentives, like the society that the health care system is 
a part of, we have evolved around incentives. That is to say that 
a number of the problems that we are discussing today grew out 
of an incentive taken to an extreme or an incentive whose useful- 
ness no longer exists. Our system is honestly broken. It is broken 
financially, as well as in terms of the mechanics of the operation. 

But as we seek to fix it, we cannot engage in a blame game. In 
terms of expectations, from the consumers, many providers heard 
the comment “I want the best, it doesn’t matter what it costs.” 
That is a direct byproduct of our third-party pa 5 nnent system. In 
terms of the incentives to the providers, we have all experienced 
the different reimbursement schemes under Medicare ranging from 
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charge-based reimbursement, to cost-based reimbursement and, 
last, to fixed-based reimbursement. 

It basically has evolved from a mentality of more is better, mean- 
ing the more I as a provider can do, the more I will be rewarded 
or the better I will be rewarded financially, to underfix rate reim- 
bursement to the less I can do, the quicker, as a hospital provider, 
I can get the patient out of the system, the better off I will be fi- 
nancially. 

This historical perspective of reimbursement points to what is 
needed to reach any goal of reducing cost in the health care system 
and, in particular, the Medicare Program. To control cost of the 
Medicare Program, we must restructure the health care delivery 
system and set expectations that will provide proper incentives for 
us to move from a sick care system to one that is centered on 
wellness, one that will utilize coordination of care. 

There are four interrelated factors that make up the cornerstones 
of American medicine. First, the quality of medical care, the cost 
of care, patient access to care, and the choice of providers. You can- 
not substantially alter one without having an impact on the other 
three. To solve the Medicare problem, we must look at all four. 

The private health market has already recognized the benefits of 
more competition and are already bringing their health care costs 
under control. In Memphis, there is the business coalition known 
as the Memphis Business Group on Health. This coalition is made 
up of the larger employers in the city of Memphis. 

Through published requests for proposals, these companies have 
been able to hold their health care costs down. Those proposals 
have included a variety of plans, ranging from fee-for-service plans 
through health maintenance organizations. The goal or the purpose 
of the business group is working. It is controlling cost in the Mem- 
phis market. We are expanding that through the development of 
our integrated delivery system to our rural and other health care 
settings for which we provide care. 

The key is to provide every legitimate effort in reducing health 
care costs through coordinated delivery of services. But if we are 
unable to achieve the level of savings designed, I think two things 
should be taken into consideration. First, as we move beyond those 
levels of cuts, we must look at an independent commission, as has 
been advocated by other members that have appeared before this 
panel before me, to look at a constructive way of further reforming 
the Medicare Program. 

Third, we should always look at creating a mechanism to provide 
for shared sacrifices. Just as there should be shared responsibilities 
among all providers and beneficiaries, there should be shared fi- 
nancial sacrifices that cover the entire spectrum. 

In conclusion, let me say that a vital Medicare Program is essen- 
tial to the elderly and it must be adequately funded. And if we look 
at addressing these problems in a thoughtful, logical manner, I 
think the end product will not only serve the good of the Medicare 
Program and other beneficiaries, but society as a whole. 

Thank you. 

[The prepared statement follows:] 
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REMARKSTO 

HOUSE WAYS AND MEANS COMMITTEC 
Sabconalttee oa HaUCk 
Jkfy2S,1995 
Gntoiy M. Ihicfccit 
McMoHal Hcfthk Can SyMcm 
999 MadiMB Anaac 
Mcaphu. TO 38146 

Mr. ChairmMi 1 un Gng Ducfcett, Senior Vice PreadeDt aad Corporate Coun^ for 
Mcmoriel Health Cere System ia Meoap)^ Tcnnesecc. The Bepttit Memorial 
Health Ceie System U e dtvetrified health care driivciy Q«tem comprised of thirty three 
health care coipofaCioM» sfatiBaB of sriach ere frf ritemfiog scute care boipheh located in 
TenoeaBee, Arimnaas and Misrisflppi. 1 am pleased to have this opportunity to ippear 
befiwe you, not just because of the importefice of the liaue that is before this committee, 
but about 30 yevs ago the Istt Dr. Frank C. Crooer, then president for 

Baptist Memorial Hospital appeared before Coogress to coqircss concenu about a 
program that was under considentkui at that time by CoQgrees. He stated tliat the 
program would grow out of oontrol. That program is Medicare. A number of the 
cQDcenis rikf be raised then ere oonfioiduig us. Medicare as well as our basic besith care 
system has gone astrty, in terms of its cost and the fundementals of the tystem. Given the 
itnA #tnRfir»Ri realides of the Medicare program rt is imperative that it be reformed. 

framework for addreasing many of the problems 
that oonfiont our nedon in its budget reeolutioo. Aspaftofthetreeolution^e§oslofS270 
in aarioga would be eebieved in the Medicare (tfogiam ow the next seven years 
ami SnSbilfion in Medicaid. While I undenUnd the need, no, lAc Ai^paRnifve is that we 
get our hociee in order when it to our financial ttsbility and viability, hfodicare 
r gfem t fFBKS be ■«vfrtipfedied in a way to insure that benefits are provided to the elderiy 
without puriMlw n g those dhectly invohmd and fe^x>DBiMe for the humane and nfxMsary 
task of providing that care. In lookiitg at the cuxient guidelines established by Congress, 1 
would be remiss to foe people that we and other bceltfa care providesni serve if 1 didn t say 
tbit the level of cuts as oulliaed in the budget rcsolutiDn are too large and take effect too 
Booa 

Today*5 care drity**y system has evt^ved from a single compasMoate function of 

tendon m the bedth needs ofiodividuah into a system of enmiesderigned to 

rPMf-b t vMThiiy of peedi »» many d ig ernnt envirocn^its. Our future approaches that we 
take to control the cott of the bmlth care system nust take into consideration the lessons 
I ffi med from the past. We must rak" into account the actuarial realities that the sheer size 
of the Medicare population will demand in the years ahead. These realities must bring 
about a aignjficut m d fitndgmawfai chaise in the way Medtcaie benefits are provided and 
funded. These chmng es ma y ininaUy seem it odds with the traditioiial Amcncin 

pf imltn^ arf Tp«Hji<^ rafp far ttm elderly. But DODethc ISSS, if we lie tO 
provide riag vital coverage to our senior ortiseas, we must reorganize both the priorities 
covered the Medicare program and the incentives to those hospitals, physidsns and 
^bo tbofc sigotficut fesouTres. 

In temu of nmeorives the care delrvery tyStem, like the society that it is a oC 

evolved around incenrives. That is to tty a cuniber of the probtems that we arc ducuaring 
today grew out of an mcecrive t?*^*"* to an extreme or incentives whose usefulnesa no 

kmgereidst Historically the Govwnmait has been the largest provider of incentivea to 

the health care tyStem. 

To ro^KKisibty address the needs of Me^ewe I believe that it i» important that we realize 
that ttm system is broke. Our health care system today is too eatpenave. Aswescektofix 
it, however, we can't afford to in a blame game. 

The health care system rh** we have today exists because of the mccoUvee and 

that have been placed on our industry, la terms of npectation, from the 

CQiisumv.weheaiil.**lwaiiitbebe5L Whatever it takes to get me wdl. 1 want H, because 
monty is iiool^ I have insurance." Not many ifinypafienu would say, “lean only 
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pirty {N^nneot syttem. The patient wasted and demanded the Jatest and best io 
technology. It is as though *'higb tech** equals high quality outcome. 


In tenna of iocentivei, we have all aeea the impact of diffbrent reiinburaeinent schemes. 

We sUned whb Chaige Based RdfflbursemcQt. Then we went to Cost Based 
RaunbuiaetDeat and lastly Rxed Based Reambursement (Per diema). It basically went from 
a **111010 is better** mentalfty to a * 1 ess la better**. This that as a provider^ in ordar 
for me to succeed, 1 bad to bill more. B moved under the fixed reimbursemeiit to one of 
the less provided and the quicker a diachaige was made the greater the finanriat success of 
the pnndder. All of these spproacbes were intended to bold down cost but th^ did not 
woik. Not only did cost coBthaie to rise during this period but it also created the 
ndamcmi peril of cost ihifiiiig. Addftioiislly. durir^ tto fixed feimbursement period, 
boqntaJs ope rat ed under inoestives to linut the patients stay in terms of days in the 
hoqiital, but phyaeun providan didn*t. Hus divergeoce of incentives made iiuhire 
inevittiile. 


This historical p erspecti v e of reimbunetaent points to what is needed to realistically and 
meeningfiiUy radi any goal in reducing the cost of the health care ^stem and particularly 
the Mfidhcare ProgtanL 

To control the cost of the Medicare Program and reform our health care delivery system 
we must aette a new paradigm. fVa must nstnciart the health care delivery system to 
one that sets espectathns andptavieks the proper tnorfftfuer to move usjrom sick can to 
well care i/mough the ttse a/ coordinated care. This can onfy be achieved if all 
comptments of the rnmbunement process and the delivery process work in coqunction 
with one another. 

If as a narion we have limited resources to qiend on health care, we must question 
everytlmg that we do. We naist begin to a^ the tough quesdon of “Does tins add value 
to the outcome for the patient?” This is not a question to be answered m a vaojum. It 
deserves the input from aU stakeholden, because if we are to be succesafid, it will take all 
of us woridng together. 

Over the last two yean, a lot has been said about changing the health care delivery system. 
There are four interrtttted ftetors which make up the cx^rnerstones of American medicine; 
The quality of medical caio, the cost of care, patient access to care and the choice of 
provideri. You cannot substantially alter one without having an impact on the other three. 
To solve thn Medicare problem we must look at all four component parts. Weneed 
competition to bring down costa, data to track and ensure quality, planned uniformity to 
guarantee access and consnner choice to aDow successful providers to be rewarded and 
fltrther allow Individual means and deaires to be expressed. 

You can chany the in cen tives from a aysum driven and rewarded largdy by volume to a 
competitive and capitated system driven by eSicteocy. That we roust do. We must change 
in order to dmttnste unnecessary and defensive medical costs and yet do so without 
damaguig the quafity of care. 

The private health cue market has alreufy recognized the benefits of more competition 
and are already brh^png their health care costs under control. In Memphis, there is the 
buaness known as The Memptus Business Group on Health. This coalition is 

made up of the largest employers in the dty of Memphis. Through puUisbed request for 
proposals these eompaoies have been able to bold th^ health care cost down. Those 
pTT Tpmt a lif have included various Qpes of plans for the amployee to choose fiom; ranging 
fimn the traditional feB>fbt«Bervtcc plan to a health maintenance organization plaiL The 
efiftats of gnxqis h‘k* the Memphis Business Group on Health and the Washington 
Busliiaas Group on Health are already bringiog their heahh care costs under control. They 
have fect^EOzed the power of group purchasing, data driven quality assurance and 
competitivei bidefing. 
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We must bring the Ntedicare prognun in line with the progress that is being made in the 
privste sector. Progress is based on {uuncisl and setuarisi choices which reward 
thoaw itfritiirinn* wbo cso d^vef sppropfiite and efficient medical care. Also in the 
private sector^ sre being made by employers who now, more than ever, understand 

the mechanics involved in the deliveiy of quaBty care; and by cemsumers making choices 
about tbeir own health care coverage, and using their own ability to help pay for some of 
those choices. 

We recognise also, because of rb»* rclaove new and dynamic progress in the 

private sector, there are no longer s^meDts of die marke^dace that will tolerate and 
the faisUwical cost staffing of underffinded ffidend and state programs by 
stnigglisg providen. 

Progress in controlling costs in the competitive prrvale se^r has taught us. First, that 
program ta a efibrt. An efffiit comprised of purtJiasers, insurers, 
providers consumers working toother toward a coimnon end. It is the recognition of 
the of the other m ernfaers that begins the real process of managing care. One 

group does not long benefit at the expense of another, they have learned through 
education and experience to share the reBponsibilitiaa, and the discipliae needed to mal^ it 

work. Second, the benefits ofa successful program are based on the sharing of actuarial 
data, as well as goals aoJ objectives. There must be accurate and timely data on the 

of the population and the efficiency of the providos serving those needs. In 
the private sector the most successfiil managed care pertncnfalps are “data driven” in just 
such a way. We have Jeanied that feedback is critical all along the continuum of care. 
Expeesmioaa must be compirod to results, over and over again in a never ending search 
ibr a betto- way to provide quality care. 

Restructuring the delivery system around die principlea of m a n aged care will outail and 
the growth in our health care system To t^ extefit that sufficient savings are not 
derived to guidelines, two things are essential before any fimher 

reductnns are attempted First, an Independent Commission should be established to 
mm pnrtiCTwv eiy rctiew the Medicare program to drtermuio ffirthex reform for the 
program. For too long the approach to cutting the Medicare Program has cut 

tmndnirscmenL Ifthe goal ofthis congress is to ensure the long term viability of the 

in^tnncm Tnut Ftind, a number of tough issues must be addressed. Isffliesthat 
desire more than being a political football. ActuariaJly. tlm numben ere rtaggoring when 
we look at what is projected to hafpen to per capita earnings and Ihe number of people 
Wi gfhla for tile pfflgtt n These dynamics must be dealt whh first before they becornc 
crises and in an ^ofitical manner. Ctven our currant structure the uidependoit 
comnasMon appears to be the best afqrroach. Secondly, to the extent that there must be 
finandal sacrifices, they ntusl be shared. Every p^dpant in the health care ddiveiy 
prvxMS should share in 'whatever cuts are made ia the program. 

The Medicare populatioii is dynsmie. It is a population that diauges year to year, that is 
. g m g yor to year and one that is increasing in sise each year as weD. It is essential that 
Mediauc have the fiiodhig necessary w make these changes and st the same time be^) 
rtw. population on their own responsibihtieB to hold down the cost of care. It 
does noi stop there, however. Congress must review measures previously enacted to 

insure flat the puiposestiUeidats that led to the enactment of the provision. SpecfficaHy 

as wo wott mote closely with other providen concepts such as self-tefciTal and antirtiuat 

and anti-kickhaok; must also be reviewed to insure that no unneeeasary coat u pa^ 

throughout the system. Anytlnng short ofauch unduly ti» the hand of the providers. 

AddidoiiBlIy, aspect of the Medicare program muss be evaluated to msuie that 

notlniaihlBWs the devetoptnem of a coo9>!ete continuum of care. We^BMHCSIiko 

otlm providen an wotUng to develop what ia called an Integrated Delivery Syrtem. Tins 

is besically a network ofproviden to iaaire the entire continuum of care. ItisMcultto 

achieve tins if at the same time Congress is looking at issuing a moratorium on diHirat 
aspects of care, Lt. long term hospitnls. We recently devdoped a long term hospital and 

are finding it to be a logical and neeessaiy step in the continuum of care. JustashoiM 

outpetias services and entities are key components in delivering health cate, long 
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Unn hospitals caa under the proper dreumstanccs be a key component Also regulations 
related to reanbunemant should not be changed haphazardly. Aswebaarofdifihnnt 
propoails vre are optimistic that change will continue to envelope progresave measures 
that are cautend on tha proper incanlives. Itiaabildiaooncertingwliaiwehearthings 
like reducaig or Hhninafina Medicara bti debt payments. As emphases are placed on 
fiscal responsihility and shared sacrifice, it is important to realiin that thil responsibility 
could hare an adverse a&bct on a segment of our population that can’t finandally a&bid it, 
and therdiy increaae bad debt ratioa to hn«pii«l« This could have a detrimental effect on a 
number of hospital providers. 

A viable Medicare program is essential to the dderiy and an adequately Guided program ia 
essential to the ptoviden of care tVein the BMHCS urge you to structure the means by 
wUdi this can can be pruftssiQnaliy and approiniatdy managed. Thankyou. 



540 


Mr. Christensen [presiding]. Thank you, Mr. Duckett. 

Mr. Cantrell, the Subcommittee would be pleased to hear your 
testimony. 

STATEMENT OF ROBERT W. CANTRELL, M.D., ACTING VICE 

PRESIDENT AND PROVOST, HEALTH SERVICES CENTER, 

UNIVERSITY OF VIRGINIA, CHARLOTTESVILLE, VIRGINIA 

Dr. Cantrell. Mr. Chairman and Members of the Subcommittee, 
thank you for the opportunity today to share with you the impact 
of reductions in Medicare funding on rural academic health cen- 
ters. 

I am Robert W. Cantrell, M.D., acting vice president and provost 
of UVA, the University of Virginia Health Sciences Center in Char- 
lottesville, Virginia. 

I would like to address three areas of impact, clinical income, 
graduate medical education funding, and the economic impact be- 
yond the institution. The University of Virginia Health Sciences 
Center is an academic health center located in rural central Vir- 
ginia. The university has 556 medical students, 475 nursing stu- 
dents, and 678 residents in training. 

The Health Sciences Center also includes a medical center pro- 
viding all levels of care from primary through quaternary to the 
citizens of Virginia, the mid-Atlantic region, and beyond. We are a 
level I trauma center, the only burn center in our region, and we 
offer all levels of critical care, preventive services, and hospice care. 
We take our primary care into the community and rural counties. 

Our Health Sciences Center’s total budget approaches $600 mil- 
lion annually. The University of Virginia turns no patients away. 
Slightly less than one-half of our patients are medically indigent. 
These include approximately 20 percent of our patient population 
who are covered by Medicaid, and one-third of our patients who are 
on Medicare. We provided in excess of $35 million in uncompen- 
sated care last year. We do not begrudge providing so much free 
care, but if this amount were to grow or the reimbursements from 
paying patients, the majority whom are on Medicare, were to drop, 
the financial viability of our institution would be jeopardized. 

More than three-quarters of our budget, roughly $460 million, 
comes from clinical income. One-third of our clinical income derives 
from Medicare, yielding an income of about $150 million annually. 
To reduce this figure by 10 percent would impact the University of 
Virginia by $15 million. 

To put this in perspective, a 4-percent profit margin for medical 
centers is necessary to maintain financial viability. Our hospital 
revenues last year were about $375 million. Four percent equals 
$15 million. A 10-percent cut in Medicare revenues could create an 
operating loss leaving us with no money for capital equipment, im- 
provements, clinical program development, depreciation, and no re- 
serve to sustain us through more draconian reductions. 

Added to these considerations is the impact of managed care. 
Medicare reduction would cause a precipitous cut in clinical in- 
come, but equally serious is the specter of Medicare cuts in the 
funding of graduate medical education. The UVA has 678 residents 
in training. We agree that too many specialists are being trained, 
and we are taking steps to train more primary care physicians. 
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In the last year alone, we have increased our number of general- 
ists in training from 29 to 39 percent. Reductions in Medicare edu- 
cational funding would have a serious severely deleterious effect on 
this initiative. 

Virginia enacted legislation in 1992 to promote the training of 
generalist physicians. Under this initiative, we have placed stu- 
dents in primary care doctors’ offices for the purpose of exposing 
them to careers in generalist medicine. Our hope is that many will 
choose family medicine for their future practice in one of Virginia’s 
medically underserved communities. Fourteen of the seventeen 
counties which make up Virginia’s Fifth Congressional District 
where UVA is located are medically underserved, according to 
Health and Human Services guidelines. 

Medicare funding of graduate medical education compensates for 
teaching. Teaching hospitals are more costly than hospitals which 
do not train students or residents, for several reasons. Just two are 
that young doctors in training are less cost-effective practitioners 
and teaching them is time consuming for the faculty. Academic 
medical centers care for the sickest patients with the most complex 
and serious problems, especially the elderly and the indigent. As a 
result, our costs are higher, frequently over DRG allowances, and 
we are not adequately reimbursed for this care. 

The Congress has provided payments for both direct and indirect 
graduate medical education costs. For the 7.7-percent figure now 
used for the indirect costs, which amounts to $25 million for the 
University of Virginia, reduced to 3 percent, as some have pro- 
posed, the UVA’s amount would fall to $10 million, a reduction of 
$15 million per year. This could result in an operating loss. Should 
both graduate medical education payments and Medicare payments 
for care be reduced as proposed, we would experience a negative 
balance of $15 million. This would fore us to curtail some needed 
programs and services and probably lay off upward of 600 employ- 
ees. 

This brings me to my final point, the impact of reduced Medicare 
funding on the local and regional economy. The Health Sciences 
Center employs nearly 6,800 faculty and staff. We are the largest 
single employer in central Virginia. Medicare funding directly bene- 
fits those who are ill, but the money paid for their health care does 
not remain in a vault in the medical center. The largest segment 
of health care costs is salaries. Health care professionals buy food, 
clothes, cars, homes, and they pay taxes on their income. Based on 
the traditional multiplier effect of lost jobs in the economy, the eco- 
nomic loss of 600 jobs would probably be in the neighborhood of 
$30 to $40 million. 

I appreciate the dilemma that you as elected officials have in try- 
ing to reduce the budget deficit. We have cut costs and we intend 
to continue these efforts. We cannot, however, absorb substantial 
reductions in Federal funding and still sustain our mission. 

I pray that God will be with you as you deliberate on this and 
other pressing questions that face this Nation. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF ROBERT W. CANTRELL, M.D. 

UNIVERSITY OF VIRGINIA HEALTH SCIENCES CENTER 

Mr. Chairman and members of the Committee: 

Thank you for the opportunity to share with you comments on the impact of reductions in 
Medicare funding on rural academic health centers. I am Robert W. Cantrell, M.D., 
Acting Vice President and Provost of the University of Virginia Health Sciences Center, 
in Charlottesville, Virginia. The views 1 relate today are my own, but 1 suspect that they 
hold true as well for similar rurally based academic medical institutions such as the 
University of Iowa or Pennsylvania State University. Indeed, many of the proposed 
Medicare funding reductions would impact significantly on all of this nation’s academic 
health centers. These centers are already under siege by managed care and private sector 
market pressures, by constraints on research funding, and by state funding cuts. 

I would like to address three areas of impact: clinical income, graduate medical 
education funding, both direct and indirect, and the economic impact beyond the 
institution. 

The University of Virginia Health Sciences Center (UVA) is an academic health center 
located in Charlottesville, in rural central Virginia. The University has a School of 
Medicine which enrolls 556 medical students, a School of Nursing with an enrollment of 
475, and graduate medical education programs at University Hospital and at associated 
regional hospitals which train 678 residents across the spectrum of medical fields. The 
University’s Health Sciences Center also includes a comprehensive Medical Center 
providing all levels of care, from primary through quaternary, to the citizens of the 
Commonwealth of Virginia and the mid-Atlantic region and beyond. We are a Level I 
trauma center with helicopter and fixed-wing aircraft to transport patients from 
throughout the region. We arc the only bum center in the region. Our services include 
adult critical care, intensive care for high-risk newborns and children, and heart and liver 
transplants. We have a comprehensive cancer center which offers particular expertise in 
cancers of the bone, breast, head and neck, lung, gynecologic system, gastrointestinal 
tract, and prostate. Our Women’s Center has one of the first menopause clinics in the 
country, where women can receive gynecological and endocrinological care and 
mammography, ail in one visit to a single place. In addition, we take our primary and 
secondary care services out into the community and to nearby rural counties — we 
operate a number of satellite clinics, are allied with several community-based practices, 
and offer mental health services through a rural outreach program. We also provide 
wellness and preventive medicine services through our Institute of Quality Health and 
home health care through our Continuum program. Our newest initiative, opening just 
this week, is a hospice and palliative care unit which has a cooperative relationship with 
the community-based regional hospice. 

The University of Virginia turns no patient away. Slightly less than half of the patients 
we see are classified as medically indigent. These include approximately 20 percent of 
our total patient population who are covered by Medicaid. Fully one third of our patients 
are covered by Medicare. 

The University’s physicians and hospital together provided in excess of $35 million in 
uncompensated care last year. We are not complaining about providing so much free care 
— serving the medically needy who lack the means to pay is one of the reasons we exist. 
However, if this dollar figure were to grow, or if the compensation we receive from our 
paying patients — the majority of whom are on Medicare — were to drop, the financial 
viability of our institution would be seriously affected. 

Were the University not here or were our ability compromised to provide care to all who 
need it, patients would be forced to travel hundreds of miles to receive the services they 
require. Since the most needy — medically and Financially speaking — would be least 
able to travel, they would, in effect, be denied care. 

The University of V irginia Health Sciences Center employs nearly 6800 faculty and staff 
and has an armual budget which approaches $600 million. We are the largest single 
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employer in central Virginia. Less than seven percent of our budget comes directly from 
the Commonwealth of Virginia to support health professional education. We receive 
more than $73 million annually from research grants, most of these awarded by the 
National Institutes of Health; it is worth mentioning that, since there is talk in these halls 
of reducing the NIH budget by ten percent, such an action would immediately cut our 
academic health center’s research income by more than $7 million annually. 

More than three quarters of the University of Virginia Health Sciences Center’s budget 
— roughly $460 million — comes from clinical income. These are the dollars we earn 
from patient care. Approximately one third of our clinical income derives from Medicare 
patients. This yields us a Medicare income of about SI SO million annually. To reduce 
this figure by ten percent would impact the University of Virginia by $15 million. 

To put this in a simple financial perspective for our hospital operations: a four percent 
profit margin for medical centers is necessary to maintain long term financial viability. 
Our hospital revenues last year were about $375 million. Four percent would equal $15 
million. A ten percent reduction in Medicare revenues could create an operating loss, 
leaving us with no money for capital equipment or improvements, no money for clinical 
program development, no money for depreciation, and no reserves to support us through 
difficult times or more draconian reductions. We must add into all of these 
considerations the impact of managed care, with many for*profit HMDs entering the area 
and skimming off as much as 30 cents from each health care dollar for profit and 
administrative expenses, then negotiating deep discounts in physician reimbursements 
and hospital payments. 

These threats to our financial viability have not gone unheeded. We have already taken 
steps to operate responsibly on a leaner budget, in leaner times. As a result of a hiring 
freeze instituted in August 1 993, the number of fulLtime equivalent employees in our 
hospital and clinics has fallent by 600, from about 4,800 to 4,200, resulting in savings of 
$20 million. A program of value improvement has yielded efficiencies of cost without 
compromising quality. For example, physicians, nurses, and administrators worked 
together to trim $8000 off the charge for coronary artery bypass grafting, reducing our 
total charge for this frequently performed procedure to approximately $28,000, which 
compares to a national average of $40,000. Similarly, charges for total hip replacements 
were nearly $14,000 at our institution in 1993 but now average $9,600, with 
uncomplicated cases in March 1 995 being charged only $7,800 (the national average is 
$15,000). 

While Medicare payment reductions would cause us to experience a disastrous cut in our 
clinical income, we also face the equally ominous specter of Medicare cuts in the direct 
and indirect funding of graduate medical education. As 1 pointed out earlier, the 
University of Virginia has 678 residents in training.at University Hospital and affiliated 
institutions. We agree that too many specialists and subspeciaiists are being trained — 
some of our specialty training programs are in a steady slate or downsizing — and we are 
taking steps to train more primary care physicians, particularly family practitioners, 
general internists, and general pediatricians. In the last year alone, we have increased our 
number of generalists-in-training from 29 percent to 39 percent, and that number will 
grow. Reduction in Medicare educational funding would have a severely deleterious 
effect on this initiative. 

The Commonwealth of Virginia wisely enacted legislation in 1992 to promote the 
training of generalist physicians, es|»cially those equipped to practice in rural sites. In 
1994, the Commonwealth apppropriated funds for this “Generalist Initiative” involving 
the state’s medical schools. With the help of these funds, we are able to place medical 
students in primary care doctors’ offices and reimburse the physicians for their time spent 
in teaching, all for the purpose of exposing these young men and women to and 
interesting them in careers in generalist medicine. In most instances, they not only 
practice with but live with their physician preceptors, so that they experience the day-to- 
day lives of these physicians, many of whom practice in rural settings 
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Our hope is that some of our students will find in their rural preceptorship experience a 
model for their future practice, in one of Virginia’s many medically underserved rural 
communities. This is important, since fourteen of the seventeen counties which make up 
Virginia’s Fifth Congressional District, in which the University of Virginia is located, are 
medically underserved according to Health and Human Services guidelines. 

Note that I mentioned the Generalist Initiative funds are given to compensate private 
practitioners for the time they spend teaching medical students in their practice. This 
goes to the heart of the reason for Medicare funding of graduate medical education: 
compensation for teaching. Teaching hospitals — hospitals which serve as training sites 
for medical students and residents — are more cosily than hospitals which do not have 
students or residents. There are several reasons why this is so: 

• These young students and doctors*in-training are still learning how to become 
efficient, cost-effective practitioners. The faculty must lake time to educate 
the trainees under their supervision and cannot practice as efTicienlly as 
private practitioners. 

• Academic medical centers care for the sickest patients with the most complex 
and serious problems (especially the elderly), compounded by the indigent 
patients who do not exercise good preventive habits or seek care until their 
conditions are far advanced. Since Diagnosis Related Group (DRG) payments 
are uniformly applied and it is frequently difficult to indicate the more serious 
problems under a given diagnosis, the acuity of these patients is not 
adequately accounted for. As a result, our costs are higher, frequently over 
DRG allowances, and not adequately reimbursed. 

• Much new technology is developed and applied in teaching institutions. The 
guidelines for using this new technology, along with the added precautions 
which must be applied, force our costs higher. 

The Congress in its wisdom has recognized these facts in the past. In addition to 
providing payment for direct graduate medical education (DOME), Congress has passed 
legislation supplying indirect medical education (IME) costs to permit financial viability 
of teaching hospitals. It may be appropriate now for Congress to enact legislation 
requiring all for-profit medical insurance companies and managed care organizations to 
pay a share of these DOME and IME costs, since these entities are the beneficiaries of the 
education and training physicians receive at the nation’s academic health centers. 
Medicare educational costs could then be reduced by the amount of this contribution. 

It would be unwise, however, in my view, to reduce the DOME and reduce residents’ 
salaries. Many, if not most,of these young men and women have substantial personal 
debt — in the $50,000 to $ 1 00,000 range — because of the high cost of medical 
education. Likewise, it would be unwise to reduce the IME payments. Were the 7.7 
percent figure now used (which amounts to $25 million for the University of Virginia) 
reduced to 3.0 percent, as some have proposed, UVA’s amount would fall to $10 million, 
a reduction of fully $15 million per year. Again, this could result in an operating loss. 
Should both IME payments and Medicare payments for care be reduced as proposed, we 
would experience a negative balance of $15 million. This would force us to curtail some 
programs and services and probably lay off upwards of 600 employees. 

This brings me to my final point: the impact on the local and regional economy beyond 
the institution of reduced Medicare funding. It is important to realize that, although 
Medicare funding directly benefits those Medicare recipients who are ill, the money paid 
for their health care does not remain in a vault in the medical center. By far the largest 
segment of health care costs are personnel costs. These health care professionals use their 
wages to buy food, clothes, cars, and homes, and they pay taxes on their incomes. Based 
on the traditional multiplier effects of lost jobs in the economy, the economic loss would 
probably be in the neighborhood of $30 to $40 million. 

I appreciate the dilemma that you as elected officials have in trying to reduce the budget 
deficit while not visiting severe privations on the citizens. As I indicated, we at the 
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University of Virginia have also responded to market forces to cut costs and increase the 
value of our services. We intend to continue these efforts. However, we cannot absorb 
substantial reductions in federal funding and still sustain our mission. 

I am grateful for this opportunity to share with you information on the impact of the 
proposed cuts on an area with which I am quite familiar. I suspect that what I have 
shared with you is true for other academic health centers across America. Certainly it is 
true for our fellow rural academic health centers. I pray that God will be with you as you 
deliberate on this and other pressing questions facing this great nation. Thank you. 
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Mr. Christensen. Thank you. Dr. Cantrell. 

Mr. Thompson, the Subcommittee would be pleased to hear your 
testimony. 

STATEMENT OF RAYBURN A. THOMPSON, JR., CHIEF EXECU- 
TIVE OFFICER, FRANKLIN MEMORIAL HOSPITAL, ROCKY 

MOUNT, VIRGINIA 

Mr. Thompson. Good afternoon. I am Bud Thompson, chief exec- 
utive officer of Franklin Memorial Hospital in Rocky Mount, Vir- 
ginia. 

Franklin Memorial Hospital is a 37-bed facility providing a broad 
array of health care services, including acute inpatient are, home- 
based care and a variety of other outpatient services. Franklin Me- 
morial is an affiliate of the Carilion Health System based in Roa- 
noke, Virginia. 

I am here to discuss the impact of Medicare cutbacks on Frank- 
lin Memorial. Medicare beneficiaries account for 63 percent of our 
inpatient days, amounting to 52 percent of our inpatient revenue. 

Franklin Memorial has historically done an excellent job of bal- 
ancing access to health care and providing a high-quality service 
with fiscal prudence. Based on the fiscal year 1994 Medicare cost 
report, Franklin Memorial had a PPS inpatient margin of 4.6 per- 
cent. This was achieved through the appropriate use of resources 
and proper utilization review management. However, the future 
does not seem as bright. Based on a Lewin-VHI model assuming 
a $250 billion reduction in Medicare spending over the next 7 years 
that they could project could result in a $94 billion PPS hospital 
payment reduction, Franklin Memorial would experience a nega- 
tive margin of 11.77 percent in fiscal year 2000, rebounding to a 
negative 3.85 percent in fiscal year 2002. This loss may be 
compounded due to an increase in rate of growth of the Medicare 
population as a result of Franklin County becoming an established 
retirement community. 

This negative trend will be complicated by rapidly increasing in- 
tolerance for cost shifting in the commercial market. Managed care 
is moving into southwest Virginia at a dramatic rate. A little over 
1 year ago, there were no HMOs in our part of the State. There 
are now at least nine HMOs wanting to do business in our market. 
Based on interviews with these HMOs and major employers in the 
area, it is anticipated that as much as 60 percent of the commercial 
insurance market will be covered by an HMO within the next 4 to 
6 years. 

The projected Medicare reimbursement declines, coupled with an 
unwillingness of the commercial market to accept a cost shift, will 
pose significant fiscal pressures for Franklin Memorial. Though we 
expect to ratchet more costs out of Franklin Memorial through a 
reengineering effort, these reductions will not cover the Medicare 
revenue shortfall. 

The Medicare revenue shortfall will force Franklin Memorial to 
consider eliminating or certainly scaling back servicers that now 
benefit Medicare beneficiaries, as well as other patients. A prime 
example of this is the support that we provide to the Free Clinic 
of Franklin County. Approximately 50 percent of the funding for 
this clinic is provided by the hospital. 
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According to census data, approximately 23 percent of the 65 and 
older population of Franklin County live below the poverty level. 
Despite coverage through Medicare and sometimes Medicaid, this 
population has difficulty financially accessing certain health care 
services. The Free Clinic of Franklin County helps meet the finan- 
cial access for these residents. 

Other examples could include eliminating or scaling back a vari- 
ety of outpatient oriented services designed to give easy access to 
residents of Franklin County to, in the most dramatic cases, elimi- 
nating inpatient care services at Franklin Memorial. These deci- 
sions affect the 65 and older population most significantly due to 
mobility issues. 

Though I understand this Subcommittee does not have oversight 
of the Medicaid Program, I would like to point out that the funding 
issues of Medicaid also exacerbate the fiscal stress of Franklin Me- 
morial. 11.4 percent of Franklin Memorial inpatients are covered 
by Medicaid. Medicaid reimbursement is not adequate to cover the 
cost of care for these patients and, therefore, cost shifting is nec- 
essary. 

I will close by summarizing the four principles presented by Dick 
Davidson, president of the American Hospital Association, to this 
Subcommittee last week. 

First, change the delivery system to encourage more use of co- 
ordinated care, cooperating groups of hospitals, doctors and others 
who knit the fragmented delivery system together for patients and 
have powerful incentives to control costs. 

Second, change the process by which Medicare benefits and fund- 
ing decisions are made. 

Third, meike sure all stakeholders absorb spending reductions. 

Fourth, ensure access to. high-quality health are for our most vul- 
nerable populations, the elderly, poor, and disabled. 

Thank you for the opportunity to discuss the Medicare funding 
issue with you. 

Thank you. 

Mr. Houghton. Themk you, Mr. Thompson. 

I do not have any questions at the moment. 

Mr. Payne, would you like to inquire? 

Mr. Payne. Just very briefly. I again want to thank all of the 
panelists for being here. I apologize for the vote. In fact, we were 
coming in and out as you were testifying. 

I just wanted to touch on something that Bud Thompson has just 
said and to make sure I understand this. You were saying that 
should the Medicare cuts occur as anticipated at a $250 billion 
level over the 7-year period, that it would make the margins of 
Franklin Memorial Hospital a negative of 11.7 percent in the year 
2000. 

Mr. Thompson. That is what I said, assuming $94 billion of that 
$250 billion reduction was directed toward hospitals. 

Mr. Stark. Would the gentleman yield? 

Mr. Payne. I yield. 

Mr. Stark. Could he also inquire, would he consider inquiring, 
if you crank in the additional $180 billion in Medicaid cuts — I do 
not know how that would affect the gentleman’s hospital in Rocky 
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Mount — but I wonder if you have taken that additional cut into 
consideration. 

Mr. Payne. Is that part of that calculation? 

Mr. Thompson. That is not part of this. 

Mr. Payne. In addition to that, you mentioned that 11.5 percent 
of your business is Medicaid business, and the cuts in Medicaid 
then would affect that part, as well, which would further reduce 
your profit margin from a negative of 11.7 percent to an even 
greater deficit? 

Mr. Thompson. I would suspect so. 

Mr. Payne. You mentioned that one of the things that you could 
do immediately in order to respond to that would be to stop sup- 
porting the free clinic. As I and people in that area know, that is 
a very valuable service that is being provided in the area that is 
generally deemed to be medically underserved — more than 40 per- 
cent of the older population live below the poverty level there. So 
if you would stop doing that, then the impact to the Treasury likely 
would be that there would be more people who would be looking 
at Medicaid in order to pay their bills, is that correct? 

Mr. Thompson. I would think that would be a possibility. 

Mr. Payne. So their impacts are not even measured as you look 
at what is going on within your institution. There would be addi- 
tional impacts, peripheral impacts that would occur. 

Dr. Cantrell, you were speaking of the impact that would occur 
to the University of Virginia Medical Center from two sources, one 
from the reduction in terms of the payment of fees generally, which 
would amount to perhaps as much as $10 million, as you have stat- 
ed, a 10-percent reduction, coupled with the reduction in the GME 
and IME funds I believe you said of an additional $ 15 million. 

Dr. Cantrell. That is correct. 

Mr. Payne. So the two combined would suggest that there would 
be $25 million less that would be flowing to the University of Vir- 
ginia’s revenue stream than is flowing in today, if there was a 10- 
percent reduction in terms of the payment, and, two, if the 7.7 per- 
cent were reduced to 3 percent, if those two things happen. 

Dr. Cantrell. The Medicare amount of money is $150 million, 
so a 10-percent reduction would be $15 million for that, and 15 per- 
cent for p-aduate medical education funding, so the total would be 
$30 million. In addition to that, we have $73 million in research 
grants, most of them through the National Institutes of Health, 
and there is talk of a 10-percent reduction in that budget. If that 
happened, that would be another $7 billion hit on top, so the total 
could be as high as $37 million, and that is before any negative im- 
pact of managed care. 

Mr. Payne. In addition to that, the State of Virginia at this time 
is funding less and less in terms of the needs of the University of 
Virginia Health Sciences Center. 

Dr. Cantrell. They fund only 7 percent of our educational costs 
through direct appropriations, 

Mr. Payne. So there is then a combination of effects that are all 
occurring at the same time which will have an extremely negative 
impact on the University of Virginia, and many other institutions 
like the University of Virginia Health Sciences Center. 
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Dr. Cantrell. Yes, sir, and I think these things apply 
uniformally to academic health centers across the country. 

Mr. Payne. Thank you very much. Dr. Cantrell. 

Thank you, Mr. Chairman. 

Mr. Houghton. Thank you, Mr. Payne. 

Mr. Stark, would you like to inquire? 

Mr. Stark. Thank you, Mr. Chairman. 

I am sorry that I missed most of the presentations by the wit- 
nesses. I had a chance earlier today to summarize some of your tes- 
timony. 

I wondered, Mr. Jaffe, if you could elaborate. As I understand it, 
your hospital is the only level I trauma center for four States in 
the Pacific Northwest. 

Mr. Jaffe. Correct. 

Mr. Stark. What happens to you with these cuts, whether it is 
Medicare or Medicaid, and also what happens to service in that 
area? 

Mr. Jaffe. Suffice it to say that if the cuts go forward as pro- 
posed, and I had mentioned that the impact on Harborview over 
the 7-year period will be approximately $185 million. That is such 
a humongous cut, that to say that services will be seriously affected 
I believe is a gross understatement. 

The losers in this, if this plan were to go forward, would be the 
entire region, which is one-quarter of the land mass of the United 
States. It is staggering, when you look at that, but that in fact is 
the case. We would not be able to continue to provide the level of 
service that we are providing now. 

Mr. Stark. What does that mean, a level I trauma center? What 
does that mean when I hurt my leg at Sun Valley, which I would 
surely do if I went. 

Mr. Jaffe. A level I trauma center means that you have to be 
fully equipped on a 24-hour basis to handle the most severely in- 
jured trauma and burn cases imaginable. Those would be terrible 
automobile accidents, gunshot wounds, victims of a ship boiler ex- 
plosion, devastating fires, those types of things. Residents staff our 
emergency room and trauma departments and bum services 24 
hours a day in all the specialty services to provide for that care. 
It is a very expensive operation. It is a very needed operation. 

Mr. Stark. Is it something that the private system would want 
to pick up and make money on in this new proscribed or proposed 
competitive arena that we are trying to create? 

Mr. Jaffe. I seriously doubt that. Harborview and the Pacific 
Northwest really has served as a model for trauma care throughout 
the country, and the way we provide the care, having only one level 
I and a series of level Ills and level IVs throughout the region, is 
a very economical way to provide this type of care and has been 
used as a model by other trauma centers across the country. So I 
think what we have is extremely valuable. It has taken us a long 
time to get there, and I do not see anybody else wanting to get into 
that business. 

Mr. Stark. Larry Gage, can you fill us in? If we move away from 
guaranteeing benefits and just guarantee a specific amount of dol- 
lars, my guess is that most of your member hospitals serve a very 
high percentage of people with no insurance at all. It does not mat- 
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ter whether the general public gets a voucher or not, there is now 
40 million uninsured, and I imagine that is due to go up by about 
7 million with the Medicaid cuts that are proposed. What happens 
to the members of the Public Hospital Association? What do you 
see as the fallout, say taking a 25-percent cut in your revenue 
stream by the seventh year? What do you project? 

Mr. Gage. Mr. Chairman, unfortunately, for better or for worse — 
former Chairman, old habits die hard, I am sorry — we are already 
seeing an impact from reductions that have occurred through an- 
other State, States that have reduced their Medicaid spending. 
States that through Medicaid waivers have ended programs to pay 
a disproportionate share of teaching payments under Medicaid, like 
the State of Tennessee. 

We have seen States like California, where there have been very 
serious and persistent recession, loss of jobs, significant impact on 
Los Angeles County, for example, where I think only yesterday the 
Board of Supervisors was debating a proposal to close Los Angeles 
use Medical Center, which is the very largest public hospital in 
the country with hundreds of thousands of uncompensated inpa- 
tient and outpatient services every year. 

So we are already seeing this impact. The impact of a further 20 
to 25 percent, I think my testimony noted that one of the configura- 
tions under a $270 billion Medicare reduction would be a reduction 
for just these 100 hospitals of about $313 million in the seventh 
year. 

You are not going to see a system that is the same system that 
we have today. You are going to see a system that has dramatically 
restricted access for many different kinds of services that, as David 
Jaffe just pointed out, benefit the entire community, and not just 
the poor. You are going to see doors shut for the uninsured. You 
are going to see hospitals closing down or going out of business. 
The Oakland Highland Hospital has been teetering on the brink for 
the last couple of years, and reductions of this magnitude could 
push that county over. 

Mr. Stark. Mr. Chairman, if you would indulge me, I would like 
to inquire a little further of Mr. Duckett and what is happening in 
Tennessee with managed care. 

Mr. Houghton. Go right ahead. 

Mr. Stark. I did not hear your testimony, Mr. Duckett, but I pre- 
sume your Medicaid Program has been sort of turned on end in a 
State that I do not imagine had a huge percentage of people in 
managed care plans 2 or 3 years ago, unlike my district, where 60, 
70 or 80 percent of the people in my community are in either 
HMOs or managed care plans. 

What can you tell us will happen to public hospitals there with 
the advent of a new plant, but now arguably with less money com- 
ing in? A lot of your seniors get Medicaid as their copa 3 mient and 
a way to pay their premium. I am not sure what happens to them. 
I am not sure what your Governor, our former colleague, will do. 
Can you make any predictions or any warnings about what would 
be different in a State that is already converted, as it were, to a 
competitive system? 
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Mr. Duckett. Mr. Stark, I would love to make some projections, 
as well as recommendations to Congress as you consider this most 
important issue. 

First and foremost, having been a part of a community that is 
not really advanced in managed care when we look to implement- 
ing programs, the first word of advice I would provide to Congress 
is to go slow, because one of the most detrimental impacts that we 
have seen not just on public hospitals in the urban community, but 
all of the hospitals. Baptist being one of them, is that the rate by 
which we move into the program known as TennCare has caused 
some tremendous problems in terms of adequacy of networks to en- 
sure that adequate health care is available to the entire population 
being served by the program. 

So as we move toward managed care, as it is shared and as it 
is a part of my official comments, it is extremely important that we 
put the right incentives in place, coupled with an opportunity for 
sufficient time to be allowed to develop sufficient networks of pro- 
viders so that vulnerable populations and nonvulnerable popu- 
lations do in fact have legitimate access to care. 

One of the biggest fallouts that we are having in the State of 
Tennessee, above and beyond or in addition to whether or not the 
program is adequately funded, is the tension that is developed be- 
tween some of the managed care organizations and the providers, 
and that does not serve the end goal of providing quality health 
care to the public. 

Mr. Stark. Are the beneficiaries confused? Do they need time 
also to learn? In other words, Kaiser-Permanente is 50 years old, 
and one-half of the people of my county belong to it, so it is some- 
thing you grow up knowing about. You can get an argument of 
whether some people like it or some people do not. But in an area 
where suddenly being assigned to a doctor or if community clinics 
close, for example, as has happened in our area when managed 
care has taken over some of the Medicaid services, do the patients 
need time to adjust, to learn where to go, how to use the system 
effectively? 

Mr. Duckett. Most definitely they do. We are creatures of habit, 
by and large, and unfortunately our program in the State of Ten- 
nessee did not provide for an adequate educational transitional pe- 
riod, as a result of which there was some duplication and unneces- 
sary cost absorbed by a number of providers. 

If, for nothing else, when you look at a number of the hospital 
providers, if individuals were accustomed to coming to emergency 
rooms as their primary care point of access into the health care 
system, that continued for a period of time, and as a result of 
which there were some unnecessary costs in terms of triage and in 
masking sure that there were no medical emergencies, and had the 
beneficiaries in this case then afforded additional educational op- 
portunities, some of that could very well have been avoided. 

Mr. Stark. I would love to go on, but I think suffice to say that 
your recommendation to us is that we could make changes, but do 
it carefully. 

Mr. Duckett. Most definitely. 
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Mr. Stark. Do not rush into it, give the system a chance to ad- 
just to its inertia and make the changes without harming a lot of 
people. That is what I am hearing, and I appreciate that. 

Mr. Duckett. Yes, sir. 

Mr. Stark. Thank you, Mr. Chairman. 

Mr. Houghton. Thanks very much, Mr. Stark. 

I would like to ask a question or two. I was not intimately in- 
volved in this process, but there have been clarion calls for help 
ever since OBRA was enacted in 1993 in the market basket con- 
cept. 

Mr. Thompson, I think you mentioned that you think you might 
have to close the free clinic. That is too bad, because I am sure that 
is important. But that really is not sort of the thrust of Medicare 
here. 

Mr. Jafife, maybe you could sort of work me through the arith- 
metic. How do you arrive at losing $125 million in Medicaid reim- 
bursement? Since we really have not discussed Medicaid or had 
any sort of general guidelines, we really do not even know where 
we are going now, and some of the projections as far as Medicare, 
the same thing. I think we are generally talking about reducing it 
by about one-half the growth rate. But where these figures come 
from, I do not know what is going to happen outside this building 
1 minute from now, and so maybe you could work through the 
arithmetic and give me some sort of a sense of this. 

Mr. Jaffe. First of all, recognizing that Harborview has approxi- 
mately 48 percent of its patients on Medicaid, that is one of the 
highest percentage payer mix in the country. In addition to that, 
we have 9 percent of our patients in the totally nopay category. 

Mr. Houghton. Right. I see that arithmetic. You have got it 
down here on the page. 

Mr. Jaffe. We estimate that on the disproportionate share cuts 
for Medicaid alone over the 7 years, we would stand to lose ap- 
proximately $25 million. 

Mr. Houghton. Give me sort of the general philosophy upon 
which you base that arithmetic, and also maybe you could move 
into Medicare after that. 

Mr. Jaffe. I do not have all the specific numbers in detail with 
me. We would be happy to provide that to staff. Harborview, be- 
cause of the types of patients it treats and the high number of un- 
insured that we treat and the indigent, we are provided with dis- 
proportionate share moneys that flow through the Medicaid Pro- 
gram, and we have estimated, based on the proposal, that this is 
the number that we would be impacted by. Again, I do not have 
the detail and the specifics on that with me here today, but could 
provide that to you. 

We also have as part of the number, moneys we receive through 
the Medicaid Program for direct medical education. Those amount 
on the Medicaid side to about $8 million, and those moneys stand 
at risk under the new proposal. 

[The following was subsequently received:] 
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Assumptions and Methodology Used in the Calculations of the Impact 
of Proposed Medicare and Medicaid Cuts for Harborview Medical 

Center 


The estimated impact of the proposed Medicare and Medicaid cuts on Harborview 
Medical Center (HMC) over the seven year period totals $185 million. The following 
assumptions were utilized by the National Association of Public Hospitals (NAPH), and 
were utilized in the calculation of the impact on HMC. The figures calculated by HMC 
were further reduced by SO percent to reflect a very conservative estimate of the impact. 


Medicare ($60 millionl : 

• Assumed 7-year total Medicare reductions of $250 billion of which $94 billion will 
come directly out of PPS hospital payments. 


• Based upon Medicare inpatient operating payment levels from the 1 994 cost report. 


• Payment levels were rolled forward to estimate Medicare payments through the year 
2002 under the current law assuming no changes in patient volume. 


• The current proportions of Indirect Medical Education, Direct Medical Education, and 
Disproportionate Share funding to the current total Medicare funding were applied to the 
7-year total estimate. 


Medicaid ($125 millionl : 

• Assumed current structure of the health care system remains constant to the year 2002 
(i.e., HMC’s 1993 percent share of Medicaid acute care spending is similar to what will 
exist in 2002. This will most likely not be the case given current trends in the 
environment and/or given the proposed radical restructuring of the Medicaid program and 
the effect of the magnitude of the proposed overall reductions. Specifically, some 
hospitals may close, resulting in a shift of an even greater number of Medicaid patients to 
HMC). 


• Assumed Medicaid cuts will be borne proportionally in all areas of the Medicaid 
program. 
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• Long term care portion (36% of Medicaid expenditures) may not be cut as severely as 
the acute care portion. 


• Assumed states would make dollar-for-dollar reductions in their Medicaid spending to 
correspond to the federal savings. 


• The current proportions of Direct Medical Education and Disproportionate Share 
funding to the current total Medicaid funding were applied to the 7-year total estimate. 
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Mr. Houghton. I would be interested, but I do not know wheth- 
er you gentlemen would, in seeing some of the breakdown here, be- 
cause I think maybe if we could take and prototype what you are 
doing, it would help us. 

I had a fling or two in business myself and it all depended on 
what your assumptions were of where you wanted to end up. I am 
sure you have been very honest here, and I would be very inter- 
ested in seeing this. I think we all believe in Medicare and Medic- 
aid. We all think that this is an extraordinarily important program 
which was started 30 years ago, today or sometime this week. 

We are all wrestling with the concept of how we can try to save 
the trust fund or save certain amounts of money. There are a vari- 
ety of different ways of skinning this cat, and the thing we do not 
want to do is to ruin the system or hurt the people who are the 
basic recipients. 

Mr. Jaffe. Sure. 

Mr. Houghton. Let me just ask you a question, if you could just 
bear with me. There was a health care system called Laurel Health 
Care in Wellsboro, Pennsylvania, right across the border from 
where I live, and this hospital was extremely concerned about just 
the issues we are talking about and strung out the figure, extrapo- 
lated some things, and all of a sudden found that they were going 
to go belly up. 

They got a consultant who said the first thing you have got to 
do is to stop thinking of yourself as a hospital, do not think of those 
four brick walls and surgical services and things like that, think 
of yourselves in different ways. So in refiguring their mission — and 
it went out in terms of Meals on Wheels and in terms of a whole 
variety of different services in the community — they were able to 
think through where their position was going to be if some of the 
general assumptions of Medicare were adopted here. 

I do not know whether that makes any sense at all, but we are 
constantly trying to do that and adapt and not hurt the program 
and not hurt the recipients. Maybe you would like to make a com- 
ment. 

Mr. Jaffe. I agree wholeheartedly with you. In Harborview’s 
case, given that we are the only level I trauma center in a four- 
State region, it is kind of difficult to back away from that mission. 
We do fulfill that mission extraordinarily well. As I said before, we 
re regarded as a model trauma center throughout the country and 
emulated by other systems. The care that we provide in that sys- 
tem is done economically, as economically as possible in delivering 
that type of very, very sophisticated care. 

We are going out and relooking at the way we do things. We 
have been exceptionally proactive in reducing our costs. Our length 
of stay has dramatically dropped over the IViz years. Our work 
force has also decreased. We have implemented a whole array of 
efficiencies of the hospital, and we still can do more. We are very 
confident that there is more room to become more efficient and 
save more money. 

The problem is that when you are dealing with the magnitude 
of the numbers of $185 million, that the money that you could save 
from greater efficiencies is just a mere dent in that overall picture. 
But I agree with you in terms that we need to be part of the solu- 
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tion here. In the body of my testimony, I identify a number of ways 
that we see are ways, very responsible ways of saving money, of 
helping to save the program. 

But they are, for instance, going ahead and taking a block grant 
and universally applying it across the country to States like Wash- 
ington — this is an example — and Oregon, which have a wonderful 
record of bringing down their costs. You do not do that to States 
like ours and give us a double hit, when there are other States 
across the country who have not been as successful, and provide 
the same rate of reduction to them. That is just one example. 

Mr. Houghton. Those suggestions that you have were rather in- 
teresting. The worry that I have had — and maybe you gentlemen 
share this — is that as the system moves more toward the managed 
care and to the HMOs, those people — and I believe in the profit 
system, I came out of the profit system — those people who are 
going to be running the HMOs may not tip their hat to the edu- 
cation and the training. Therefore, I think what you did is you had 
suggested that certain funds be separated from those HMO pay- 
ments. Would you like to elaborate just 1 second on that? That was 
point number four. Maybe I am misstating it. 

Mr. Jaffe. Let me first say that the University of Washington 
School of Medicine turns out approximately 50 percent of its resi- 
dents in primary care. That is a very important statement, because 
academic medical centers are oftentimes regarded as just spiiming 
out specialists or turning out specialists, and we need fewer spe- 
cialists is the argument, and we really need to focus more on pri- 
mary care. There has been an overwhelming commitment on the 
part of the University of Washington toward that, and our resi- 
dents go out into that four-State region and beyond and practice 
primary care, which is all part of the managed care system. 

The academic mission is one that, if not supported, will be seri- 
ously jeopardized. In our State, being the only medical school in the 
four-State region, this would be incredibly damaging. The moneys 
that the medical school would lose just related to Harborview in 
terms of indirect medical education through Medicare are $23 mil- 
lion over the 7-year period. On the direct side, it would be $3 mil- 
lion, and that is just at the Harborview site. 

You cannot provide the residents to staff a level I trauma center 
24 hours a day without supporting the academic mission through 
those people. What my recommendation suggested is why include 
a cost for medical education embodied in a capitated rate for those 
that are not really providing the educational service, but better 
spend that money on the academic medical center which is fulfill- 
ing that goal and doing it extraordinarily well. 

Mr. Houghton. Thank you very much. 

Mr. Payne, would you like to inquire again? 

Mr. Payne. Let me just follow up on that. I know that Dr. 
Cantrell and I had a conversation about that same subject in terms 
of how the indirect medical expenses ought to be properly allocated, 
knowing that there are some needs to look at and visit the Medi- 
care Program in terms of the rate of growth, and so forth. 

Dr. Cantrell, perhaps if you could speak to that briefly, it might 
be useful for the Subcommittee. 
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Dr. Cantrell. As I pointed out in my testimony, academic 
health centers are by their very nature less efficient than private 
centers, simply because the faculty who could be spending a lot of 
time seeing patients have to decrease the numbers in order to do 
teaching. 

Now, it does seem somewhat inequitable to me that the burden 
of this teaching and this graduate medical education funding 
should fall necessarily on the Medicare Program. There are a num- 
ber of for-profit managed care concerns and for-profit insurance 
companies who contribute nothing to the educational program, and 
these managed care programs, these HMOs do benefit from the 
training and education of these young men and women who are 
going into the health care profession. 

It seems to me that it would be only appropriate that they should 
make some contribution to this educational fund, and for the 
amount of that contribution you could reduce the Medicare pay- 
ments and that would then help in what it is that you gentlemen 
are trying to do with the Medicare budget. I just think that is equi- 
table and fair. 

So that would be one suggestion that we would offer to look at 
who benefits from this — and I am not talking about the patients in 
terms of benefits, I am talking about the companies that are in this 
for profit — it seems to me that they could affords to take some of 
their profits and pour that into the education of these academic 
health centers where the medical residents and students are being 
trained. That was one of the things that Congressman Payne and 
I discussed. 

In alluding to what one of the other people said, I will acknowl- 
edge that there has been some fat in the system in the academic 
health centers. At the University of Virginia, since 1993, through 
attrition and a hiring freeze, we have reduced the number of people 
in the medical center alone by 600 FTEs, saving in the process $15 
million. I am not certain that we can reduce those numbers very 
much more without seriously affecting the programs. 

On the other hand, we do have critical pathways that we are uti- 
lizing for our high-volume procedures, such as coronary artery by- 
pass surgery, which just a few years ago, in 1993, as a matter of 
fact, the cost of the total package was in the high $30,000 range 
and it is now $28,000. We have reduced that by $8,000 in that 
timeframe, compared to a national average of $40,000. On total hip 
replacements, which were in excess of $13,000 in 1993 at the Uni- 
versity of Virginia, and without compromising quality, I might add, 
but just looking at economies and the physicians, the nurses, the 
administrators worked together on this, we have reduced the aver- 
age cost of our total hip replacements this year to $9,600. And for 
the uncomplicated hip replacements in March of this year, they 
were $7,800. 

So there can be some savings in the system. But the market 
forces are already forcing that, you see. But in order for us to re- 
main viable and compete in a managed care market, we have had 
to reduce our costs, which most academic centers have been in ex- 
cess of what a private medical center would have. In Virginia, we 
have reduced at the University of Virginia, which was the fourth 
highest in the State 2 years ago, is now 55th in terms of cost. So 
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there are savings in the system, but as one of the other people tes- 
tifying today said, we should divide the cost of the care and the 
educational cost. 

Mr. Payne. Thank you. 

Mr. Chairman, may I make one other comment? You began ques- 
tioning the remarks of Mr. Thompson as related to the free clinic. 
I think the point is that in a rural hospital, a large percentage of 
the revenues is Medicare business — in Mr. Thompson’s case is 52 
percent of his gross revenues, and we have hospitals that have as 
much as 70 percent of their gross revenues as Medicare business — 
and as this portion of the business is compensated in a different 
way and that is reduced, when you have such a high percentage 
of your revenue in that category, you really have two options. You 
can either, as you suggest, do some creative things and try to find 
new ways to generate revenue, you can reduce cost, or you can do 
both or some combination thereof. 

I think with these hospitals that have such a high percentage of 
Medicare business as they are currently operating in rural areas, 
that there will be a number of responses. The worst responses in 
some of our areas is that the hospitals simply will not be able to 
make it because they will not be able to cut costs enough. I think 
what Mr. Thompson was saying is he did not know what they 
might be able to do to respond, but one of the things is that they 
are now engaging in subsidizing the availability of service for those 
who are indigent in the Franklin County and Rocky Mountain 
area. 

So while you might say. Well, the Medicare cuts were made and 
they really did not affect the hospital greatly or they did not affect 
the care of those Medicare patients, I think if you look at the coun- 
ty, you see that a facility like that is no longer there, and they pro- 
vided a tremendous service. In think in Groveton, we have a lesser 
health care service than we would have had had these decisions 
not been made. I think that was a point that Mr. Thompson was 
making in his testimony. 

Thank you. 

Mr. Houghton. An 3 dhing more? 

Mr. Stark, please. 

Mr. Stark. Mr. Chairman, I just wanted to add with particular 
reference to the hospitals that these gentlemen represent. We are 
talking in aggregate figures of possibly having 23 percent less 
spending in 2002 than is anticipated. They anticipate in round 
numbers of the hospitals of the country getting $200 billion. So we 
are talking about $46 billion. 

Now, you could average that over all the hospitals. But what we 
have before us are those people who are already receiving a lot of 
supplements because they have a huge number of uncompensated 
patients, and a huge number of high-cost payments in terms of 
teaching. If they were the average hospital, maybe they are only 
going to have a cut of between 1 and 2 percent in revenue, which 
perhaps you and I would agree that just efficiencies and planning 
ahead could resolve. 

But where they already get I think a 16-percent bonus for dis- 
proportionate share because of high uncompensated care and high 
Medicaid patients where they have trauma centers that may not be 
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compensated, they have got all of the expensive end of that average 
and there are a small number. That is why it may be difficult in 
inner-city New York as compared, say, to outside of Manhattan, 
where they would have the same problem. Hospitals in suburban 
New York probably would not have quite the burden that these 
hospitals represent. 

So I presume what they are doing, Mr. Jaffe, is taking an aver- 
age cut and saying if my revenues were reduced from what I antici- 
pate the baseline would be, that is where he comes up with that. 
Now, it could be that the final bill will take more out of the doctors 
than out of the hospitals, or more out of home health care. But all 
they have estimated on now is the averages of what the present 
baseline would take them to, and you can get some pretty frighten- 
ingly large size cuts if you follow that line. 

Hopefully, the Subcommittee will be able in whatever the final 
product to take that into account and say we cannot just do it 
across the board, we never have for good reason, because we are 
hearing from people like this today who have special needs that 
probably make good policy to find a way to compensate. 

I agree with Dr. Cantrell, I have always agreed. I have never 
been able to figure out why Medicare got hung with paying for 
medical education. I know why historically, but there was no rea- 
son. They kind of got to the end of the bill and they said. Oh, my 
gosh, how are we going to pay medical schools?, and they tacked 
it on Medicare. You and I would probably agree that it ought to be 
spread. It is a socially desirable thing and more people ought to 
pay their way. But we are stuck with 30 years of a tradition that 
that is how medical schools get funded. 

If we are going to change that drastically, we ought not to leave 
them without a way to continue, and that is something I think we 
are going to have to resolve here, and I hope these gentlemen will 
give us some help as we do it. My experience with them is they 
have been very straightforward and not alarmists, and we are 
going to need their advice as we go through this, free advice. 

I thank the Chairman for indulging me. 

Mr. Houghton. Thank you, Mr. Stark. 

Would you like to make any comments about that? I have one 
more question to ask Mr. Duckett, but please go ahead. 

Mr. Duckett. I would like to make a comment on graduate med- 
ical education, and particularly as we look at managed care and 
competition. I think the comments of some of my other colleagues 
on the panel are most important, because if we are going to a proc- 
ess where I must competitively bid for the services of another indi- 
vidual, if I have graduate medical education expenses as part of my 
overhead, then I have got to pass that cost on to the people that 
I seek to do business with. 

So I wholeheartedly support and encourage Congress to look at 
ways to come up with a uniform mechanism whereby the cost of 
graduate medical education between those institutions that are 
providing it are addressed so as not to disadvantage some of the 
historical quality providers, as we move into this wave of managed 
care, because there is some fixed overhead associated, as the record 
will show. 
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Mr. Houghton. Does anybody have any other comments here? It 
is not speak now, but forever hold your peace, because there will 
be other chances. But we really do want your input here. Any other 
comments on what Mr. Duckett has said, Mr. Stark or Mr. Payne? 

All right. Well, I would like to ask one final question. I am fas- 
cinated by your reference to Dr. Groner, Mr. Duckett, and his ap- 
prehension about how this thing was going to get out of control, the 
Medicare Program. Of course, indeed it did. 

But then you mentioned sort of creating a new paradigm. That 
always bothers me, that word. Maybe you could elaborate a little 
bit on what you think is important here. Again, we are all strug- 
gling with the resolution. 

Mr. Duckett. The paradigms that are referenced in my prepared 
remarks is that when we look at the reimbursement or really what 
has gotten us to this point in terms of the cost component of health 
care, there were certain factors that came into play; namely those 
factors where the incentives were in place at the time. 

I think some earlier individuals that testified before this Sub- 
committee indicated that the Medicare Program has basically be- 
come the standard by which a number of people structure their 
health care plans around, and as a result of which we went 
through the three distinct paradigms of charge-base reimburse- 
ment, then we moved to cost-base reimbursement, and then we 
ended up with fixed-based reimbursement. 

Those are for me the paradigms of the past, because basically we 
had a situation where, in order to make money in the health care 
system, I had to provide more services in order to increase my mar- 
gins. Then we got to a point where we had to provide less service 
under the fixed per diem reimbursement, less services while the 
person is in the hospital, get the person out as quickly as possible 
to maximize my revenue opportunities. 

What I think is important as we move to the future, we have got 
to bring the stakeholders together to come up with an equation 
that will basically allow us to say what is the appropriate level of 
care necessary to address the health care needs of the people. 

Mr. Houghton. But it is not only the goals of what are the ap- 
propriate levels of care, it is the incentives that I think that you 
emphasized. I happen to agree with you, although I cannot break 
it down any further than this. But I think if we avoid the incen- 
tives as we restructure the program so that it is not a program by 
government fiat, but a program through basic incentives and com- 
petitive pressures, then I think we will be missing a big bet. 

Mr. Duckett. In essence, I agree with that statement. 

Mr. Houghton. Good. Any other comments, words of wisdom, 
thoughts? 

Thank you very much, gentlemen. We certainly appreciate this. 

[Whereupon, at 2:30 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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STATEMENT OF CHIEF MASTER SERGEANT JAMES D. STATON, USAF (RET.) 
EXECUTIVE DIRECTOR 
AIR FORCE SERGEANTS ASSOCIATION 

Mr. Chairman and distinguished committee members, now that the budget resolution has 
passed in Congress and it is clear that there will have to be changes in the Medicare 
system, we are hopeful that a proposal that the Department of Defense is pushing, and we 
wholeheartedly endorse, will become law. I am speaking, again, of Medicare 
subvention. I am testifying on behalf of the Air Force Sergeants Association’s 160,000- 
plus members. AFSA represents the millions of enlisted (noncommissioned) active duty 
and retired Air Force, Air National Guard and Air Force Reserve members, and their 
families. Many of our members have served their nation, entered their retirement years, 
and are now among those receiving care through the Medicare system. We are grateful 
for this additional opportunity to have AFSA’s views heard on this subject. 

As we have stated before. AFSA members understand the challenge that faces this 
committee in finding ways to control costs within the Medicare program. The overall 
costs and fees for service become especially significant for our members because of the 
lower enlisted military retirement pay. Large medical bills can wipe out the typically 
lower savings of this group of retirees. 

That is why we once again urge the committee to support subvention: The transfer of 
funds from the Department of Health and Human Services (HHS) to reimburse the 
Department of Defense (DOD) for care received by Medicare-eligibles either in TRICARE 
or at Military Treatment Facilities (M il*) (on-base medical care facilities). The question 
is not spending HHS dollars versus DOD dollars; the real possibility is to save taxpayer 
and beneficiary dollars through this simple transfer of funds. Two bills have been 
introduced in the House that provide for some form of subvention: H.R. 580, sponsored 
by Representative Joel Hefley, and Representative Randy Cunningham’s H.R. 861. 

The necessity for subvention is clear: Even today, military members are told at every re- 
enlistment that in retirement, they and their families will have free health care for life. 
Enlisted retirees, because of their lower rates of pay, rely on this as part of a deferred 
compensation package. However, that promise has been broken over time. In fact, at age 
65, they are, in most cases, prohibited from formally participating in military health care 
programs altogether. They are still officially able to use MTFs on a "space-available" 
basis. However, because of a lack of funds, space has become less and less available. 
Therefore, Medicare becomes their only option, and it is one that they are unable to 
comfortably afford because of their lower rates of retirement pay. 

This policy is discriminatory and changes the rules for retirement after-the-fact It is 
wrong for the government to treat those who secured this era of relative peace in such a 
fashion. 

There has been a great deal of discussion in Congress of ways to incorporate managed 
care ideas into the Medicare system. AFSA l^lieves DOD has a program that will best 
serve the needs of both the Medicare system and a number of beneficiaries. 

The specific method for incorporating Medicare-eligible military retirees into a managed 
care system is by allowing them to enroll or remain in the TRICARE program after age 
65. This three-part system, DOD’s health care plan of the future, is currently available 
only to under-65 military retirees and their dependents, and active duty family members. 
TRICARE includes an HMO option, TRICARE Prime. Prime's enrollment fee and cost- 
shares also provide lower-cost care than traditional "fee-for-service" care associated with 
Medicare Part B insurance. 

As I said earlier, the lower retirement income of enlisted military retirees and their 
survivors magnifies the issue of health care costs. The TRICARE program promises to 
offer enrollees much lower costs than current fee-for-service insurance programs. 
Additionally, military retirees would be allowed to stay in the Military Health Services 
System (MHSS) for life, as they were promised when they chose to serve their nation. 
At the same time, costs for their care would be reduced. 
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Another advantage in cost-savings would be that HHS would spend fewer dollars for the 
care it buys at MTFs than it does civilian providers. Savings on-base are derived 
through the military's "utilization management" system, which is preventive in nature. 

Medical resources are used in the most efficient way possible, and care is coordinated so 
that more serious treatment problems are headed off, thereby holding down costs. Put 
another way, the right treatment is given in the right place at the right time. Also, the 
cost of physicians is significantly tempered by the military rank structure. 

Finally, MTFs already have an infrastructure in place, so the basic care comportents are 
there. The results, when comparing MTFs civilian providers, are savings in costs, 
overhead and mark-up fees. 

AFSA feels that Medicare subvention would make on-base care more likely for our older 
retirees and, at the same time, save program costs by reducing the level of Medicare 
expenditures for military retirees. 

According to the Office of the Assistant Secretary of Defense for Health Affairs, one of 
the prirxiple blocks to getting Medicare subvention enacted is a difference of opiiuon 
between DOD and HCFA regarding its cost and effectiveness in providing treatment to 
this group of beneficiaries. Ostensibly, however, it comes down to a budget "ownership" 
discussion. HCFA argues that care for Medicare-eligibles should not come out of its 
budget, because it believes care is already being provided for free at Military Treatment 
Facilities. But again, the reality is that fewer and fewer Medicare-eligible military retirees 
obtain "space-available" care, because the downsizing of the military has meant a dramatic 
reduction in the number of MTFs and fewer and fewer doctors to handle patient traffic. 

The dollars needed to cover the cost of health care, whether paid out of DOD’s or 
HCFA's account, come from citizens, either in taxes or program co-payments and/or 
enrollment fees. The greatest concern for both taxpayers and beneficiaries is getting the 
most value for their dollar. Retirees do not care which agency receives their premiums 
and enrollment fees, and taxpayers want to support their government fairly and wisely. 
TKICARE promises to offer lower-cost care to its beneficiaries than they are currently 
paying. 

In recent weeks, DOD has stated that it believes it can provide care to Medicare-eligible 
military retirees for 93 percent of the Average Adjusted Per Capita Cost Mr. Chairman, 
we are asking you to use your position of inHuence to bring all parties together and make 
subvention a reality for the substantial number of affected retirees. 

We believe that through subvention the government would work for the best interests of 
its citizens and prevent, in this case, the opposing interests of government agencies from 
interfering with the needs of retirees. 

Mr. Chairman, again, thank you for this latest opportunity to express our ideas on ways 
to lower the costs associated with the Medicare system. As you are detennining how b^t 
to serve the interests of Medicare beneficiaries, we hope you wiU give our thoughts 
serious consideration. Approving ways to keep all retirees in the MHSS is not only cost- 
effective. it also keeps (he promises made to retirees that they would have lifetime, 
affordable care as a result of their service. 


The men and women of (he Air Force Sergeants Association wish you well as you work 
to accomplish your important mission. As always, we are available to assist you in 
matters of mutual concern. 
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STATEMENT OF AMERICAN ASSOCIATION FOR RESPIRATORY CARE 


The American Association for Reapinlofy Care (AARC), a 37,000 member 
professional association of respiiatoty care practitioners (RCPs), welcomes the 
opportunity to submit written testimony on the House Ways and Means CommittBe's 
July 20, 199S hearii« on 'Samit Uedicart and Budge KeconcUialiott Issue 

Respiratory cate is an allied health specialty performed under medical direction for the 
aaaessment, treattnent, manageinent, diagnostic evaluation, and care of patients with 
diseases of the cardkipulmonary system. Respiratory care practitioners care for patients 
ranging from the premature in&nt whose lungs are underdeveloped to the elderly 
patient whose lungs are diseased. Individuals who suffer from such diseases as 
emphysema, bronchilia and lung cancer; children who suffer from asthma or are 
afflicted with cystic fibrosis; and patients of all ages who require the use of a ventilator 
to breathe— all often cared for by the respiratory care practitioner. 

The AARC shares the Congress' concern at the increasing costs of the Medicare 
program and the affect that this program has on the entire budget of the United States. 
We believe that, unless fundamental changes are made to the Medicare progiam, the 
cost escalation will continue until the entire health care system reaches crisis 
proportions. 

The leevaluatioa of the Medicare program which Coigress has undestalten poses many 
oomplesities. While the Medicare program has provided critical health services to 
American senion for the last 30 years, the time hat come to take a fundamental look at 
the basic mnett of the program. The respiratety care profession it ipecifically 
concerned that the Medicare program has not kept pace with the advancemems in 
retpiiatory care medicine and technology. The program's errverage policy fer 
respiratory therapy aervicet was developed nearly 2S years ago, and has changed little 
since that time. 

Respiratory cate medicine has advanced well beyond the type of services that were only 
delivered in the boapital setting. Yet, Medicare has not updated and tracked these 
medical and tedmolagical developmena and incotposalBd them into coverage policy. 
We believe Coogtess haa an opportunity, as it begins to scrutinize the Medicare 
program, to rectify the imbalance in the current coverage policy with the reality of 
respiratory medicine. 

We believe it is of signiTicant importance that Congress must consider the direction that 
the private health care market it taking in terms of a strong movement towards 
managed cate. Medicate must keep pace, and has until this point in time not kept 
pace, with the direction of the private sector. The premise of managed care is to 
provide the most appropriate cate in the most appropriate care site. A survey by the 
AARC showed that a majority of managed care plans provide respiiatoty care services 
ouuide of the hospital setting (such at home, nursing home, ouqiatient, rehabilitation 
facilities, etc.) when deemed necessary. These plans have die flexibility of providing 
needed fespiiatary therapy services where appropriate. Yet under the Medicare 
progiam, a patient needing resphalocy therapy services will be denied alternate care 
coverage for the services simply became of the coverage rigidity of the currem system. 
Present Medicare policy must adhere to a strict list of benefils which prescribe 
precisely where retpiiatory therapy services must be provided. Patients in need of 
respiratory therapy services remain in the hospital because Medicare coverage policy 
deems that this is the only apprapriaie place to provide those services. 

As advocates of die respiratory care community, the AARC and its members are 
acutely aware of the medical and clinical advances in the provision of respiratory care 
medicine, which now permits the pulmonary-restricted patient other pathways to 
receive the necessary evaluation, care, and treatment of their illnesses and diseases. 
For example, ouqiatient pulmonary rehabilitation has given many chronic lung diseased 
patients fee ability to continue to lead productive lives at home. Pulmonary 
rehabilitation programs have greatly reduced hospital admissions, readmissions, and 
emergency room visits for asthmatics. 
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As another example, a ventilatornlependent patient who, twenty years ago, may never 
have survived or, at very best, be left t<»al)y hospitalized, can now be cared for in a 
less acute care site such as a nursing home or even in the home. Many of these patients 
can be fully or partially weaned A'om the ventilator and lead productive lives provided 
they have access to respiratory therapy. 

For the last two decades. Medicare prt^ram has strictly interpreted a regulation that 
permits only respiratory therapists employed in a hospital with which there is a transfer 
agreement in place to provide Medicare-covered extended cate respiratory therapy 
services in the nursing home. The restrictive nature of the rule ties the hands of a 
nursing home f^ility in its ability to seek out other qualified respiratory therapy 
practitioners. Even respiratory care practitioners who could be employed directly 
within the nursing home would be considered unreimbursable by the Medicare 
program. This is yet another example of an antiquated Medicare policy. 

The AARC is well aware of the increasing concern Congress and the Health Care 
Financing Administration has in ensuring that only appropriate therapy services be 
provided and reimbursed in the home, die mining home, and via the DME benefit. 
We share the concern that overutilization and outright fraud and abuse in Medicare is 
undermining not only the integrity of the program, but wasting tens of millions of 
dollars of taxpayers* money. We recognize that as we ask Congress to increase the 
access of Medicare beneficiaries to respiratory therapy outside of the hospital setting 
that the program does not incur the same overutilization errors that have plagued other 
therapy providers. In order to advert potential ovenitilization of respiratory therapy 
services outside of the hospital, we would urge Congress to require the use of Clinical 
Practice Guidelines as a requirement f<x miy covered respirauxy therapy service. For 
several years, the AARC hv been developing Clinical Practice Guidelines (CPGs) for 
numerous respiratory care procedures. These Guidelines have been rigorously peer- 
reviewed, endcMied by key pulmonary physician organizations, and are beaming 
widely implemented across the health care ttelivery sites. Guideline development is an 
ongoing process and new guidelines are in wious stages of review. 

Again, we would urge Congress to remove the restrictions placed on the provision of 
reqiiratory care services to Medicare patients tn altcmato care sites with the caveat that 
services be rendered under the parameters of Clinical Practice Guidelines. 

We hope this testimony will illustrate the need for change in the Medicare program to 
provide the flexibility to Medicare beneflciahes by providing them the ability to receive 
appropriate respiratory therapy services in the most appropriate setting. 
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STATEMENT OF AMERICAN ASSOCIATION OF DIABETES EDUCATORS 


Testimony to the House Ways and Means Subcommittee on Health 
July 25, 1995 

Chairman Thomas, Ranking Member Stark, and members of the subcommittee, 
the American Association of Diabetes Educators would like to respectfully submit this 
written testimony in regard to Medicare reform. We hope, with the reinforcement of the 
testimony given today by our colleagues from Hie American Diabetes Association and 
the American Dietetic Association, that we convey that there is a way to reform Medicare 
which will ultimately save lives, and in the process save billions of dollars annually in 
health care expenses. 

We would like to take a moment to address specifically the purpose and effects of 
diabetes education. The role of the diabetes educator is to integrate diabetes education 
and treatment into the overall care a person with diabetes receives. The diabetes educator 
must collaborate with all of the patient's management team.’ The objective of diabetes 
education is to provide individuals with diabetes the management skills necessary to care 
for themselves. This is accomplished through planned learning experiences that include 
counseling, behavior modification, and individual classroom teaching designed to 
influence knowledge, health behaviors and to manage health outcomes.^ 

What does this mean in terms of Medicare reform? Diabetes is an enormously 
conunon and costly disease in the United States, afflicting 16 million Americans. In 
1992, twenty-seven percent of the entire Medicare budget was attributed to costs for 


' American Association of Diabetes Educators. The scope of practice and the standards of practice for 
diabetes educators. Diabetes Educ 1992;18(1):52-S6. 

^ National standards for diabetes patient education and American Diabetes Association review criteria. 
Diabetes Care 1986:9. 
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diabetes related illness. In total, $105 billion was spent in 1992 caring for people with 
diabetes.^ But through studies funded by NIH and CDC, we have scientific proof that the 
most serious, and expensive, complications of the disease are preventable. Most of the 
50,000 diabetic related amputations, 90 percent of the cases of diabetes related blindness, 
and more than half of the kidney failure resulting in dialysis can be delayed or prevented. 

The scope and magnitude of diabetes in America can be appreciated if one looks 
at a list of the major debilitating conditions for which diabetes is the leading cause. Each 
year, almost 40,000 cases of adult blindness are due to uncontrolled diabetes; 54,000 
amputations are due to uncontrolled diabetes; 13,000 people with diabetes begin kidney 
dialysis at cost of more than $35,000 per year; people with diabetes are two times more 
likely to die of heart disease, and; infants of women with uncontrolled diabetes have three 
times greater risk of being bom with a birth defect and have over twice the risk of dying 
during pregnancy.^ 

Studies have proven that among the diabetic population, proper education and 
care dramatically reduce the risk of severe health problems like heart disease, stroke, 
gangrene, foot ulcers and amputations. And yet Medicare currently does not provide for 
these preventative measures. The AADE emphasizes that to reduce costs and to assure 
good health for people with diabetes, the Medicare system must direct its resources to 
early intervention and patient education. Diabetes care must focus on health maintenance 
and disease prevention rather than acute care treatment. Two recently introduced pieces 
of legislation, HR 1073 and HR 1074, take important steps in that direction. 


3 Levetan, R., American Diabetes Association. Talk to Speaker Gingrich's Congressional Health Resource 
Group, June 22, 1995. 

* American Association of Diabetes Educators, White Paper on Health Care Reform, 1994. 
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The American Association of Diabetes Educators commends and gives its thanks 
to subcommittee members Johnson, McDermott, Cardin and Lewis, for their 
cosponsorship of Representative Elizabeth Purse's bill, HR 1073, the Medicare Diabetes 
Outpatient Self-Management Training Act of 1995. We strongly encourage the 
remainder of the subcommittee, and the full committee, to lend their cosponsorship to this 
important legislation. 

The cost savings offered by HR 1073 is significant. This legislation would 
expand reimbursement for diabetes education and substantially expand the provision of 
self-management training services outside the hospital setting. Given the ability to pay 
for these services, people with diabetes would have access to the educational and medical 
tools they would need to prevent or postpone more costly medical procedures necessary 
when the disease has progressed untreated. The cost of the treatment and supplies is low. 
Medicare would pay S3 5 for a patient's consultation with a diabetes educator and the cost 
of the patient's supplies and medications. For a visit that could cost as little as $50, a 
$1,500 dollar a day hospitalization could p>ossibly be avoided later.* 

The burden these expenses place on the current Medicare system extend 
throughout the nation's health care system. The United States of America has the most 
technologically sophisticated health ceire in the world. However, the very people who 
need it the most are often excluded because they are denied access to coverage due to a 
pre-existing condition. When these people’s disease progresses untreated, the costs are 
often absorbed by the already over-burdened system. Additionally, our health system 


* Levetan, R., American Diabetes Association. Talk to Speaker Gingrich's Congressional Health Resource 
Group, June 22, 1995. 
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must have a strong public health component to assess the impact of diabetes, to promote 
policies that translate into preventive health care and to assure access to health care for 
the diverse population. 

Providing diabetes education reimbursement and establishing a proactive health 
care system will help to address the immediate and profound expenses associated with 
this disease. Research has proven that the complications associated with diabetes can be 
delayed or avoided through the control of blood glucose. But additional research funding 
is needed until a prevention or cure for diabetes is found. 

Medicare reform must be proactive rather than reactive. A proactive system 
focuses its resources on health promotion and disease prevention rather than acute care. 

It empowers the people with diabetes to take responsibility for their own disease 
management with the help of a multidisciplinary health care team. Essentia] to this 
personal responsibility is an integrated public and private health care system that ensures 
affordable access to preventive care and education for all, regardless of pre-existing 
conditions. 
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STATEMENT OF AMERICAN ASSOCIATION OF EYE AND EAR HOSPITALS 
Background 

• Congress enacted a Medicare payment adjustment for ambulatory surgery 
performed in qualified eye and ear hospitals in 1987 and extended the adjustment 
in 1990. The adjustment expired on December 31, 1994. 

• This effort was designed to offset the impact of Medicare payment 
reductions on these specialty institutions and to recognize the need to maintain 
access to these unique services by Medicare beneficiaries. The disproportionate 
impact of reductions in Medicare payments for outpatient surgery in eye and ear 
specialty hospitals is based, in part, on the fact that outpatient revenues generally 
account for 50 percent or more of their total operating revenues. 

• Eye and ear specialty hospitals are major referral centers. They offer some 
of the most innovative teaching programs in the country and routinely treat the 
most severely ill eye and ear patients. Eye and ear specialty hospitals have led 
the way as providers of first-class, high-quality, cost-effective outpatient health 
care services. The mission of these specialty institutions requires them to 
maintain leading edge technologies that enable them to provide highly 
specialized services that are not available in general hospitals. 

• Under current law, qualified eye and ear hospitals are paid the lesser of 
their costs or charges or a blended rate of 75 percent hospital-specific costs and 
25 percent of the ambulatory surgical center rate. Other acute care hospitals 
receive a blended rate of 42 percent hospital-specific costs and 58 percent of the 
ambulatory surgical center rate. Currently 11 hospitals across the country 
receive the adjustment. 

Eaiplanatian 

• When the adjustment— and the 1990 extension— was enacted, Congress 
expeaed that a Medicare prospeaive payment system for outpatient surgery 
would be ready for implementation. Despite efforts underway by HCFA, no 
viable methodology is adaptable at this point in time. Extension of the 
adjustment for another five years or at least until a prospective payment system 
for outpatient surgery and services is implemented is critical. 
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Mr. Chairman and Members of the Subcommittee, I appreciate this opportunity 
to submit testimony on behalf of the American Association of Eye and Ear 
Hospitals on the matter of Medicare outpatient payment reform in general, and 
specifically on our proposal to extend the Medicare outpatient payment 
adjustment for approved ambulatory surgical procedures performed at qualified 
eye and ear hospitals. 

The American Association of Eye and Ear Hospitals is comprised of the premier 
centers for specialized eye and ear procedures in the world. Association 
members are major referral centers, offer some of the most innovative teaching 
programs in the country, and routinely treat the most severely ill eye and ear 
patients. The mission of these specialty institutions requires them to maintain 
leading edge technologies that enable them to provide highly specialized services 
that are not available in general acute care hospitals. 

Eye and ear specialty hospitals have led the way as providers of first-class, 
high-quality, cost-effective outpatient health care services. As evidence of the 
level of excellent care provided by Association members, for the past five years 
the US. News and World Report has selected many of our members as being 
among "America's Best Hospitals" in the specialties of ophthalmology and 
otolaryngology. 

This year, AAEEH members comprised eight of the top 17 ophthalmology 
facilities in the nation. Wilmer Eye Institute at Johns Hopkins University 
received the top ranking — a distinaion which has continued for five of the last 
six years. Bascom Palmer Eye Institute was ranked second, followed by Wills 
Eye Hospital. Massachusetts Eye and Ear Infirmary was ranked fourth; former 
AAEEH member Doheny Eye Institute was ranked twelfth; Manhattan Eye, 
Ear and Throat Hostal was ranked eleventh; New York Eye and Ear Infirmary 
was ranked thirteenth; and University of Illinois Hospital and Clinics weighed 
in at seventeenth. 

In the specialty of otolaryngology, AAEEH members comprised four of the top 
40 facilities in the nation. Johns Hopkins was ranked first; Massachusetts Eye 
and Ear Infirmary was ranked second; Manhattan Eye, Ear and Throat Hospital 
was ranked 21st; and, the University of Illinois Hospital and Clinics was ranked 
23rd. 
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The selection was based on reputational scores from physician surveys 
conducted over the past three years. These hospitals were recommended by at 
least 3 percent of the specialists in the field who were surveyed. From a universe 
of 1,631 major medical centers, only 128 were selected as the nation's best. 

BACKGROUND 

In 1987, Congress recognized the unique services eye and ear specialty hospitals 
provide — especially to Medicare beneficiaries — and moved to preserve access to 
these services by granting qualified eye and ear specialty hospitals a special 
Medicare payment adjustment for outpatient surgery and services they deliver. 
Congress extended the payment adjustment in 1990 until December 31, 1994, 
when it expired. 

Under this Medicare Part B provision, qualified eye and ear hospitals are paid the 
lesser of their costs or charges or a blended rate of 75 percent hospital-specific 
costs and 25 percent of the ambulatory surgical center rate. Other hospitals 
receive a blended rate of 42 percent hospital-specific costs and 58 percent of the 
ambulatory surgical center rate. Currently, 11 eye and ear specialty hospitals 
qualify to receive the payment adjustment. 

DISCUSSION 

The proportion of total Medicare Part B medical and surgical services rendered 
on a hospital outpatient basis has increase over time as a result of shifting from 
an inpatient hospital setting to an outpatient hospital setting, due, for the most 
part, to advances in medical technology and the implementation of the inpatient 
prospective payment system (PPS). In the past decade, diagnostic and surgical 
technological innovations, such as laser sui^ery for cataracts, enabled more 
procedures to be performed on an ambulatory basis. 

In addition. Medicare's PPS policies provided direct financial incentives to 
reduce admissions and lengths of stay and to provide services, where clinically 
appropriate, in other less expensive settings, such as the hospital outpatient 
department and freestanding ambulatory surgical centers (ASCs). Eye and ear 
specialty hospitals responded to these incentives like no other class of hospitals. 
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When the adjustment — and the 1990 extension — was enaaed, Congress 
anticipated that a Medicare prospective payment system for hospital ambulatory 
surgery and services would be ready for implementation. Despite efforts 
underway by the research community and the Health Care Financing 
Administration (HCFA) to develop a methodology for such a system, no viable 
approach is adaptable at this point in time. This delay makes the re-instatement 
and retroactive application of the current payment adjustment for eye and ear 
specialty hospitals imperative. 

The AAEEH — like HCFA — believes that the Medicare outpatient payment 
system is in need of reform for a number of important reasons. The current 
system does not reward efficiency — 93 percent of costs is the payment ceiling 
for both the most efficient and the least efficient hospitals. In addition, the 
Medicare program requirements for coding, billing and reimbursement are too 
complex. Moreover, hospitals are frustrated by the continual revision of those 
requirements. As a result, the administrative expense required for outpatient 
services is perceived to be high. 

Finally, the current Medicare outpatient system is too complicated — the system 
has roughly a dozen different ways of determining payment. Subsequendy, 
hospitals cannot determine what they will be paid or should be paid for 
delivering services. This limits the abihty of hospitals to manage the costs of 
these services. 

The AAEEH has offered to provide input to HCFA on its outpatient PPS plan 
as it is being developed. Most recendy, we have asked the chief financial officers 
at each member facility to provide the Association with input on a number of 
matters in which we feel we can make a contribution to HCFA's proposal, 
especially in terms of evaluating possible grouping techniques, the framework 
for expenditure controls via volume performance standards, the design of 
possible payment adjustments, i.e., teaching, specialty care, and bundling. 

While these constructive discussions between HCFA, the AAEEH and other 
hospital associations are proceeding, no specific outpatient PPS plan has been 
completed, nor is a plan ready for implementation. This delay — though 
judicious in order to assure the development of an equitable, workable plan — 
makes it all the more important for Congress to re-instate retroactively until 
December 31, 1994 the Medicare payment adjustment for qualified eye and ear 
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specialty hospitals and to extend it for another five years or at least until an 
outpatient PPS system is in place. In the meantime, the AAEEH will continue 
to work with HCFA on this very important initiative. 

In its April, 1989 report to Congress, the Prospective Payment Assessment 
Commission (ProPAC) recommended that Medicare payment for ambulatory 
sui^ical procedures performed in eye and ear specialty hospitals be the same as it 
is for other hospitals. According to ProPAC’s analysis, eye and ear specialty 
hospitals' costs are comparable to those of other hospitals within their peer 
group (i.e., urban teaching hospitals). 

ProPAC did, however, conclude that eye and ear specialty hospitals are 
potentially more vulnerable to changes in Medicare outpatient surgery payments 
than other types of hospitals even though they may have comparable costs. 
According to ProPAC, there are three compelling factors which demonstrate the 
potential vulnerability of eye and ear specialty hospitals to changes in Medicare 
outpatient payment policy. First, eye and ear specialty hospitals' relative 
proportion of outpatient services versus other services is high; second, the 
majority of eye and ear specialty hospitals' cases are in the payment groups that 
sustain the greatest reductions under current Medicare payment policies, and, 
finally, eye and ear specialty hospitals' proportion of Medicare utilization is 
higher than other acute care hospitals. 

Under the FY96 first concurrent budget resolution, this Committee has been 
instructed to recommend policy initiatives to reduce the growth in Medicare 
payments by $270 billion over the next seven years. The vast majority of these 
cuts will come from payments to hospitals. And, a large portion of these savings 
will probably be achieved by cutting payments to hospitals for outpatient 
surgery and services provided under Medicare Part B. 

According to the Health Care Financing Administration, Part B spending is 
expected to grow at a rate of more than 13 percent in FY95, with growth rates 
between 11.5 percent and 13.5 percent for the rest of the decade. Growth rates 
for outpatient hospital spending are experted to exceed 14 percent over the next 
five years, the fastest growing portion of Part B spending. Given these trends. 
Congress is expetted to severely cut back on Medicare Part B spending. 
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Unlike other institutions, eye and ear specialty hospitals have less flexibihty to 
respond to shortfalls in Medicare payments because most of their patients are 
Medicare beneficiaries — outpatient revenues generally account for 50 percent or 
more of their total operating revenues. There is little, if any, margin of error 
since these facilities have a very limited ability to recover losses from other 
sources. 

Clearly, 'further outpatient payment reductions will cause irreparable harm to 
eye and ear hospitals, harm that its unavoidable even given prudent management 
decisions by hospitals and efficiency initiatives on factors within their control. 
The combined effeas of Medicare payment reductions and the reality of losing 
the 75%/25% payment adjustments could indeed threaten the very existence of 
the nation's eye and ear specialty hospitals. 

The AAEEH understands the need for cost-effeaive hospital operations — we 
have led the way in that regard. At the same time, we want to make sure that 
we are able to continue to provide the highest quality of health care possible for 
the Medicare beneficiaries we have served over the years. Extending the current 
Medicare payment adjustment for qualified eye and ear specialty hospitals will 
greatly assist our institutions in fulfilling our missions to provide this specialized 
care. 

POSITION 

As you consider proposals and alternatives to reform the Medicare program, we 
urge you to give serious consideration to the role of the eye and ear specialty 
hospital and the benefits of hospital outpatient service care. We know what 
those benefits are and so do our patients. Our cost saving and quality care 
techniques are real, quantifiable and, we believe, have merit for your 
consideration. 

Because eye and ear specialty hospitals are particularly vulnerable to changes 
in Medicare outpatient payment policy and because they represent premier 
centers of excellence in their medical specialty the American Association of Eye 
and Ear Hospitals requests your support for legislation that will re-instate the 
Medicare outpatient payment adjustment that qualified eye and ear specialty 
hospitals received as of December 31, 1994, and extend that adjustment for five 
years or at least until Congress implements an equitable prospective payment 
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system for ambulatory surgery and services that adequately recognizes the 
unique characteristics of these institutions. 

CONCLUSION 

The American Association of Eye and Ear Hospitals and its member institutions 
appreciate this opportunity to share with you and Members of the 
Subcommittee our thoughts on Medicare outpatient payment reform and our 
proposal to re-instate retroactively the Medicare outpatient payment adjustment 
for qualified eye and ear specialty hospitals. 

We respectfully request that as you contemplate changes in the Medicare 
program that you give serious consideration to our positions. We are confident 
that you will agree that our proposal is a credible way to protect one of the 
elements of the nation's health care delivery system that is the best that 
American medicine has to offer. 

The AAEEH looks forward to working with the Members of the Subcommittee 
and their staff on these very important matters. Thank you. ' 
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AMERICAN EEDERATION OF HOME HEALTH AGENCIES, INC. 
1 320 Fenwick Laiw * Suite 100 • Silver Spring. MO 20910 
PhonoOOl) 588-1454 l-nx(30l) 5SS4732 


The American Federation of Home Healtli Agencies, a national association representing Medicare 
participating home liealth agencies, believes that Congress has a somewhat schizophrenic attitude 
towards the Medicare home health benefit. On one hand. Congress tells us that they understand 
why home care has grown and they are enthusiastic in support of the benefit... but at the same lime 
there is a conflicting current that says, in effect, "home health is growing fast so wc must shoot it." 


CONGRESS SHOULD BE PRAISED FOR CREATING 
A SUCCESSFUL HQM£HEALTH_BENEF1T 

Congress and the Clinton Administration have expressed concern about the recent growth of the 
Medicare home health benefit. Rather than regard this growth as a problem that must be attacked 
with imposition of bundling, beneficiary copayments or other artificial utilization controls. 
Congress should build on the great success of the home care benefit. 

Hospital prospective payment (PPS), passed by Congress in 1982, has worked just as Congress 
intended it to woric. It has resulted in die discharge of Medicare beneficiaries to the home and other 
outpatient settings more quickly and in a poorer state of health. 

The growth of Medicare home care stems from a variety of factors, primarily: 

1 . Reimbursement changes, noted above, leading to the early discharge of Medicare patients 
from hospitals; 

2. Technological advances which have given home health agencies the ability to provide all 
health services short of surgery in the home; 

3. The aging of the American population, as well as an increase in the average age of home 
health recipients, which is now approximately 79 years of age; 

4. Strong family and patient preference for cost-efTcciive family-oriented home care services; 
and 

5. A 1988 Federal court decision (Du ggan v. Bowen) that reversed restrictive Federal policies 
which denied home heaidi services to a number of otherwise eligible beneficiaries on the 
claim that they were in effect "loo sick" for home care. 

In addition to the overall growth of the home health benefit, per patient utilization of Medicare 
home hcaldi servicc.s has increased, from an average of 23 visii.s in 1980 to 53 in 1993. There are 
considerable slate and regional variations in utilization paitems, as indicated by attachment #2. 

No doubt there are home health agencies which have engaged in what could be considered 
"overutilization." Home health utilization must be appropriate; it is and should continue to be the 
duty of The Healtli Financing Administration (HCFA) and its intermediaries to en.sure that tlie 
number and type of visits provided aie appropriate. 

Some in Congress and in the home health industry, however, may jump to the conclu.sion that " too 
many" visits arc being provided in the high utilization states rather tlian perhaps " too few " visits are 
being provided in the states ranked near the bottom in utilization. Wc do not have a definiiive 
explanation for the variation but we do have strong indications that there are legitimate reasons for 
the regional variations and iliat there is a correlation between utilization and outcomes. 

I. Two articles in the Fall 1994 issue of the Health Care Financing Rev'iew . published by HCFA, 
indicate the following: 

(A) Greater per patient utilization of home care may be associated with better patient outcomes, 
as indicated in a comparison of Medicare HMO patients with Medicare patients receiving 
services from fee-for-scrvice home health agencies. Fce-for-service agencies provided 
significantly more visits and demonstrated significantly superior outcomes for 
beneficiaries. ("Home Health Care Outcomes Under Capitated and Fee-for-servicc 
Payment," Sliaughnessy, Schlenker, HitUe, p, i87-p. 221); 
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(B) Higher utilization of Medicare home health services is directly related to: 

0 the number of medical conditions and diagnoses a patient has ever had; 

0 patients who have three to five deficiencies in activities of daily living (ADL); 

0 beneficiaries who live alone; 

0 raci^ minority status; 

0 low income, as indicated by Medicaid eligibility, which in turn is related to poorer hcaltli 
status and higher morbidity; and 

0 the number of nursing beds in the community - home health utilization is higher in 
communities with fewer nursing home beds. 

("A Profile of Home Health Users in 1992," Mauser, Miller, Fall 1994, p. 17- p. 33) 

II. According to a September 30. 1994, study (Patient. Agency, and Area Characteristics 
Associated with Regional Variation in the Use of Medicare Home Health Services ) prepared by 
Mathemaiica Policy Research. Inc., a rc.search firm which frequently contracts with HCFA; 
"Resolution of the 1988 Du ggan v. Bowen lawsuit led HCFA to clarify home health regulations in 
mid- 1989... (T)here is anecdotal evidence that a substantial number of agencies have not attempted 
to make use of these clarifications because they still operate under the .specter of the high denial 
rales of the mid-1980s." (p. 8). 

The foregoing would indicate Uiat many home health agencies ntay still be self limiting the number 
of visits provided, out of fer.r of denials. If providers .self limit and do not exercise Medicare 
appeals rights on behalf of beneficiaries or on their own behalf, the number of visits per patient 
may well be artificially low compared to areas where home care providers and physicians ( i ) have 
adopted practice patterns which encompass revised and more expansive HCFA coverage criteria, 
and (2) vigorously exercise their appeals rights. 

The Maihematica report tends to confirm a number of Mauser’.s and Miller’s conclusions, noted in 
I.(B) above, wiili respect to the factors which are found in conjunction with high home health 
utilization in some states and areas of the country. Among the correlations Mathemaiica found are 
the following: 

0 Home health beneficiaiies in the South Central regions are "more likely than average to 
have primary diagnoses... of diabetes or hypertension and other cerebrovascular 
conditions,... were also much more likely to have a secondary diagnosis of incontinence.., 
(I)ncontincnt patients are more likely to ^vclop dicubitus ulcers... that are difficult to heal 
and, if caiheierizcd, arc more likely to develop frequent urinary tract infections... (and) 
were... somewhat more likely than average to have a secondary diagnosis of malnutrition 
or dehydration, an indication of poor health status." (p. 34). 

o The percentage of elderly living in poverty Is highc.st in the South Central region, and 
"Low income is often associated with poor health and may increase the use of home health 
care." (p. 37). 

0 Racial minorities, a significant pcrcenmgc of the population in most high utilization regions, 
are more likely to use home health services and to receive more visits than non-minority 
patients, (p. 34). 

Mathemaiica also corroborates the link between the number of nursing home beds in a community 
and home liealtli utilization, stating: "...(l)f nursing home beds arc scarce, beneficiaries arc more 
likely to use home health care (either while awaiting nursing home placement or instead of nursing 
ijome placement). Similarly, if ho.spitals have very high occupancy rales, they may be inclined to 
discharge patients sooner and wiili greater posihospiial home health needs than otherwise." (p. 7). 

Mathemaiica adds: "In addition, alternative providers (such as nursing homes) may be unwilling to 
serve a particular type of patient (for example, ventilator-dependent patients or patients with 
dementia) if they do not perceive them.selves as adequately compensated fi)r caring for that type of 
patient or if they do not have the specialized resources the patient needs. Care for some of these 
patients may then fall to home henl^ agencies, if the patients abo have skilled needs." (p. 7). 
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Home Care Is Cost-Effective Even For High-Utilization Beneficiaries 

Home health care is cost effective even for the most frequent users of services -- those beneficiaries 
who receive more than 150 visits per year. According to Mauser and Miller, for this category of 
patients, tlic average number of visits received in 1992 was 250 and the average total 
leimbursemen! was $12,276.00. {p. 2). 

We would contend that this is a great cost effective bargain for the American taxpayer. A patient 
requiring 250 visits a year i.s a very sick patient. If such a beneficiary i.s unable to get vital services 
in the home, he or she will end up in an institutional .setting at a much gieater co.st to the Medicare 
program and the American taxpayer. Hospitals and skilled nursing facilitie.s could not begin to 
provide substitute care at anywhere near the home health agency's level of cost effectiveness. 


A COPAYMENT ON COST REIMBURSED MEDICARE HOME HEALTH 
SERVICES BURDENS BENEFICIARIES AND PRODUCES 

triTLE BUT ILLUSORY SAVINGS 

Imposition of a copayment on the Medicare home health benefit may at first glance appear to 
fumisli an easy and fair source of revenue. Congre.ss may look at other Medicare benefits like 
hospital and skilled nursing facility service.s, .see a requirement for cost sharing that has .saved the 
program money, and assume the same would be true if a copayment were applied to the home 
health benefit. 


A copayment cannot be applied soundly in the context of a co.st reimbursement system since all 
reasonable and allowable expenses incurred by a home healtli agency in the process of furnishing 
services to Medicare patients, including those as.sociated with the copayment, are costs that accrue 
to the Medicare program. 

A copayment imposed on the current Medicare home health reimbursement structure will have 
perverse unintended consequences. Tlie most cost effective providers will be disproportionately 
disadvantaged . Tliis will occur because copayments arc likely to be ba.sed on average costs per 
visit, the model that has been incorporated into numerous deficit reduction and health care reform 
bills. 


To illustrate the perverse impact, if the average skilled nursing visit cost is $80.00, a 20 percent 
copayment would be $16.00. This copavmcnt amount would represent 27 percent of the per visit 
costs Qf aD_extremelv efficient home health agency which provides a .skilled nursing visit for 
$60.00, but only 16 percent for a high cost agency which provides a skilled nursing visit for 
$100.00. The lower an agency.'s_CQSt. the greater flie_copaymeni burden . This situation will no 
doubt serve as an incentive for providers to allow tlicir costs to move up to the cost limiLS. 

In addition, the savings projected by beneficiary copayments are little more than illusory when 
applied to a cost reimbursed benefit. In scoring a home health copayment, it would appear that the 
Concessional Budget Office iCDO) failed to take into account provider behavioral changes that 
inevitably will occur if a copayment is impo.scd on the cunent reimbursement .system. These 
changes, which are totally predictable, would rc.suli in new expenses for the Medicare program in 
the form of reasonable costs incuiTcd by Iiomc health agencies. Among tlic.se arc; 

0 hiring of new staff to peiform ilic copayment billing and collection function: 

0 purcha.se or lease of new equipment, .software, and supplies to assist in performing tiie 
collection function: and 

0 liie intcrc.st cost of loan.s secured to ''’'-jw the home care agency to continiic operating while 
attempting to collect copayments f. .i bencficiarie.s, tliird party pa> -- : s. the Medicare 
program, and other Fedeial and state programs. 

CBO scoring mu.st also take ijito account the replacement value of home health care. Patients not 
receiving medically ncce.ssary services at home will end up utilizing more costly hospital and 
nursing home services at a greater co.sl to the American taxpayer. 

In addition to imposing an enonnous administrative burden, the co.sl of which will accnie to 
Medicare, copayments will represent .small amoiinis and will cost more to collect than the amount 
of the copayments. 

Truth in scoring demands that the above-mentioned factors be taken into consideration by 
Congress, CBO, and tlie Administration. 


Senate and House Budget Committee documents propose bundling post-acute care services, 
including up to 60 days of home health care as well as all post-hospital SNF and rehabilitation 
services, onto the hospital DRG payment. Such a change in Medicare beneHt and payment policy 
would make hospitals responsible for these services, supposedly correct the incenuve hospitals 
currently have for discharging padents early to other settings, and save signiricant sums of money 
for the Medicare program. AFHHA has serious doubts about the validity of many of the 
assumptions underlying tlie bundling proposal. In addition, we are concerned about the negative 
consequences for Medicare patients and the freestanding home health industry that would result 
from adoption of such a scheme. 

Among our concerns ate the following; 

- Medicate DRGs, designed for inpadent hospital care reimbursement, arc not an accurate 
indicator of the need for post-hospitai services. 

- Oitly a small percentage of Medicare hospital DRG admissions are associated with post- 
hospital services. 

- Many hospitals, especially rural facilides. will not be able or willing to assume the 
financial responsibility of arranging for post-hospital service, especially for an indefinite 
period of time. 

- Contrary to Congiessional budget committee claims, bundling will not lead hospitals to 
retain padents longer, but rather will extend current incendves for limidng inpadent cate to 
post-hospital services. 

■ The bundling proposal is monopolistic and anti-compeddve. and would have the effect of 
enfranchising hospital systems as the sole deliverers of post-hospital services. 

- Bundling is anti-small business, and would lead to the destruedon of a large percentage of 
the post-hospital infrastructure that currendy provides home health, SNF, and rehab 
services in the community, 

- Bundlirig is anti-patient freedom-of-choice, locking beneficiaries into the providers and 
modalities of care dictated by the discharging Itospital. 

- Bundling forces all Medicare beneficiaries who happen to be hospitalized into managed care 
whether or not they wish to be in a Medicare managed care system. 

- Contrary to Congressional claims diat bundling would take health care decisions out of the 
hands of government bureaucrats and turn .such decisions over to health professionals, in 
reality bundling would have an opposite effect. It would take health care decisions out of 
the hands of physicians and other health care professionals and turn them over to hospital 
financial managers. 

Many of the above points are the very arguments that Republicans u.sed so successfully against 
President Clinton's health care reform bill last year. Republicans charged that the President's plan 
was anti-competitive and would deprive consumers of freedom of choice of provider. The same 
charges can be leveled against the post-hospital bundling proposal. It is significant that House 
Speaker Newt Gingrich has stated on a number of occasions that he opposes forcing Medicare 
beneficiaries into managed care against their will. Post-hospital bundling would not appear to be 
consistent with this position. 


AFHHA advocates the application of market-based principles to the Medicare home health benefit, 
as a means of reducing inefficiency, providing incentives for cost-effectiveness, and reducing the 
cost of the program for taxpayers. Specifically, we have proposed replacing the current 
retrospective cost-based reimbursement system - a system inherently devoid of incentives to 
providers to reduce costs and increase efficiency - with a prospective payment system (PPS). 
Home health is still one of the few services not reimbursed prospectively by Medicare, There is 
widespread agreement .rniong experts diat the prospective system u.sed for hospitals has resulted in 
significant program savings over the last decade and that similar savings could be achieved in home 
health. 
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In recent years Congress has twice indicated its desire to move the home health benefit off of the 
current antiquated reimbursement system. In 1987, it mandated a PPS demonstration which is still 
in progress and just now entering its second phase. In 1990, Congress directed HCFA to develop 
an alternative reimbursement approach for the home health benefit by October 1993. Although 
HCFA failed to meet this deadline, it has recently promised Congress a proposal by 1997. 
AFHHA believes we cannot afford to wait until 1997. 

We have expended considerable time and resources in conducting expert actuarial analyses of 
HCFA's home health care cost data and formulating a legislative proposal that replaces the cost- 
based system with PPS. This proposal was incorporated into the Pcnny-Kasich and Kerrey-Brown 
deficit reduction amendments in 1993. It was also a pan of two sub.sequent Republican budget 
resolutions. AFHHA believes the proposal has as much merit today as it did in 1993; indeed, the 
factors commending its adoption are far stronger today than they were in 1993. 

The proposal would replace the current retrospective cost-based reimbursement methodology with 
a standard payment rate, prospectively determined, for each visit for each type of service. This 
PPS model is designed to promote the cost-effective delivery of quality services to Medicare 
patients and to reduce unnecessary regulatory burdens on agencies such as fiscal intermediary 
micromanagement of agency business decisions and practices. 

The standard payment rate system, like the hospital inpatient prospective payment system, would 
be more effective than the current cost-based system in controlling costs. Because payment is made 
for the actual costs of services (up to a limit) the current retrospective system i.s inherently devoid 
of incentives to minimize costs. The standaid payment rate system, utilizing fixed payment 
amounts, would give providers incentives to maximize efficiency and minimize costs. The benefit 
to Medicare would be program savings. 

Further, under the proposal mcuiy of the administrative burdens that are pan of the cost-reporting 
system would be reduced. Providers would still be required to make reports to HCFA through the 
fiscal intermediaries, but the reporting would be simpl^ed. 

Under the proposal an individual's eligibility for home health services under Medicare and patients' 
access to services would not be changed in any way. Neither would the proposal affect quality of 
care or utilization of the benefit. 

Specifically, the proposal would: 

* establish the base per visit rate for each type of visit at 93 percent of the mean of the labor- 
related and nonlabor costs of that type of visit, adjusted by the area wage index; 

* update the per visit payment rales annually based on the home health marketbasket increase; 

* as under present law, provide for an add-on for certain noii-rouiinc medical supplies 
identifiable as services to an individual patient (other than medical equipment, ortholics, 
and prosthetics) associated with skilled nursing visits; 

* provide for the development by the Secretary of a system whereby an aciuarially sound 
random sample (not more than 5 percent) of home health agencies is required to file full 
cost reports each year for the puipose of enabling Congress and HCFA to compare tlie 
actual costs of agencies with the standard payment rates; 

* provide for tlie development by the Secretary through regulation of a simplified cost report 
for the same puipose stated above for the remaining 95 percent of home health agencies; 

* provide for cxccpiion.s and adjustments to the payment rates (waiver) as Uie Secretary 
deems appropriate to take into account the special circum.stance.s of only those home health 
agencies whose actual costs significantly exceed the standaid payment rate amounts for 
reasons beyond the control of the agency. 

While the government and the taxpayer realize genuine program savings, iho.se HHAs who work 
to reduce their costs and promote efficiencies will be rewarded. Unlike the current sy.stem, the 
prospective payment system will foster efficiency by eliminating needless and time-consuming 
reporting and regulatory burdens. Even those agencies whose co.sts arc above the p: meni rates - 
and there will be some, just as there are already agencies with co.sts above the caps - will be 
advantaged by being liberated from these burdens. 

Ill addition to developing this proposal. AFHHA continues to work with other national and state 
home health associations, including through the "PPS Workgroup," on the development of a joint 
industry proposal that address Congress' concerns and ensures the benefit makes sense for 
beneficiaries, providers, and the Medicare Trust Fund. 
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KEEPING MEDICARE AFFORDABLE 
RECOMMENDATIONS OF THE 
AMERICAN SOCIETY OF INTERNAL MEDICINE 


Intretiuclign 

1 Thirty yeare ago, the Medicare piogram was created to ensure that the nation’s elderly would not 

2 be denied medical care when they needed IL Today, almost all Americans over 65 feel secure in 

3 the knowledge that health care senrices will be accessible to them. The Amertean Society of 

4 Internal Medicine, representing the nation's largest medical specialty and the principal providera of 

5 medical care to Medicare beneficiaries. Is committed to pres^ng this contract with older 

6 Americans. However, In the face of changing demographics, burgeoning costs and the need to 

7 restrain overall federal spending, the Medicare program-as well as all those affected by Its 

8 polldes-is facing an unprecedented challenge. 

9 

10 If no acOon Is taken, the hospital skta of Medicare will go broke In less than a decade, the 

11 supplemental medical insurance portion of Medicare will consume increasing amounts of the 

12 federal budget and beneficiaries may face Increasing difficulty in obtaining needed health care. 

13 This Is dearly not a viable option. 

14 

15 Policymakers could continue with the historical approach to attampting to reign In Medicare's 

16 costs-enacUng cuts In provldsr payments and Imposing increasing regulatory rules on the 

17 program as part of massive year-end burigat racondliation measures. This, of course, does not 

18 address the underlying reasons for Increasing costs under the program and will tmly senre to 

19 exacerbate many of the growing problems In Medicare. 

20 

21 The third option Is to reform the Medicare program so that Its flnandng Is placed on a sound 

22 basis and to Introduce the kind of marketplace incenUves lhat have enjoyed success in the prlvale 

23 sector In holding down the growth of health care costs. ASIM strongly believes that this Is the 

24 only option that Congress should consider. 

25 

26 ASIM recognizes the urgent need for reforming the Medicare program a.Td restraining growth In 

27 spending under other federal health care programs. Ueally. these changes should be made in 

28 the context of other health system reforms. Medical liability reform. Insurance market retonn, 

29 measures to broaden and protect choice of plan and physician, and ensuring due pnrcess for 

30 patientB and providers In health plan operations and clinical decisions are Important system-wide 

31 raforms that will foster an environment In which changes In Medicare will have a positive Impact. 

32 Nevertheless, these recommendations are ASIM's response to policymakers calls for proposals to 

33 address the need tor fundamental changes in the Medicare program so that It may continue to be 

34 a rellabla source of medical care tor the nation's efderty well Into the new century. 

35 

36 The recommendations propose both Immediate changes that can be made In Medicare financing 

37 and the current Medicate risk contracting program as well as longer temn reforms to expand 

38 bensflciaiies' insurance options through enactment of a defined federal contribution piogram. 

39 

40 Changing the Medicare Financing System 

41 

42 Last December, a report on antitlemant retonn options was Issued by staff from the Bipartisan 

43 Commission on EntlUsmsnt and Tax Reform (hereinafter referred to as the Commission). That 

44 report kfentifisd a number of measures that could be enacted In the existing Medicare program to 

45 stem the Imbalance In funding. Among those Improvements ASIM supports are; 

46 

47 1 . Increasing the ellQlbllltv aoe tor Medjcare to align It with elloibllHv for Social 

48 Securitv. It would make sense, berth financially and administratively, to couple the 

49 eligibility age tor Social Security with that tor Medicare. However, such a change 

50 must come In concert with Insurance market retonns and other measures to assist 

51 those elderty under 67 with chronic, but not disabling. Illnesses In maintaining 

52 Insurance coverage. 

53 

54 2. Increasing the amount contributed by upper Income beneficiaries to financing 

55 the Medicare system. The Commission staff proposed reducing the Part B 

56 premium subsidy and creating a new Part A premium Indexed according to growth 

57 In program costs. ASIM believes this premium should Instead be indexed to 

56 income. This would avoid imposing an excessive burden on those with modest 

59 means while concomitantly calling for appropriate oontributlons from those with 

60 greater ability to finance their health cars. 

61 
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1 3. aPDlvInQ the Part B coi nsurance to home health servICBS. Current law requires 

2 no cost sharing by beneflciatles for these services. Home health care has been 

3 among the fastest growing parts of the Medicare budget and cost sharing has 

4 been demonstrated effective In stemming overutilization of services. 

5 

6 4. inciudino In taxable income the value of health insurance benefits beyond a set 

7 vatue of Insurance premium. Today, employers and workers benefit from a system 

8 that gives preferential tax treatment to high cost heaith plans. Placing a limit on 

9 the tax deductibility of such heaith Insurance will promote the purchase of ccst- 

10 effective but moderately priced health plans and would bring in significant revenue 

1 1 into the health care financing system. 

12 

13 5. Ilmitino disproportionate h ospital share (DSH) payments only to those facilities 

14 that. In tact, care tor a disproportionate share of Medicare oaMents. The 

15 Commission staff report died studies showing that DSH payments, intended to 

16 compensate hospitals for senrices provided to low income individuals, have been 

17 used by some states for purposes beyond Its original intent. Without harming 

18 those hospitals truly in need of these payments, the fonnula should be changed- 

19 e.g. elimination of OSH payments for hospitals whose disproportionate share index 
Is bdlow the 80th percantile-to avoid Inappropriate uses of federal payments. 

1 

In accord with ASIM's longstanding policy that Medicare tnjst fund reserves should be augmented 
through a combination of expenditure reductions, program efficiencies and revenue Increases, 
ASIM also supports: 

8. Increasing federal excise taxes on alcohol and tobacco If the revenues from 
changes Identified above prove inadeguale to finance an appropriate level of 
beneto. Not only would these additional revenues help to support the program 
but they would discourage certain behaviors that result in increased public and 
person^ health costs. 

ASIM believes it is time to rethink Medicare funding of graduate medical education, not simply as 
a device to reduce federal spending, but in order to respond to the changing health care delivery 
environment and to ensure that all components of the health care system that benefit from highly 
trained physicians contribute to the cost of their education. To those ends. ASIM supports: 

7. creation of a national all-paver funding pool for GME. All payers and health 
plans should contribute a percentage of their premiums to a financing pool for 
graduate medical education. Until now, no one has asked heaith plans and 
insurers to help support the cost of training this nation’s physicians. However, 
given Medicare's financial condition, the federal government can no longer be 
viewed as a major source of funding for the future supply of doctors. 

8. creation of a private sector physician workforce planning initiative. The 
American Medical Association has proposed that a tasktoree be established with 
participation of both public and private sectors to offer recommendations to 
Congress about the physician workforce supply and the future of GME. If the all- 
payer GME pool Is established, such a task force will be necessary to advise how 
the funds In the all-payer pool would be distributed. 

9. increasing the direct GME weighting factor for gene ral internal medicine and 
other Ptimanr care residency positions while decrea sing the weighting factor for 
others . Currently, direct medical education payments are based on hospital- 
specific, per resident costs mulUpllsd by the number of residents. Proposals have 
been offered In past Congresses to reimburse hospitals more for primary care 
residents than tor specialty residents in order to encourage training of more 
primary care physicians. The need for more primary care physicians has grown 
with the Increase in the elderly population as well as with the desire of health plans 
tor physicians to manage the care of their enrollees. Alterations in the financing of 
medical education will encourage changes in training programs to meet those 
needs. 

10. decreasing the number of funded residencv positions to 1 iO percent of U. S. 
medical sehrxil oraduates. The Physician .Payment Review Commission has 
recommended that the number of funded residency positions in the United States 
be reduced In order to respond to the tact that the country Is facing. In general, an 
excess of physicians. By taking this action, the U. S. would cut the oversupply of 
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1 physicians whiie at the same time-if the other steps are taken-increase the 

2 proportion ot primary care physicians relative to the population. 

3 

4 InatlUIng Market-baaed Ineantivaa In the Madleara Program 

5 

6 The Medicare risk contracting program was intended to encourage heatth plans to control 

7 utilization of senrices and, sub^uantly, costs. Because ot flaws in the fonnula for paying risk 

8 contracting plans and because healthier beneficiaries are more likely to enroll In these heatth 

9 plans than other beneficlatiae, the risk contracting program has not been as successful at 

10 reducing Medicare spending as originally anticipated. 

11 

Again, steps can be taken to improve this existing mechanism designed to enhance market 
competition until more substantial reforms are Impemented, These Include: 

1. chanolno the adjusted averaoe per c apita cost (AAPCC1 formula used to oav 
health plans. The current AAPCC Is based on historical, fee-for-servica costs In an 
area resulting in ovargenerous payments to health ptans In high cost areas and 
modest payments to health plans In regions where health care costs have been 
kept relatively low. The AAPCC should reward cost effective health plans In areas 
with historically low utilization rates Instead of penatizing such plans with less 
generous AAPCC payments. 

2. aPDlvinQ risk adlustments-auch as severltv ot lllnas s-in setting payments to risk 
contractlno plans. This change should be coupled with other reforms In the 
AAPCC to avoid driving away from the program managed care plans that might 
attract more seriously ill patients and to make regional plan payments more 
equitable. 

3. broadening managed care choices for benefldarles to Include HMOs with polnt- 
of-servlce and orelBtted provider oroa nhaMnns fPP Qsl. instead ot IlmItInQ 
oartlcloatlon only to health plana that require beneticlafies to obtain services from 
contracted Dhvsldana and other orovldare. Under the cunent risk contracting 
program, beneflclaties have a limited range of health plans from which to choose 
and are precluded from taking advantage of the numerous managed cam products 
that have arisen in recent years In the private market. 

4. reaulrlng that benefl darles be provided oomparallve Information concemlno all 
Medicare risk contractina plans that are available to them. Inordertor 
benefldafles to make fully Informed choices about their health plan, they should be 
provided sulfldent data that will enable them to compare these plans on costs, 
physicians and other providers, quality and benefils, 

5. Qlvina beneticlailes one ODPortunilv per enrollment year to dlsenroll from a plan 
within 60 da ys ot enrollment. Once a beneliciaiv has been In a Plan over 60 days, 
he or she shou ld be require d to wall until the next open enrollment period. Under 
cunent law, beneficiaries may dlsenroll from a health plan with only a 30 days 
notice. This makes It difficult for many risk contracting plans to anticipate costs for 
s health plan year. It is also contrary to most enrollment policies effedive In ttie 
private eector which call for enrollment or dlsenrollment during a particular 'open 
season'. Asking beneficiatles to stay with a plan until the next open season once 
they have been In a plan for two months would offer additional stability to a risk 
contracting plan without limiting too severely beneticlailes’ ability to change their 
mintls about managed cars. Such a requirement would make Medicare more 
consistent with the private sector In which workers are required to make an annual 
selection of a health plan and to stay wigi|that plan for an entire year. Limiting the 
dlsenrollment opportunity to one per year would also prevent cases in which 
people Jump from plan to plan every so often prior to the 60 day deadline. 

Medteare p^nts should accept the same degree of responsibility In choosing a 
health plan that is expected from thoee under 65. 

6. mandaBno reasonable, non-ounitive Increases In premiums and other cost 
sharlnQ tor beneficiatles who choose to remain with the traditional tee-tor-servIce 
Medtaare orooram. WHh improvements In the risk contracting program, it is 
reasonable to expect that thoee who ciraose to remain with the higher cost fee-for- 
setvlce side of Medteare should bear a portion ot those higher expenditures. 

Medicare Vouchers 
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1 Making changes In the existing ISe-for-seivIce Medicare program and Improvements In the cuirem 

2 risk contract program will help to stabilize the program lor the short term. However, to achieve a 

3 system that relies on competition to control costs and broaden beneficiaiy choices, that instills 

4 Individual responsibility for the appropriate use of 'acan» medical resources and that assures the 

5 long term survival of Medicare, major restructuring of the program will be required. One way to 

6 do this is for the government to offer beneficiariea the opportunity to take a defined government 

7 contrtbution-or voucher-and purchase private Insurance coverage with those funds, 

e 

9 ASIM supports creation of a voucher system and believes that the following elements are 

to necessary to any voucher program designed lor Medicare to ensure that beneficiaries have 

1 1 access to the widest range of cost-effective, high quality health plans, physicians and providers. 

12 

13 1 . Medicare beneficiaries should be given the option of stavino in the current 




Transition to a voucher program should be done gradually to account for the fact that some areas 
of the country may not have the degree of managed cars penetration necessary to make 
competition among health plans work. Retaining traditional Medicare would pr^de reassurance 
to beneficiaries while sen4ng as a spur tc voucher plans to make their products attractive enough 
to encourage enrollmant by Medicara ractpienta. 


I l ' .Wgn.! 




Dooulatlon. 

Under the present Medicare system, beneficiariss are entitled to receive all covered benefits from 
any provtder of their choice. A voucher system could undennine this basic premise rrt the 
program. If the voucher is Inadequately funded, some beneficiailes may be compelled to select a 
plan that llmita the physicians and providers they may see for services. Adequate choice of 
physician and health plan can be promoted by offering beneficiaries a wide menu of plans and by 
establishing the federal contrlbutlan at a level that does not force patlenis to choose the cheapest 
plan available, as discussed below. By requiring voucher plans that use a network of physicians 
to offer enrollees the opportunity to buy a point-ot-servtoe rider, enrollees who want the flexibility 
to go outside the network will be able to select this option while those beneficiailes who wish to 
choose a closed-pansi HMO may do so. In addit/on, a PCS rtder requirement tor all health plans 
with restricted provider networks might amellorats adverse risk seiecUon arising from the tendency 
of very ill beneficiailes In an area tc gravitate toward traditional Medicare and/or one plan with 
polnt-of-seivlce. 


aoducaWfl: 
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1 since 1987, ASIM has supported the concept of medical savings accounts and the Idea of 

2 integrating medical savings accounts into an overall health system In which people could choose 

3 among a variety of health plans, including medical savings accounts. These accounts are useful 

4 as part of a continuum of health care coverage options, parUcularfy for their Impact In enhancing 

5 consumers' awareness: of the costs of health care. 

6 

7 ASIM feels strongly, however, that MSAs should not be used as the sole source of health care 

8 coverage but should be established in concert with a catastrophic health insurance policy. 

9 Furthennore, ASIM agrees with the concerns of some MSA critics that these accoums would 

10 adversely affect community rating of Insurance and diminish the potential for widening insurance 

1 1 coverage. Ways to amaliorata these effects include ensuring that money in an MSA be used only 

12 for health care, including long terni care, and making MSAs available for purchase only through 

13 purchasing groups to address problems with community rating. 

14 

15 Because MSAs appeal to so many patients and physicians. ASIM believes efforts should be made 

16 to Include them in the menu of coverage opbons available to beneficiaries. To make medical 

17 savings accounts a reality under the Medicare program, however, will require many more 

18 provisions than the outllna provided above. ^IM Intends to develop additional policy concerning 

19 implementation of MSAs in the months ahead. 

4. Voucher clans should be reoulrad to accept all aoDlicants durtno an open 

enrollment period to minimize adverse risk selection. Beneficiaries should be 

allowed one opoortunilv per enrollment year to dlsenroll from a plan within 60 days 

of enrollment. Once a benefidarv has been in a plan over 60 days, he or she 

should be reoulrad to wait until the naid open enrollment period. Beneliciaties 

should be exollcitlv Informed of this reoulrement bv the health plan and should be 

reouired to slon a written acknowledoement of the condIBons of enrollment. 

A reinsurance mechanism should be available to those plans subject to adverse 

risk selection or to a sudden influx of voucher enrollees whose previous plan has 

gone bankrupt. 

Another set of problems related to choice of physician and plan has to do with the response of 
health plans to those beneficiaries holding vouchers. To avoid cimumstances In which health 
plans sought to avoid covering the very III, all plans should be required to enroll any beneficiary 
with a voucher who seeks entrance Into the plan. On the other hand, mandated acceptance and 
the ability of banaflciaries-under cunent Medicare risk contract mles-to enroll and dlsenroll 
outside of any prescribed enrollment period leaves plans vulnerable to unanticipated costs. In 
such a scenario, beneficjaries' right to choice of plan/physician confiictB with health plans’ needs 
to maintain their cost and utilization control. The Congressional Budget Otllca has suggested that 
an annual enrollment period with a point-of-servtce policy 'would pennlt Medicare enrollees to go 
to providers outside [a managed cate plan's] panel when they wanted to and yet It need not 
Increase benefit costs for either the [the plan] oi Medicare.' To avoid ctrcumstances in which 
benaflciarfes enroll In and dlsenroll from plans multiple limes using the 60 day window, there 
should only be one opportunity during an enrollmeni year to dlsenroll from a plan within two 
months, after which the beneficiaiy would have to wait for the next open enrollment period. 

For such changes to work, beneficiaries must be given enough Information at the outset to 
understand that, In signing up for a managed care plan, Ihey must remain with that plan until the 
next open enrollment period once they have been in a plan over two months. This puts the 
burden of education on the managed care plan and the decision In the hands of the beneficiaiy. 

In addition, such an approach would make managed care more palatable to both beneliciaties 
and physicians. 

5. The defined contribution-or voucher-should be set at a level Biat would 

produce incentives for beneficiaries to consider cost in choosing a health plan 

without forcing them Into the cheapest plans that are most restrictive of choice of 

Physician. The voucher should not be set at the cost of the lowest priced plan in 
a molon. 

The voucher amount should be adjusted according to age, sex, disability status. 

Institutional status, and Medicald-buv In status and applied bv region. Once the 

reolonallv adjusted voucher amount was established. HHS or HCFA would accept 

applications from health plans to participate In the voucher program. 

If the voucher Is set too high it will have little Impact on controlling Medicare costs. Set too low 
and beneficiaries choosing the voucher option may find their choice of plan and, ultimately choice 
of physician, quite limited. In addition, for a segment of the Medicare population, a voucher will 
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1 not cover what a health plan would spend on treating them. This would aeem h call for some 

2 type of adjustment In the value of the voucher through mechanisms that are reasonably simple 

3 and Inexpensive to administer. Othanvise, health plans might attempt to discourage certain 

4 benefldarias from selecting that plan by adopting discriminatory policies or marketing strategies, 

s 

6 A voucher set at some national average would fall to reflect the appropriate regional differences in 

7 costs of health care delivery. Setting a regional voucher amount Is a more accurate way for the 

8 voucher to reflect local health care costs, would be less likely to drive people into restrictive 

9 health plans and would ensure that there would be at least one plan in a region that could sen/e 

10 Medicate benefidartes for the price of the voucher. Arty process used to set the voucher amount 

11 in whkSi plans submit their premiums to the govammeiit and the government then seta the 

12 voucher on some portion of those premiums must ensure that the resulting voucher Is not so low 

13 as to make it worthless to most beneficiaries. 

14 

15 6. The voucher should be undated on a reoular basis to Keep pace with the costs 

16 of provIdinQ seivicea to beneficiaries. In the event that spending under the 

17 voucher orooram exceeds e stimated sa vings goals or targets, the voucher should 

18 not be subject to arbitraiv cans. Mechanisms to keep soendlno within designated 

18 limits Of to recoup excess expenditures, such as a look back seouestef. should 

be rejected. Instead, an Independent board or commission should be established 

that would Involve all oartlcloants In the health care system in devtsino a response 

to cost control that would not focus solelv on cuts to orovldeie and Increased 

costs to beneflciaries. If spendlna is greater tttan projected due to development of 

valuable new technolooles or Increased patient uMIbminn nt amylces deemed 

medkallv necessary, there should be a commitment to Increaslno the amount of 

funds devoted to the voucher program In order to ensure vouchers retain sufficient 

purchasing power and to assure aDproorlata medical outcomes. 

The way in which the voucher is updated will datrinnine to a large extent how much purchasing 
power the voucher continues to give beneficiaries. Given too great an Incieass and the voucher 
will be Ineffective In controlling health costs. Given too Httle. and the voucher may drive some 
beneficiaries into lower quality, more restrictive health plans. There Is also always a risk that the 
voucher update could fall victim to budget politics and be frozen' or 'capped* at some point to 
meet defkiit reduction targets. 

If spending under a vourdier program is higher than anticipated because valuable new 
technologies or treatments have baooms available and prritients have sought to take advantage of 
these advances in medicine. It does not make sense to penalize physicians by cutting their 
payments when costs increase for legitimate reasons. Furlhemiore. If beneficiaries do not 
participate In the voucher program In numbers sufficient to keep costs down, physicians should 
not be held financially responsibla for beneficiaries' independent decisions. In addition, across- 
the-board cuts in ph^cian and provider payments do not target ttiose areas where health care 
costs have Inappropriately increased and penalize caregivers who may in tact have kept their 
costs down. Arbitriuy reductions In payments will senre only to perpetuate Inequities In the 
Medicare payment system and compel physicians to limit their exposure to Medicare patients. 

Finally, a cap on spending tor the voucher Implies a lack of confidence In ttie ability of the market 
to control the cost of health plan premiums and may have the unintended consequence of 
becoming a ftoor* rather than a celling. If health plans know that the government's contribution 
will be capped at a certain percentage rate of growth, this may senre as an incentivs to those 
plans whose rates of growth are lower than that percentage to allow their premiums to rise to 
meet the government's growth rate. 

In the event federal health program costs remain uncontrollable, some entity - such as a 
commission or board - should be established separate from any government financing office to 
involve all parties in the health cars system In devising a response to cost control that would not 
focus solely on cuts to provtders and increased costs to beneficiaries. If beneficiaiies are to be 
assured of getting all the necessary cars they need when they need It. the voucher amount 
should keep pace wRh the costs of providing services. It the value of the voucher Is allowed to 
erode over time, benefidartes may loss access to many high quality health plans offering 
comprehensive services or they may be forced to pay Increasing amounts out-of-pocket to 
maintain a certain level of sarvloe. This would be espedally detrimental tor those benefidartes of 
low and moderate-income who may be unable to bear an increasing financial burden. If the 
market Is unable to deliver health care to patients wllhin a predetermined cap. this should not be 
used as an excuse to diminish the government's commitment to Medtoare benefidartes. 
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Given the untried nature of a voucher program for Medicare, ttiare should be an evaluation of the 
program relatively early In Its life. If the voucher program does not seem to be living up to Its 
expectations, Congress and the administration should not merely tinker at the edges to provide 
short term fixes but should step back, take a hard look at the program and even consider starting 
all over again. 




„ , , ,, ,, 



Some analysts contend that benellclailes should be provided Incentives to select a health plan 
that costs less than the federal oontributlon amount, or voucher. These Incenttves typically tall 
Into two catsgorles-caah rebates or additional senrices. Giving benellclariss a cash rebate If their 
premium Is less than the voucher amount would remove funds from the health cars system that 
ought to be providing for health care santces. Instead, any excess value should be relumed to 
the bensfldaiy In the form of additional banefita such as coverage of additional ssivicas, 
providing coverage lOr long term care or creating a health care spending acoounL There Is also 
debate over whether banefldailas should bear the fun cost of a health plan more egipanslva than 
the voucher to anoourage enroUeae to select mots economical health plans. Although there is 
oonosm that such an Incentive might drive bansflciarias to selact plans of lesser quality or that 
doni cover the full range of benefits, this Is leas of a problema If all plans offer the fun range of 
Medicare-coveted sarvlosa. 
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1 Bonaficiaries ehould not be aubtect to charoes in excost of Medicare's payment 

2 amounts under the tollowina clroumetancee: in Itie case ot low income 

3 benefidattes: emergency situations: when the beneticiarv has little voice In the 

4 selection of a Dhvsictan-e.g. anesmeslolooists and mdiolooists-or in areas ot the 

5 country where them Is no comoelttlon for a oaitlculaf medical soeclaltv (tor 

6 example, in areas where there may only be one cardiac surgeon). 

7 

8 ASIM belieyes it is especially important that cost sharing on preyentive seryices be reduced and 

9 deductibles on these services be eliminated entirely to avoid discouraging patients from obtaining 

10 necessary care. By erecting bamers to cost-effective preventive care-tor example, Imposition of 

1 1 exist sharing on mammograms-paHents may avoid those services and wind up with more serious, 

12 and expensive, illnesses in the future. 

13 

14 In addition, ASIM supports limits on the degree to which additional cost sharing can be imposed 

15 on those enrolled In managed care plans who use a plan's point-of-sarvice (POS) option to seek 

16 care outside the plan's network of physicians. The intent behind POS is to allow benefidaries 

17 greater choice in physidan and provider. If the cost sharing imposed on a benefidary for going 

18 outside a health plan's physidan network is excessively bunJensome, then the promise of greater 
choice Is a hollow one. 

Obviously, If benefidaries are to be encouraged to enter the voucher program, those who opt to 
stay In traditional Medicare must bear a greater share of the cost of remaining In the more 
expensive program. Nevertheless, any additional cost sharing should follow the prindples stated 
above so that primary care and preventive services are sheltered from deductibles and are 
subjed to cost sharing at a rate lower than that Imposed on other services. Because high 
deductibles can ad as a disincentive for patients to receive needed primary care and preventive 
sen/lces, ASIM does nd support replacing the current coinsurance requirements under traditional 
Medicare with a single high deductible. 

ASIM believes that its Competitiva Pricing, Informed Choices proposal-issued in 1992-offets a 
means to insUII price competition among physicians, enhance consumer cost consdousness and 
prevent price gouging by unscrupulous provldars. If health plans that pay according to a tee 
schedule (POS plans, traditional Medicare, etc.) and physicians were required to set and publish 
the conversion factors they would use each year to detennlne their charges and lees, this 
Information rxiuld be used by benefidaries to determine what they would pay out-of-pocket, it 
anything. If they joined a partcular health plan or used a particular dodor. Benefidaries would 
then be able to dedde if the value they derived horn a health plan and/or physidan in temis ot 
quality and senrice was worth the price of any additionai costs. 

While ASIM generally supports cost sharing by patients in order to enhance cost consdousness in 
the utilization of scarce health care resources, there are situations in which billing beyond 
Medicare's payment rates or additional cost sharing should not be Imposed. These situations 
arise where benefidaries' income is simply too low to sustain any additional out-of-pocket 
finandal burden, where they have no opportunity to 'shop around’ for a physidan (e.g. 
emergency situations), where benefidaries have but one choice ot physidan (such as typically 
occurs during hospitalizations when patients are essentially assigned certain hospital-based 
dodors to deliver designated services) or where there are so few physidans in a particular 
spedalty within a community that there Is no chance for competition among physidans to operate, 

10. To ailall^■M a.Yggsti 9 f jlan-undof Metllgaro. hgaimjlana ghould naye to; 
offer a standard minimum Medicare benefits package that Indudes preventive 

services: meet certain utiiizatinn review and oualitv assurance standards: Involve 

partIdpatInQ physicians in developmem of the plan's utlllzalion review (UR) and 

oualitv mfgiirHnne (gAl and provider selection polides and procedures: disclose 

their utilization review and quality assurance policies. lesMctlons on choice, risk 

ananoements and proyider setectlon criteria: establish due process mechanisms In 

setecMon of plan providers: meet certain solvencv standards: report certain 

information - such as premium costs, out-of-oocket llabtlitv. consumer satisfaction 

and the percentage of premium dollars devoted to admlnlstralfon versus benefits - 

toacatitfflltiHacpliMaonentltiiwtlHtltiiHfUginialtgnHiDbe.oWrtbutrtto 

benefidaries and use unifotm dalms forms and standard bllllno and dalms 

processing procedures. 

Health Plans that selectIveN contract with phvsidans should be leoulred to offer 

eniollees the ocportunitv to buy a rider that provides oolnt-of-servlce access to 

non-network phvsidans. In addition to rneetmo the foregoing standards. 
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1 Health plans should play by the same lulss If competition Is truly to be effective In controlling 

2 costs. Given that the Idea behind many Msdicara voucher proposals is to enhance competition 

3 within the program so as to bring down costs, It would seem squally advisable that health plans 

4 should be required to meet certain rules if they wish to partkapats in the voucher program and 

5 market themselves to benefidaiies as Medicare voucher plans, 
e 

7 A unifonn minimum benefit policy would assure a basic level ol care for all beneficiaries. In 

8 addition, It would facilitate bsneflclailes' comparison of health plans. If beneficiaries are to have 

9 sufficient inlomiation to make Informed choices virlth their vouchers, they will need data on a 

10 plan’s costs, patient out-of-pocket liability, provider panels, and quality. Furthemiore, disclosure 

11 of UR and selection standards benefits not only the providers Involved with a health plan but 

12 helps benefidaiies as yrell by giving them another piece of infonnation on which to compare 

13 health plans. 

14 

15 In addition. It Is Important that physidans have a rois In developing and Implementing health plan 

18 policies and procedures that dlrs^ affect dinical dedsion-making-e.g. benefits coverage 

17 criteria, datamiination of medical necessity, prsauthortzadon of senrices, quality assurance 

18 standards, protocols and processes for saleclion and deselection of physidans. To leave 

19 dedslons affecting patient care solely In the hands of health plan administrators whose concerns 

20 center largely on coat containment may jeopardize the quality of care given to enrollees and deny 

21 patients access to medically necessary senrices. Furtheimoie, heaffii plans that involve 

22 physidans In development ol these prilldes are tar mors likely to obtain the cooperation of their 

23 network physidans in proper implementatian of those polldes. 

24 

25 Finally, It Is Important that voucher plana be required to operate under similar billing and daims 

26 processing procedures to avoid unnecessary red tape. All plans that cunently operate within the 

27 Medicare system must abkte by the uniform daims form and billing njles and It would be logical 

28 to expect that voucher plans should use a standard fonnat and follow standani daims processing 
26 proc^ures for this new varlaUan of the Medicare program. 

30 

31 The type of standards to which ASIM releis-lnvolvsment of physicians In dinical policymaking, 

32 providing informatlan to antollass and prosperaivs enroliees suflident to enable them to make 

33 Inlonned decisions about the plan-are. In fad, those that are being adopted by many weH-run 

34 health plans In today's marka^aca. In a competitive environment, those plans that pursue 

35 'patienl-frlandly' polides such as these are mote likely to succeed than others. 

36 

37 11. Bflcauw MgdKafB tg a tedetally ftarfflO Pfanram. mejadwal onygnmiBiiL mwa 

38 continue to ensure that health plans ate accountable tor the care they give to 

38 benellclatles and that they a bide by stand aids set oulfor Medkare dans. HCFA 

40 or another tederal aoencv should be tesconslble for contracttna with healBi plans; 

41 levlewinq matketmo materials: dIssemlnatInQ to benefidaiies objective data about 

42 each dan In a tealon In a standard lomat: ensuring healtti plan compliance with 

43 certain stanrisrrts nnvemlno their rules and ooeiaMona: and ensurinn that hMith 

44 dans meet certain oualllv standards. However, ortvale accreditation aoendes 

45 should be abla to achieve ■deemed' status to tuHIII the role played bv HHS in 

46 appfpyino voucher dans. Mechanisms should be available for patients and 

47 Physidans to pursue otlevances against heaHh dans tor denial d medkallv 

48 necessaiv cate. Patlenti and physicians should retain access to lair heating and 

49 iiitllcial mvtaw omcesaas at least oomoardile to those now available under 

50 traditional Medicate. 

51 

52 Because vouchers would require mors thought and dedsionmaklng by Medicare redplents, some 

53 analysts question whether benelldatles would find the voucher program truly appealing. Other 

54 pdicymakers argue that the basic premise of the voucher program is simple and that most 

55 benefldailee, given the right kind of Information, will be able to make proper dedslons about a 

56 health plan. While this may indeed be the case for healthy benellclarles who are mentally alert, 

57 the frail and disadad eldeity, those who do nd speak English very well or those with little 

58 education may find the task of sorting through health plan Information daunting. To respond to 

59 some of these concerns, the voucher program should have an enttly with which voucher plans 

60 would oontrad and which would ensure vorxiher plan adherence to any standards adopted 

61 governing such plans. 

62 

63 Given the charadsristics of the Medicare population, an ombudsman’s office should be created 

64 to receive, kivestlgds and resolve complaints against voucher plans as well as to otter guidance 

65 to benefldattae with questions abrxit the voucher program. Filially, bsnsliclartes and physicians 

66 should retain access to the current Medicare appeals process. 

67 
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1 ASIM would prefer that the health care industry voiuntarily abide by the standards established for 

2 a voucher program and, Indeed, supports the idea of a private accreditation body responsible for 

3 ensuring health plan adhereru» to voucher program standards. However, the voucher program 

4 will be funded by federal dollars and the federal government should not relinquish its 

5 responsibility for ensuring that health plans are accountable for the care they deliver to 

6 beneficiaries and for seeing that corrective actions are taken when deficiencies are found if a plan 

7 wishes to remain in the voucher program. Health plans that accept the government contributions 

8 should understand that, if they are going to compete for the business of the federal government 

9 through the voucher program, they must accept certain standards and certain reasonable 

10 oversight. 

11 

12 12. Setf-refenaJ restrictions affecting shared laboratory facilities and oroup 

13 practices should be removed and antitrust ralomis enagted to enable physicians 

14 and prpvldeis to neaetlate on an equal tooting with health plans and purctiasers. 

15 

1 6 Antitrust relorms and other modifications to statutory restrictions on physicians could Improve the 

17 tundioning ot health plans offered under a voucher system and the ability of physicians to deliver 

18 services within their corrtexl. For example, self-referral restrictions on group practice 

19 compensation arrangements not only interfere in the internal affairs of private businesses but lead 
to confusion over how such practices may distribute revenue from ancillary senrices without 
IhditacUy taking Into account the referrals made by physicians. Furthetmore, subspecialists-such 
as oncologists and infectious disease spedalists-in many group practices are barred from 
providing dnjgs and other services to their patients because ot the self-referral laws. 

Limitationa on the ability of physicians to share information In order to forni integrated service 
networks may impede me goals of voucher advocates who wish to foster competition that reduces 
the cost of care and Increases benefits to attract voucher recipients. Indeed, aniitrust laws 
developed al a time when most physicians and other providers practiced independently ot one 
another now prevent these caregivers from organizing preferred provider organizations, health 
plans and other delivery nalworks that would enable physician-directed health care organizations 
to compete in the marketplace and offer beneficiaries a wider choice of health care options. 

Conclusion 

ASIM is under no Illusion that reforming Medicare will be simple, easy, or quick. Changes ot the 
magnitude required to place the program on sound financial footing and to guarantee that 
beneficiaries continue to receive the high quality health care to which Ihey have become 
accustomed and to which they are entitled will require a great deal ot thought and debate. For 
ASIM. the overarching philosophy on which Ihese Medicare reform proposals rest Is lhat of shared 
responsibility. 

Physicians have a responsibility to deliver care to greater numbers of Medicare patients under 
health care delivery sterns that will increasingly require Ihem to accept financial risk and to be 
accountable for the cost and quality of their clinical decislons-and to compete within this new 
system on the basis of cost and quality. 

Medicare patients have a responsibility to consider the costs ot alternative sources of health care 
coverage, to be willing to conblbute more in out-ol-pockel costs If they choose more expensive 
coverage and-fbr those who can afford to-to contribute more to the financial support ot Medicare 
so that those of lesser means can afford coverage. 

Taxpayers have a responsibility to accept changes In the tax code that would raise revenue and 
introduce positive Incentives into the health care system including a limit on the tax deductibility of 
employer paid ihsurance and Increased taxes on tobacco. 

The Insurance industry has a responsibility to compete in the new system-not solely on price or 
risk avoidance but on benefits offered and quallty-and to accept reasonable standards to protect 
benefidaries who choose private insurance coverage. 

And the federal government has a rasponslblllty to assure that the government's contribution 
remains adequate to guarantee that all beneficiaries can obtain high quality coverage through 
traditional Medicare and private sector altematives-and to provide sufficient oversight over the 
market to protect patients' Interests. 



591 


STATEMENT OF JAMES L. SCOTT, PRESIDENT 
AmHS INSTITUTE 

Mr. Chairman and members of the Committee, the AmHS Institute is pleased to 
submit this statement for the record of the Committee's hearing on the future of the 
Medicare Program. The AmHS Institute is the public policy center for American Healthcare 
Systems. AmHS is a national alliance of forty of our nation's premier integrated multi- 
hospital systems. AmHS and its subsidiaries operate insurance, purchasing, quality 
assurance and marketing programs that strengthen its shareholders' ability to provide 
intergrated health care services more effectively and efficiently. These systems own, 
lease, or manage nearly 400 hospitals and have affiliation agreements with over 600 other 
hospitals. AmHS shareholders employ over 280,000 people ancfgenerate $36 billion in 
annual revenues. 

In our testimony, we will: 

0 review the environment for reform in both the public and private sectors: 

0 present an overview of our recommended approach to Medicare reform; and 

0 describe long-term objectives and specific short-term action steps in five key 
areas of reform. 

Environment for reform 

The federal fiscal environment for the Medicare program is simple to describe: the 
program is in serious trouble. The financial statistics are all-too-familiar to the committee. 

0 This year. Medicare will spend $178 billion — 1 1 percent of total federal 
spending. 

o Under current law, the program is expected to grow by 9.9 percent annually 
from 1995 - 2002, nearly double the 5.5 percent annual growth rate In the 
total federal budget. 

o Under this scenario, Medicare will grow to 15 percent of total federal 

spending by the year 2002 -- with no end in growth in sight in the. future. 

The status of the Medicare Hospital Insurance IHI) Trust Fund presents an equally 
bleak picture. The most recent report of the Board of Trustees of the Hospital Insurance 
Trust Fund projects that the Medicare Trust Fund will begin spending more than it receives 
as revenue starting next year, which begins the process of exhausting the Trust Fund 
reserves. The Trust Fund could be depleted in just 7 years -- by 2002. 

The Congress has responded with a budget target that proposes to lower Medicare 
growth rates from the baseline growth of 9.9 percent annually to growth of about 6.4 
percent per year over the next seven years — for total Medicare savings of $270 billion 
below baseline spending projections. 



592 


We are opposed to this level of reduction in the rate of growth. The amount of 
savings needed to keep the Medicare Hospital Insurance Trust Fund solvent for the 
forseable future is much lower. Spending reductions in the Medicare program should not 
be used to fund tax cuts. In addition, this level of proposed spending reduction is both 
politically unrealistic and programatically unattainable. 

Having noted our strongly held belief that the budget savings targets for the 
program are excessive, we will focus our testimony on the need for Medicare program 
reform and our specific recommendations for achieving that reform. 

It is clear that Medicare is an Important budget issue, especially at a time when the 
Congress is seeking to move toward a balanced budget. However, we have reached the 
practical, political, and policy limits of the traditional approaches to "cutting* Medicare: 
provider payment reductions, increased beneficiary cost sharing and premiums, and 
increases and extensions of the coverage of the HI tax. 

That approach has been tested repeatedly: such short-term, budget driven 'savings* 
approaches have been tried in budget reconciliation bill after budget reconciliation bill in the 
past 1 5 years. And the approach has failed. Despite all the annual short-term "savings" 
and political pain over this time period, we continue to be confronted by the current budget 
and trust fund problems. 

It is time to step back from this never-ending treadmill of "cuts* and call for 
Medicare reforms. And to do that, we need to go back to the basics. We believe that the 
objective should be to restore one of the original concepts of Medicare: Medicare was to 
offer financial protection to seniors through a health insurance program that mirrored the 
coverage available in the private sector. 

And the Congress succeeded in fulfilling this objective - in 1965 - by buijding 
Medicare on the then-predominant fee-for-service approach. In today's terminology. 
Medicare was a variant of a "market-based* plan in 1965. 

But it it is now 1995. The private health system has changed dramatically, and 
Medicare has not kept up to date. 

0 Managed care arrangements now cover about 63 percent of privately insured 
employed individuals — growing nearly 20 percent in just the last year. 

o That managed care penetration level among employers is about six times 
Medicare's managed care enrollment of 10 percent (about 9 percent in 
Medicare HMDs and managed care plans, and about 1 percent in Medicare 
Select - a Medigap PPO being demonstrated successfully in 1 5 states). 
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If Medicare's design continues to remain stagnant in the midst of a rapidly changing 
health care market, the program will fall farther and farther behind the plans available to 
the working population. This increases the risk to the program - financially, politically, and 
programmatically -- because Medicare beneficiaries no longer have coverage like that 
available in the private sector. 

If we are to address fundamental reforms, we must shift our thinking from short- 
term to long-term. The irony is that the more we focus on "guaranteeing" short-term 
"savings," the less we are able to achieve structural reform and real long-term savings. 

In order to meet the nation's commitments to the elderly and disabled in a manner 
that is financially and politically sustainable. Medicare must be updated to provide 
beneficiaries the choice of managed care and other arrangements that now are the 
dominant form of benefits in the private sector. For Medicare, voluntary - not mandatory -- 
enrollment is crucial. This requires that we remove current barriers and provide incentives 
for beneficiaries to enroll in alternative health plans. 

We believe that this approach will serve government, beneficiary, and provider 
intarests in a balanced manner: 

0 The government can achieve real long-term, structural savings in Medicare if 
it can avoid the more simplistic short-term targets that lock-in short-term 
"solutions." 

0 Beneficiaries will benefit from a program that is once again similar to private 
sector health coverage, as well as from enhanced choices and the stability 
available from a Medicare program with long-term financial viability. 

o Providers will benefit by being able to provide services within a framework 
that allows them to focus on what they do best - provide high quality care 
at an affordable cost. 

Recent CBO data highlight the long-term potential for restructuring and managed 
care in Medicare (CBO. February, 1995). 

0 For the total population, HMDs reduce overall utilization by an average of 8 
percent -- and the most tightly integrated models, the group/staff HMOs, 
reduce use by nearly 20 percent. 

0 For the Medicare population, the utilization reduction by group/staff HMOs is 
potentially greater - nearly 22 percent. 

0 The potential Medicare savings depend on assumptions about how much of 
the population might be In effective HMOs -- the savings range from 2 
percent to 20 percent. 
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AmHS Institute Medicare Reform Proposal 

Overall approach 

The AmHS institute believes that Medicare should be restructured so that the 
program is able to take advantage of the competitive revolution taking place in the private 
health care market. A reformed Medicare program should provide beneficiaries a choice of 
health plans, including provided based delivery r>etworks and managed care arrangements, 
along with incentives to join the plans that are best able to deliver quality benefits at a 
competitive price. 

We would stress, however, the need to proceed in a practical, staged manner. The 
reality is that this reform will require a transition period. One of the lessons of previous 
health reform debates is that policy makers should establish a sense of direction of where 
they are going, but proceed incrementally, testing new ideas, monitoring implementation 
and results, and making changes and revisions in the future. As a result, the Institute is 
recommending long-term views about the direction for reform, as well as focusing on 
specific short-term actions that could be taken this year to begin the process. 

Policy makers must also r6Cogni2e and deal with the interrelationships among many 
of the health care changes taking place: Medicare restructuring, the rapid movement to a 
more competitive private market, and Medicaid reforms alt call for a reexamination of some 
current health care arrangements. 

o As we move to a more competitive health care system, we must also adapt 
our mechanisms of public support for "public goods" such as health 
professions education, and mechanisms for helping providers finance care for 
the uninsured. 

0 In addition, for the millions of dual Medicare/Medicaid eligibies. Medicare and 
Medicaid changes must be linked. 

The following reviews the AmHS institute's long-term objectives and short-term 
action steps in five areas: delivery system and health plan participation options, retiree 
health plan approaches, payment policies and methodologies, making the market more 
competitive, and information/enroliment/consumer protection measures. 

Options for delivery systems and health plans available to serve beneficiaries 

One critical element of Medicare reform is to expand the options under which health 
plans and delivery systems could participate in Medicare. 

Long-term : Medicare should make payments to a wide range of health care plans 
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under a competitive market model. The existing Medicare system should remain as an 
option, but it too should be revised to move beyond a pure Fee-for-Service (FFS) approach 
and pay providers under a variety of arrangements - FFS, partial capitation, competitively 
determined prices, and other models. 

Short-term : Medicare should begin to expand the options for delivery system and 
health plan participation in two ways. First, the program should begin to expand the 
definition of health plans qualified to participate on a capitated, full risk-basis for all 
Medicare benefits. The program should move beyond the traditional health maintenance 
organizations (HMOs) and competitive medical plans (CMPs) that today are available to 
beneficiaries. Additional entities could include (subject to meeting appropriate financial and 
quality standards designed to assure consumer protection): 

0 Managed care plans such as well defined 'point of service” (POS) and 
'preferred provider organization* (PPO) products; and 

o Provider based integrated delivery networks that include physician, hospital, 
and other services required to serve beneficiaries. 

Second, Medicare should begin to reflect the reality that there is not a strict 
dichotomy in the market between a FFS plan and a fully capitated health plan: instead, 
there are numerous delivery arrangements between the two, and the program and its 
beneficiaries should take advantage of them. Medicare should establish alternative 
payment options within the 'traditional* plan for an array of delivery system options on the 
spectrum between FFS and full risk, full capitation models. These would include: 

0 traditional FFS Medicare (PPS for hospitals; RBRVS for physicians). 

0 potentially broader bundles of payments such as those that would combine 

the hospital and physician payment per admission. This would be a way to 
encourage hospitals and their admitting physicians to begin to work under 
the same incentives, without having to leap immediately to fully capitated 
managed care. 

0 partial capitation models of various types: Medicare should explore partial 
capitation arrangements under which Medicare makes capitated payments 
for a subset of Medicare services. 

0 risk sharing arrangements that move beyond pure capitation: Medicare could, 
for example, define risk corridors, sharing in gains and losses. These 
arrangements could be applied to partial capitation models as well as full 
capitation models. 

As the Congress pursues these strategies, it is vitally important that they be linked 
with changes In the regulatory standards for health plans, including capitalization and 
solvency standards. There appears to be a substantial level of effort in the health plan 
community to try to apply insurance standards to the new provider based integrated 
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delivery networks that are evolving in the market. That is a very short-sighted approach, 
because it relys on the old standards for FFS insurance - a model that is at the heart of the 
failure of the health system ~ to meet financial and coverage needs of the American 
people. We need to adapt our regulatory structures to keep pace with the changes in the 
market -- not use an old regulatory structure to stifle a potentially innovative market. 

While some level of financial standards should apply to all health plans contracting 
with Medicare, the measurement and definition of the assets that count toward meeting 
the standards should take into account differences in types of plan. Insurers require cash 
assets to purchase services from others, while delivery systems have existing human and 
physical assets - hospitals and health professionals that can actually provide the 
contracted care. 

Employer/ratiree health plans 

Long-term : retired workers should have the option to remain in their employer's 
retiree health plan so long as that plan meets standards set by Medicare, with Medicare 
making its defined contribution to the employer much as it would if the individual enrolled 
in a traditional qualified health plan. 

Short-term : Medicare, working with the employer and health plan communities, 
should develop standards for such arrangements and methodologies for making payments 
to such plans. Further, the federal government should use the Federal Employees Health 
Benefit Program (FEHBP) as a model program for this effort, with Medicare making 
payments to the retiree health plan of federal retirees who are also eligible for Medicare. 

Medicare and beneficiary payments 

If Medicare is to take advantage of the changes taking place in the market, it needs 
to revise its current approach for making payments to health plans. 

Long-term : Medicare should establish its payments for coverage of the Medicare 
benefit package based on premium competition in local markets. For example, health plans 
would establish their premiums for Medicare's defined package of benefits. Medicare 
would establish its payment at some percentile of those premiums; all of the plans could 
then compete to attract beneficiaries with additional benefits or lower out-of-pocket costs, 
but with Medicare's established payment level for that local market. Beneficiaries would 
then choose among health plans. 
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Alternatively. Medicare might select those plans with the best bids to serve the 
Medicare population “ the high cost or low quality losing bidders would not be allowed to 
serve the Medicare population. This approach could have the greatest potential savings. 

Beneficiaries would always have the statutory Medicare benefit package available to 
them without extra costs (beyond the Part 8 premium}. And beneficiaries could always opt 
for a richer benefit package by joining a health plan that can provide the additional benefits 
within the Medicare payment amount or by paying additional amounts for such richer 
benefits, as is the case today. 

Short-term : Medicare should begin to take the steps necessary to develop the 
capacity to move to this new system, as well as make short-term changes in the existing 
system. 

First, Medicare needs to begin to fund demonstrations on how to develop and move 
to a market'based model, and test the various approaches that might be envisioned. While 
the market-based model is much discussed by the experts, policy makers need to examine 
real-world experience with this system before nationwide implementation. 

Second, it is well-known that Medicare's current mechanism for paying health 
plans, which is based on the 'adjusted average per capita cost' (AAPCC), is inherently 
flawed. However, since it has to be retained pending development of the longer-term, 
market-based model, temporary changes should be enacted to improve it as much as 
possible. For example, three changes should be considered; 

0 the AAPCC should be based on a direct calculation of fee-for-service costs; 

0 AAPCC rates should be set for Metropolitan Statistical Areas (MSAs) rather 
than counties; and 

0 Medicare should establish some type of 'payment band' - a ceiling and floor 
on AAPCC payment rates — to bring payments in rural counties up to levels 
that would allow those communities to begin to develop the health plan 
infrastructure to serve beneficiaries. 

In addition, if the Congress is serious about Medicare restructuring and a move to 
organized delivery systems and managed care, an investment strategy is called for. 
Congress should set aside a portion of the savings from other Medicare cuts and allocate 
them as targeted investments to enhance payment rates and encourage the development 
and participation of health plans and beneficiaries in areas where Medicare managed care 
penetration is currently low. 

Finally, HCFA should accelerate its work on risk adjusters, and begin to conduct 
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demonstrations of alternative models of risk adjusters. 

Market competition 

If Medicare beneficiaries are to make choices in a competitive market, Medicare 
must take the steps to make sure that the various options operate on a "level playing 
field." 


Long-term : the supplemental market — whether Medicare supplemental policies 
(traditional Medigap plans), or comprehensive plans that provide Medicare as well as 
supplemental benefits -- should be made more competitive, with these products competing 
for beneficiary enrollment on a more level playing field. 

Short term : The Congress has already taken one important step to expand 
competition and managed care options to beneficiaries through the supplemental market, 
by extending and evaluating the Medicare Select demonstration nationwide for a period of 
three years (Medicare Select is a Medigap PPO being demonstrated successfully in 1 5 
states). 

in addition, we should begin tests and demonstrations of how best to standardize 
the rules for participation among the various types of options that are available to 
beneficiaries. For example, policy makers can begin to examine standardization of 
underwriting policies, rating rules, and benefit offerings, to make this market more 
understandable for beneficiaries making choices among health plans. The following should 
be tested: 

o standardization of medical underwriting policies in local markets. Currently. 
Medigap products can deny coverage to Medicare beneficiaries after an initial 
enrollment opportunity; while HMOs that participate in Medicare on a risk 
basis cannot. 

0 standardization of rating rules in local markets. Currently, Medigap products 
can use "attained age' rating (i.e.. charge higher rates as a person ages); 
while HMOs that participate in Medicare on a risk basis charge all enrollees 
the same (although HCFA's payment to the health plan varies by age). 

o standardization of benefits supplemental to the basic Medicare benefit 

package. Currently. Medigap products must fall within one of 10 product 
categories; while HMOs that participate in Medicare on a risk basis can offer 
any combination of benefit additions. 

Information/enrollment/consumer protection 

Finally, if beneficiaries are to make choices in a market, they need information and 
fair enrollment options. 

Long term : a Medicare program in which beneficiaries have a choice of health plans 
is predicated on timely, accurate information and performance measures that beneficiaries 
can use to make comparisons among benefits, delivery systems, quality, service, and 
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price. Moreover, health plans must be available to beneficiaries at specified times so that 
beneficiaries have the option to change their enrollment -- otherwise, the "choice" model 
cannot work. 

Short-term : HCFA should be required to provide beneficiaries with information on 
the options available prior to the time of initial Medicare eligibility (which is when the 
beneficiary makes initial decisions about enrollment in Medicare health plans or Medigap 
plans). In addition, HCFA should test approaches and models for enhancing enrollment, 
including the following: 

0 models for providing comparative information on performance measures to 
beneficiaries for all products available to them, including Medigap plans and 
health plans participating in Medicare. These models could include requiring 
health plans to provide some type of information on a comparative basis. 

0 approaches to coordinated open enrollment in different markets, including 
options such as coordinated annual periods, as well as various models of 
"rolling” open enrollment. 

0 approaches that would require active marketing in targeted areas, such as 
inner cities, as a condition of health plan participation in Medicare. 

Conclusion 

The AmHS Institute recognizes that the challenges confronting the Congress are 
enormous. But the importance of Medicare for current and future beneficiaries calls for 
action. We urge that you proceed by adopting specific steps this year to begin the process 
of restoring Medicare to a program which will continue to provide health benefits like those 
available to Americans under the age of 65 into the 21st century. We would be pleased to 
work with the Committee in that effort. 
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Statement of The College of American Pathologists for The Record of 
The House Ways and Means Subcommittee on Health Hearing Regarding "Saving 
Medicare and Budget Reconciliation," July 25, 1995 


The College of American Pathologists (CAP) appreciates the opportunity to present its views 
to the Ways and Means Suhconunittee on Health regarding the need to transform the 
Medicare program into a system that serves the elderly and disabled in a mote efftcient 
manner. The College is a national medical society representing nearly 15,0(X) physicians 
who are board certiHed in clinical and/or anatomic pathology. College members practice 
their specialty in community hospitals, independent clinical laboratories, academic medical 
centers, and federal and state health facilities. 

^he College is grateful to the Subcommittee chair, Mr. Thomas, and the chair of the full 
Committee, Mr. Archer, for their leadership and foresight in holding hearings to solicit the 
views of health care professionals on transforming the Medicare program. Ideally, Medicare 
should be a model of efficient interaction between the public and private sectors in serving 
patients. Instead, the program is failing from a budgetary standpoint due to its financial 
structure and unrealistic expectations. Rather than deal with these underlying stiuctural 
problems. Congress and the Executive Branch have historically attempted to deal with the 
program's fmancial problems by cutting provider payments and making numerous operational 
changes that have increased the administrative burden and confusion for everyone involved 
with the program. 

The College believes that the necessity of preserving the solvency of the Medicare trust funds 
and introducing marketplace efficiency into the program offers unique oppormnities for 
Congress to correct these problems. However, the College is concerned that the desire to 
reduce the rate of growth in the Medicare program could once again force Congress to resort 
to short-sighted budget cuts to meet deficit reduction targets rather than taking a careful, 
comprehensive look at how the Medicare program could be financed more equitably. The 
College believes that restructuring of the fundamenul financing of the Medicare program is a 
viable way to address these concerns with the program. 

RESTRUCTURING THE MEDICARE PROGRAM 

Although the Medicare program is clearly a success story in improving the access to health 
care of the nation's elderly and disabled, the thirtieth birthday of the program is an 
appropriate time to assess whether it is fmancially feasible to continue its current fmancial 
structure. Increases in the number of beneficiaries, improvements in diagnostic and 
therapeutic technology, and inefficiencies in the current administration of the program, call 
for reconsideration of the manner in which program benefits are offered and provided to 
beneficiaries and financed by the federal government. 

The markets for and modes of provision of health care services have changed dramatically in 
the last thirty years. Proposals that restructure both the beneficiaries' and the governments' 
responsibilities in administration of the Medicare program may offer the best methods to 
enhance its long-run fiscal integrity, improve its efficiency, and control costs, while 
continuing to provide access to needed services. Several such proposals have surfaced in the 
last few months that would involve Medicare beneficiaries in decision-making about how 
their health care benefits are provided and financed, similar to the decisions that many others 
make in the private sector when they choose among health plans, and that would attempt to 
put the program on a more sound financial footing. 

The College supports the following changes to financing and coverage under the Medicare 
program: 

• Restructure of the government Funding of Medicare premiums to give 

beneficiaries choices in selecting among the traditional government-administered 
fee-for-service option, enrollment in private-sector administered insurance plans, 
and establishment of alternative health care financing funds such as Medical 
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Savings Accounts to be used to purchase health care coverage as needed. While 
the government would continue to financially subsidize each of these options, 
beneficiary choice could, over time, place more of the day-to-day administration of 
the Medicare program in the private sector and reduce program costs, while allowing 
the beneficiaries much more choice of health care plans than they have today. As 
those now in the workplace, who enjoy and expect those choices, reach Medicare age 
it is appropriate that they continue to have choice and responsibility in determining 
how their health care dollars are spent. 

• Elimination of the coinsurance for Medicare covered services. Restructured and 
adequate funding of health insurance for Medicare beneficiaries should also include 
elimination of the requirement for payment of coinsurance and purchase of 
supplemental insurance such as Medigap policies. Currently about three-fourths of 
beneficiaries purchase Medigap policies to cover the coinsurance and deductibles that 
the program imposes— in effect, most beneficiaries pay no coinsurance or deductible at 
time of service provision. Appropriate restmcturing of government financing to 
eliminate the need for a Medigap policy would make the Medicare program more 
financially sound and simplify its administration both for the government and for the 
beneficiary. 

• Reduction in the premium subsidy for higher income beneficiaries. A sliding 
scale for determining beneficiary premium contribution, with higher income 
beneficiaries paying more, would reduce the government subsidy of Medicare 
coverage without reducing access to services. 

• Increase in the Medicare eligibility age. As the nation’s elderly live longer and 
more productive lives, and continue to have available and to be able to purchase 
private health insurance, it is appropriate to adjust the age at which Medicare 
coverage is provided. 

• Elimiaation of the Medicare balance bUling restrictions on covered services. 
Integral to proposals to restructure the Medicare program and give choices to 
beneficiaries is increased responsibility among beneficiaries and the private sector and 
decreased government tinkering with health care provision. Elimination of current 
restrictions on physician’s charges to Medicare beneficiaries and institution of a 
system where physicians set their prices, the government sets its payment amounts, 
and the purchaser chooses, will enhance competition and alleviate much of the 
confusion about what charges are, what Medicare pays, and what the beneficiary can 
expect in cost sharing, issues (hat have plagued the program since its inception. 
Physicians have long demonstrated their willingness to forego balance billing when 
the patient’s financial situation warrants. In an era of enhanced competition and 
beneficiary choice and responsibility overly intnisivc restrictions on charging patterns 
are not appropriate. 

BENEHCIARY SAFEGUARDS UNDER MANAGED CARE PLANS 

The College believes managed care plans should be required to meet a minimum set of 
standards designed to assure that beneficiaries have continued access to quality care. 

The College supports legislation establishing standards of operation for managed care plans, 
requiring full disclosure of (hose standards to patients and providers, and providing effective 
options to resolve problems when enrolled in or contracting with managed care plans. 

Congress should require that beneficiaries receive easily understood information about plan 
costs, covered and excluded procedures, and requirements for prior authorization. In order 
to ensure fairness and that needed medical services are provided, managed care plans should 
be required to afford due process procedures for physicians seeking participation in plans and 
timely notice and appeals procedures for physicians who are denied participation. Physician 
involvement in utilization review and other medical policy development activities should be 
required. 
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The College believes that Medicare beneficiaries who opt for a managed care plan alternative 
should maintain their right to choose their provider. Managed care plans should be required 
to provide access to out-of-network providers chosen by the patient or by the patient’s 
attending physician. Reimbursement disincentives for patient use of out-of-network providers 
such as increased cost sharing must be limited to a reasonable amount and beneficiaries must 
be able to appeal denials of coverage of out-of-network services. 


THE MEDICARE RBRVS 

The College continues to be concerned about the inappropriate structure of conversion factors 
and volume performance standards under the Medicare physician services resource-based 
relative value scale. There are three distinct conversion factors and Medicare Volume 
Performance Standards (MVPSs) under the RBRVS. one each for surgery services, primary 
care services, and all other nonsurgery services. Increases in volume and experxlitures for 
surgery, office and other primary care visits, and pathology, radiology and other nonsurgery 
nonprimary care services are tracked under each respective MVPS and the update to each 
conversion factor is determined accordingly. Many physicians provide services in each 
category and the volume of many services in the all other category is determined by 
physicians who are not directly affected by payment changes for those services because the 
services are provided by other physicians. Examples of this last phenomenon are pathology, 
radiology and other diagnostic services ordered by attending physicians but provided by 
physicians in other specialties. The existence of multiple MVPSs and conversion factors 
(with different armual conversion factor updates) is divisive among physicians, inaccurate in 
determination of the source of increases or decreases in volume and expenditures, and 
inequitable in implementation of updates based on performance. 

The College urges Congress to establish a single MVPS and a single conversion factor 
that is applicable to all physician services paid under the RBRVS. 

Ideally, this would be accomplished with a sututory change eliminating the separate 
standards and conversion factors for 1996. At a minimum, we urge Congress to establish the 
1996 updates to the existing three conversion factors in a manner that is consistent with 
movement toward a single MVPS and conversion factor. A single, equal conversion factor 
update of 1 . 1 percent as suggested by the Physici^ui Payment Review Commission and the 
Administration will not move toward a single MVPS and conversion factor but will continue 
current distortions. Differentia] updates to each of the three existing conversion factors that 
are designed to reduce the differences in those factors are much more appropriate. 


COMPETITIVE BIDDING FOR MEDICARE CLINICAL LABORATORY SERVICES 

Proposals for competitive bidding of certain Medicare services, such as clinical diagnostic 
laboratory services, continue to resurface although they have been considered many times by 
the Congress and rejected for sound reasons. Most recent pro^yosals would require that the 
competitive bidding process achieve at least a ten percent savings, thus focusing the 
competition on the lowest price not the best price for quality and access. 

The College opposes Medicare competitive bidding for dinicaJ laboratory services. 

While competitive bidding is a well established mechanism for purchasing goods and services 
where quality is readily discerned by visual inspection of the item, it is wholly inappropriate 
for the purchase of medical services that are tailored to dynamic and highly individual needs. 
Competitive bidding for medical services, such as clinical diagnostic laboratory services, may 
result in a reduction in the quality of and acce^ to the services sought, a problem that would 
not be apparent until harm had been done. Competitive bidding will not promote competition 
if it drives qualified laboratories out of business and thus decreases competition in an area. 

This would be especially probable if a single ’’winning bidder" is chosen to provide services 
to Medicare beneficiaries in a given area. The winning bidder may not be immediately 
accessible to the patient or patient's physician, delays in service provision and patient 



603 


diagnosis may occur, and overall quality of services may fall. Forced reduction in bidding 
^ prices may achieve immediate budget goals, but such savings are short-sighted and carry a 
high potential for negative health care outcomes. Eliminating freedom of choice of clinical 
laboratory services provider through a competitive bidding process would remove a major 
quality determinant in health care: the ability to seek care from the complete range of health 
care providers. 

The College urges the Congress to again reject competitive bidding for Medicare clinical 
diagnostic laboratory services and to work with the physician and laboratory community 
to achieve savings through other means. 

COINSURANCE FOR MEDICARE CLINICAL DIAGNOSTIC LABORATORY 
SERVICES 

The College opposes reinstitution of a 20 percent coinsurance for services in the clinical 
laboratory fee schedule (CLFS). i 

Since eliminating the coinsurance requirement for clinical diagnostic laboratory services in 
1984 Congress has repeatedly rejected proposals to restore it, with good reason. Reimposing 
coinsurance would place a significant administrative burden on laboratories and a new cost 
on beneficiaries while doing little to affect utilization of laboratory services. In many 
instances the cost of billing for coinsurance will exceed the amount collected from the 
beneficiary. 

If coinsurance were reimposed, laboratories would have to produce two claims — one to the 
Medicare program and one to the patient. On average, laboratories estimate it would cost 
about five dollars just to prxxluce the additional invoice billing the coinsurance to the patient. 
In many instances, this cost would be a substantial percentage of the amount collected from 
the patient and could easily exceed collected amounts. The table below illustrates the 
approximate coinsurance amount this year for several commonly ordered tests. Once the 
Omnibus Budget Reconciliation Act of 1993 payment reductions already passed are fully 
phased in the coinsurance amounts will be even less. For these common tests, the collection 
costs exceed the coinsurance payments: 


1995 CLFS Amount Coinsurance 

Common Chemistry Panel $15.65 $3.13 

CBC $11.00 $2.20 

Urinalysis $4.47 $0.89 

Past experience with coinsurance suggests that many laboratories will have to write off from 
20 to 50 percent of the billed amounts as uncollectible. These collection problems are the 
very reason that coinsurance was eliminated by Congress as part of Deficit Reduction Act of 
1984, with the support of the Health Care Financing Administration and the laboratory 
industry. In exchange for eliminating the copayment. Congress mandated the current fee 
schedule methodology which set the fee schedules at 60 percent of then-prevailing charges. 

Imposition of coinsurance would shift the costs of the Medicare program to beneficiaries and 
force them to incur an additional $7 billion in out-of-pocket expenses, a burden that Congress 
specifically relieved them of in 1984. However, it is unlikely that coinsurance would have 
any impact on the volume of clinical laboratory services performed. Patients do not decide 
when to order testing nor do they select the testing laboratory. These decisions are made by 
the physician. As the Congressional Budget Office noted in a 1990 Report, "Cost-sharing 
probably would not affect enrollees’ use of laboratory services substantially... because 
decisions about what tests are appropriate are generally left to physicians, whose decisions do 
not appear to depend on enrollees’ cost sharing. " 
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The College urges the Congress to again reject reimposition of coinsurance for services 
in the Medicare clinical laboratory fee schedule. 


DIRECT BILLING FOR CLINICAL LABORATORY SERVICES 

The College supports legislation which would require that payment for all pathology 
services, including both anatomic and clinical pathology, be made only to the person or 
entity which performed or supervised the service~a direct billing requirement<-witb an 
exception for referrals between laboratories that are independent of a physician's office. 

In order to provide clinical laboratory services as efficiently and cost effectively as possible, 
the College urges Congress to require that laboratories seek payment directly from the patient 
or a financially responsible third party, such as the patient’s insurer. Medicare already 
requires laboratories to bill the program directly for clinical diagnostic laboratory testing 
provided to its beneficiaries. In addition. California. New York and Rhode Island 
legislatures have each enacted some form of direct billing. Payors in other states, such as 
Michigan, Connecticut and Pennsylvania, require direct billing as a matter of payment 
policy. 

The Center for Health Policy Studies <CHPS) recently completed an analysis that found that 
the number of services per person is 28 percent greater in non-direct billing states than in 
states where direct billing is required and that total lab charges per person are 41 percent 
higher in non-direct billing states. The Center concluded that if a direct billing requirement 
were adopted nationwide, the annual private sector cost savings attributable to this change 
would fall in the range of $2.4 to $3.2 billion, or between $12 billion and $16 billion over 
five years. 

In addition, CHPS found that Medicare utilization also declined in states that require direct 
billing for other payers, suggesting that Medicare expenditures could also be reduced by 
enactment of a national direct billing requirement. 

The College urges enactment of an alNpayer direct billing requirement this year. 


PAYMENT FOR MEDICARE PAP SMEARS 

All Part B payment for Medicare Pap smears should be in the physician services fee 
schedule rather than split between two separate fee schedules. To accomplish this, 
payment for the Medicare screening (technical component) Pap smear should be moved 
from the clinical laboratory fee schedule to the RBRVS fee schedule. 

Medicare covers a Pap smear, in the absence of signs or symptoms of disease, every three 
years. More frequent coverage is available if certain signs, symptoms or history are present. 
In either event, payment for the screening portion of the Pap smear (the technical portion) is 
made through the clinical laboratory fee schedule. Payment for physician interpretation of 
the Pap smear is made through a separate fee schedule, the RBRVS. Each fee schedule 
bases payment on a different method and is subject to different payment rules and 
restrictions. This dichotomy causes considerable confusion among beneficiaries, physicians, 
laboratories, and even Medicare carriers. Currently there are six billing codes (CPT or 
HCFA codes) to choose among to report the service, three for the screening service on the 
clinical laboratory fee schedule and an additional three for the physician interpretation on the 
RBRVS. 

The College believes that payment for the screening (technical) portion of the Pap smear 
should be moved to the RBRVS as a technical component to the physician service. This 
would be consistent with the fee schedule convention for other diagnostic services such as 
mammograms, x-rays and EKGs. In addition, the three Technical billing codes now on the 
clinical laboratory fee schedule could be eliminated and the technical portion reported using a 
technical component modifier to the RBRVS service, consistent with the method for reporting 
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other diagnostic services. This would simplify administration of the Pap smear benefit for 
all concerned. 

The College requests that payment for the screening (technical component) Pap smear 
be moved from the clinical laboratory fee schedule to the RBRVS fee schedule. 


CONCLUSION 

As fundamental changes in the smicmre and financing of the Medicare program are 
considered it is importam to realize that measures designed to achieve short-term savings, 
such as arbiuary cost sharing or experimental competitive bidding projects, will not result in 
cost-conool and may eventually separate the Medicare system and its beneficiaries from rhe 
mainstream of American medical care. Instead of stop-gap measures, sound changes in the 
way the government finances health care for Medicare beneficiaries should be implemented, 
consistent with the goal of continuing to provide access, choice and quality. 

The recommendations discussed above for achievement of those goals would also move the 
federal goverrunent toward cost-containment without overreaching and negatively affecting 
the health care of Medicare beneficiaries. The College welcomes the opportunity to discuss 
these proposals further and thanks the Subcommittee for the opportunity of submitting this 
statement. 
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STATEMENT OF STANLEY B. BENJAMIN, M.D. 
PRESIDENT, DIGESTIVE DISEASE NATIONAL COALITION 


Hr. Chairman and members of the subcommittee, thank you for 
the opportunity to present the views of the Digestive Disease 
National Coalition (DDNC) regarding Medicare reform, 
specifically. Medicare coverage of colorectal cancer screening. 

The DDNC is comprised of 23 national voluntary and 
professional organizations concerned with a broad range of 
digestive diseases. The Coalition has as its goal a desire to 
Improve the health care of millions of Americans who suffer from 
one of the many conditions, both acute and chronic, which effect 
the digestive tract. 

One of the most common, and fatal, digestive disorders is 
colorectal cancer. Colorectal cancer is the second leading cause 
of cancer death in the United States with 155,000 new cases 
reported each year. The death rate from a diagnosis of 
colorectal cancer approaches 60%. Colorectal cancer accounts for 
over half (1/2) of the 80,000 ostomy operations (a surgical 
procedure leaving the a patient with an appliance to collect body 
wastes) performed each year, resulting in an annual expenditure 
of $1 billion. Anyone can get colorectal cancer, it is more 
common than either breast or prostate and cancer, and strikes men 
and women in almost equal numbers. 

Despite these staggering statistics, colorectal cancer 
screening is not currently reimbursable for Medicare patients, 
even though advanced detection and prevention strategies have 
rendered colorectal cancers almost entirely preventable. Hr. 
Chairman, we know that early detection saves lives and saves 
health care resources. Diagnosis of colorectal cancer in an 
early localized stage translates into a 5 year survival rate of 
93% for colon cancer and 87% percent for rectal cancer. Early 
detection not only improves the quality of life for patients but 
is much more cost effective than providing complex, expensive 
medical care to individuals in the later stages of the disease. 

Every major Federal employee health plan recognizes the 
Importance of colorectal screening procedures and provides 
coverage for these treatments. However, although the average age 
at the time of diagnosis is 71, Medicare still does not cover 
colorectal screening and prevention services. 

Mr. Chairman, the DDNC supports HR 922, ” The Colon Cancer 
Screening and Prevention Act", Introduced on a bipartisan basis 
by Congressman Cardin. This Important legislation addresses the 
problem of Medicare reimbursement for colorectal preventive 
services by extending Medicare coverage to include two colorectal 
screening tests at annual Intervals. 
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Specifically, HR 922 would enable early detection of 
colorectal cancers by providing for an annual fecal occult blood 
test (FOBT) . This is a non- invasive procedure, with an average 
cost of only $5, that helps reduce the risk of death from 
colorectal cancer by between 33 and 43%. Second, Congressman 
Cardin's bill Includes benefit coverage of a flexible 
sigmoidoscopy examination, which enables a doctor to inspect the 
lower part of the colon where 50 to 60% of polyps and cancers 
occur. Finally, this legislation permits individuals at high 
risk to receive a screening colonoscopy exam no more than once 
every two years. This procedure allows examination of the entire 
colon and, if necessary, biopsy and removal of suspicious polyps, 
which are the precursors to almost all colon cancers. 

The DDNC, in collaboration with the American Cancer Society, 
the American Nurses Association, the American Medical 
Association, and several other health care advocacy organizations 
enthusiastically support Congressman Cardin's bill. I strongly 
encourage all members of this distinguished subcommittee to 
incorporate the Medicare screening provisions of HR 922 in your 
comprehensive Medicare reform legislation. In addition, because 
the methods utilized for periodic screening and diagnosis vary, 
depending upon determination of the patient's risk category and 
current medical knowledge, the DDNC recommends that federal 
policy be flexible enough to allow the discretion of the 
health care professional, in consultation with the patient, to 
make the final decision on the screening technique to be 
employed. Coverage should reflect that discretion, and should 
allow for the most appropriate screening method. 

Mr. Chairman, I believe it is apparent that providing 
Medicare coverage for colorectal cancer screening is consistent 
with this subcommittee's goal of slowing the growth of Medicare 
spending. By extending Medicare coverage to include testing 
procedures, the federal government will give America’s seniors 
(the most at-risk segment of the population) a financial 
incentive to be tested, and in the long run, save Medicare 
dollars. 

Once again, Mr. Chairman, thank you for the opportunity to 
present the Digestive Disease National Coalition's views on 
Medicare coverage for colorectal cancer screening. It is our 
sincere hope that this subcommittee recognizes the medical and 
economic advantages of colorectal cancer screening and extends 
Medicare coverage to Include these vital procedures. To do less 
would deprive those who run the greatest risk of developing 
colorectal cancer the same opportunity to live a disease-free 
life as any other American. 
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Statement of the 

Health Industiy Distributors Association 
submitted to 

House Ways and Means Committee 
Subcommittee on Health 
Hearing on 

“Medicare Solvency and Budget Reconciliation” 
Tuesday, July 25, 1995 
Washington, D.C. 


I. Introduction 

The Health Industry Distributors Association (HIDA) is pleased to submit a statement for the record for 
the House Ways and Means Committee's Subcommittee on Health Hearing on “Medicare 
Solvency and Budget Reconciliation,” Tuesday, July 25, 1995. 

The Health Industry Distributors Association (HIDA) is the national trade association of Home Care 
companies and health and medical products distribution finns. Created in 1902 by a group of medical 
products business people, HIDA now represents over 1000 wholesale and retail distributors with 
approximately 2000 locations. HIDA Home Care members include approximately SOO companies which 
provide quality Home Care services, supplies and equipment to patients in their homes. Home Care 
companies provide a wide array of services, including patient education and training on the use of 
equipment, furnishing of supplies, respiratory therapy visits and 24 hour emergency on-call service. 
Home medical equipment (HME), supplies and services which Home Care companies provide to patients 
include canes, crutches, wheelchairs, hospital beds and more intensive services such as home infusion 
therapy, oxygen, and parenteral and enteral nutrition. HIDA Home Care companies serve a significant 
number of Medicare beneficiaries. 

HIDA commends the House Ways and Means Subcommittee on Health for its efforts to carefully 
examine the Medicare program to find ways to improve its quality and cost-effectiveness. We share the 
Subcommittee's concerns regarding the pending insolvency of the Medicare trust funds and are willing 
to work with Congress to slow down the rate of growth of program expenditures. However, we strongly 
oppose targeted cuts to home oxygen services, which have taken 1 8 reductions in reimbursement over 
the past nine years. We strongly oppose competitive bidding for home medical equipment (HME), 
including oxygen and parenteral and enteral nutrition (PEN) — a cut which would be out of proportion 
with the rest of Medicare and would not achieve the savings or outcomes which Congress anticipates. 

We are also very alarmed with the negative attention focused on the “growth” of Home Care. Home 
Care growth is not the problem, but rather a solution to our nation's health care costs. The Home Care 
infrastructure has allowed countless patients to receive care in the more cost-effective environment of 
their own homes rather than more expensive institutional settings. We believe that the Home Care 
infrastructure must be preserved and enhanced to ensure that Medicare beneficiaries receive quality care 
at the least cost to the federal government. 
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n. Why mDA Opposes Competitive Bidding for HM£ 

Although we agree that Medicare needs restructuring, targeting home oxygen services for cuts through a 
competitive bidding program is not appropriate or necessary. First, Medicare patients do not seek out 
home oxygen therapy as a matter of discretion. To quality for home oxygen services under the Medicare 
Part B benefit, a patient who is diagnosed with chronic obstructive pulmonaiy disease (COPD) must 
meet veiy strict utilization criteria, including (I) having a physician’s prescription of medical necessity, 
(2) passing an independent arterial blood gas test, and (3) paying a 20 percent copayment. Home oxygen 
suppliers receive the same reimbursement from Medicare Part B for each patient receiving home oxygen 
therapy services regardless of the level of service required. To compete in today’s marketplace, howeer, 
most home care suppliers must provide a very high level of service to patients. Staying competitive has 
required most home care suppliers to become extremely elTicient. This has been a challenge for the 
industry considering that Congress has made 1 8 reductions in reimbursement to the home oxygen benefit 
over the past nine years. 

HIDA strongly opposes competitive bidding for HME as a way to achieve Medicare savings and cautions 
Congress to seriously consider its policy implications on the provision of quality home care services, 
supplies and equipment to Medicare beneficiaries. The Health Care Financing Administration (HCFA) 
has not yet begun to develop any specific proposal on how to implement competitive bidding, which is 
very complex and would require a new and costly bureaucracy to administer. 

HIDA Members urge Congress to preserve the competitive, free market system for the Medicare home 
oxygen benefit. Competitive bidding for HME will only lead to higher prices and a sacrificed quality of 
service for patients. A winner-takes-all approach could potentially result in a loss of jobs, particularly 
for small businesses. Instead, Congress should consider the value of home oxygen therapy, which is 
considerably less expensive for the federal government than caring for the elderly and disabled in more 
expensive institutional settings. 

in. VsJue of Home Care 

Home Care adds significant value to our health care deliveiy system for a number of reasons. Home 
Care encourages individuals to take tesponsibllity for their care and to function independently, remaining 
productive members of society. Home Care keeps families together and prevents disruption by allowing 
the person needing care to stay at home to receive that care. Studies show that patients prefer receiving 
care in the security and comfort of their own homes versus institutional settings. Finally, Home Care 
provides the patient with quality of life advantages over institutional care which results in more positive 
outcomes, preventing the need for more intensive care and further costs to the health care delivery 
system. 

rv. Factors Contributing To Home Care Growth 

Health policymakers should regard the recent improvement of Medicare Home Care as a great success 
story that Congress should build upon. Congress should not be surprised that the infrastructure to support 
Home Care has grown because of demographic and historical factors which have increased the use of 
Home Care versus institutional care, A major factor contributing to the increased utilization of Home 
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Care is the aging of the American population. According to the 1 995 Health Care Financing Review ‘s 
Medicare Statistical Supplement, as a percent of total Medicare enrollees, the 65-69 age group has 
declined steadily while the 85 years of age or over group has grown steadily. The latter represented 9.9 
percent of total enrollment in 1992 compared with only 8.1 percent in 1978. Medicare beneficiaries 85 
years and over require a much more intensive level of care than younger beneficiaries. 

Another factor contributing to Home Care growth is the 1983 implementation of the Medicare hospital 
prospective payment system which resulted in patients being released from the hospital quicker with 
more intensive care needs •* thus needing some place to recover. This change has made Home Care a 
necessity, not an option. In addition, technological advances such as home infusion therapy have 
allowed patients to receive therapies and services in their homes which less than a decade ago were only 
available in institutions. Finally, Home Care has grown because of a strong family preference for Home 
Care and an increased physician and patient awareness of Home Care. 

V. Home Care is Cost-Effective 

The growth of Medicare Part B expenditures is not attributable to inappropriate utilization. Appropriate 
Home Care services decrease costly stays in hospitals and nursing homes, and increase patients* potential 
to become productive and participatory members of society. As the following summary chart shows, a 
number of studies show that Home Care is more cost-effective than hospital care: 
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Moatbly Out of Hoipital Vonia Homt Core Under Selected Conditiene 


CONOmON 

COST OF 
HOSPITAL 
CARE 

COST OF 
HOME CARE 

dollar 

SAVINGS 

DIFFERENCE 

Inbnt with 
breathing and 
feeding 
nrobleme 

$60^0 

$20409 

$40,761 

66.0% 


$23,670 

$9,000 

$14470 

62% 


S7JI90 

$2,070 

$5420 

71.6% 


$366,052 

$136460 

$230492 

62eS% 

Patient 

requiring 

reepiretory 

enoDott 

$24,715 

$9467 

$15,408 

624% 

Quadriplegic 
w/epinal chord 
ininrv 

$23,862 

$13431 

$9431 

41.6% 

Pcnoo with 
certbnl iMlfT 

$0,425 

$44«7 

$3460 

■H 

Bone Marrow 
infection 

$16,000 

$5,000 

SII4OO 

60.6% 

Reepiratoiy 

dbtreu/oxygen 

dcDcndcnCT 

$36,000 

SII4OO 

$24400 

68.0% 

m 

$15,742 

$9,153 

$6489 

41.9% 

Oqrgen- 
dopcndent 
childrea with a 
tracheoftoav 

$12436 

$5404 

$6,932 

56.7% 

AIDS care 

$23,190 

$2420 

$20470 

87.8% 



$16461 

$53,692 

764% 


$10400 

$3400 

$7,000 

664% 


$2,000 

$1400 

$800 

40.0% 


Sources: from Olsten Healthcare, Aetna Life & Casualty Co., National Association for Home Care, 1993, Sth 
International Conference on Pulmonary Rehabilitation and Home Ventilation, Denver, Colorado, 1995. 
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As this chart shows, Home Care is considerably more cost-effective than hospital care for a number of 
different medical conditions. The information in the chart is a compilation of published reports and 
studies from a number of sources, including those listed above. Clearly, the percentage of the difference 
in costs between the Home Care and hospital setting ~ as high as 87.8 percent — indicates that Home 
Care should receive the highest consideration in efforts to lower costs in the health care delivery system. 

The following chart shows the cost-effectiveness of Home Care per episode in comparison to hospital 
inpatient treatment: 

COST COMPARISON OF TREATMENT OF HIP FRACTURE, 

COPD AND PNEUMONIA IN ALS 


CONDITION 

HOSPITAL 

INPATIENT 

TREATMENT 

HOME 

TREATMENT 

COST SAVINGS 

Hip Fracture 
Patients 


$4,692.05 

$2,016.09 per 
episode 

COPD 

S3447.87 

$3097.75 

$450.12 per 
epbode 

ALS Patient 

$3,751.26 

$3,491.98 

$259.28 per 
episode 


Source: Lewin ICF, ^^Ecoooouc Analysis ofHome Medical Equipmeot Services,” May 29, 1991. 

There are also a number of studies which have showed states’ effectiveness in moving to cost- effective 
Home Care, including the following: 

• GAO Report on Home Care Cost-Effectiveness 

The General Accounting Office's (GAO) August 1994 report, Medicaid Long Term Care: Successful 
State Efforts to Expand Home Services While Limiting Costs (GAO-HEHS 94 1 67) shows the cost- 
effectiveness of home and community-based longterm care programs implemented in Washington, 
Oregon and Wisconsin. The GAO study reports that as a result of their shift to home and community- 
based care, these states have been able to serve more beneficiaries with the Medicaid and state dollars 
they have available. The study states, "On a per-bcneficiary basis, home and community-based care is 
considerably less expensive than nursing facility care." The report also states that per-user spending for 
nursing facility care has been rising faster than for home and community-based care. 

Washington 

The report found that Washington's average monthly expenditure per user for nursing facility care for the 
aged and disabled averaged $2,023 in 1 993 compared with $419 for home and community-based users. 

Wisconsin 

Wisconsin had a net savings in per-person public expenditures associated with home and community- 
based care of 16 percent. 
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Oregon 

Oregon saved $227 million between 1981 and 1991 by using home and community-based care and 
reduced the number of nursing facility beds significantly. Oregon’s average monthly expenditure per user 
for nursing facility care for the aged and disabled averaged $1,657 in 1993 compared with $420 for home 
and community-based users. 

Other Reports 

• New York’s "Nursing Home Without Walls’” State Senate Report New York's "Nursing Home 
Without Walls" program takes individuals who are eligible for Medicaid and allows them to be cared 
for at home if the costs so incurred are 7S percent or less than the cost of comparable nursing Home 
Care. New York’s State Senate studies show the state saved 50% of the cost for these patients which 
would have been incurred had they been placed in a nursing, home. 

• New Mexico Waiver Program New Mexico's waiver program for people with AIDS estimates a 
savings of SI 100 a month for patients who use Home Care rather than skilled nursing facility care. 
The average patient plan of care costs $1000 a month for Home Care compared to S2,100 a month 
for skilled nursing facility care. New Mexico reports that only about 47% of patients receiving 
waiver services are hospitalized in a given year compared to 70% of those not under waiver. 

• National Governors Association 1992 Resolution The National Governors Association's 1992 
resolution recommended the elimination of the cufrent institutional bias in public programs such as 
Medicaid. The governors are asking for more flexibility to make greater use of Home Care as the 
more preferred and cost-effective method of meeting the growing need for long-term care. 

VI. HIDA Home Care Recommendations 

HIDA Home Care has long advocated that Medicare, while a base for coverage of home health services, 
supplies, and equipment, should be revise to include therapies, treatments, and equipment which enhance 
clinical outcomes and quality of life for individuals with both acute and long term care needs. Medicare 
DMEPOS coverage does not cover many cost-effective home medical services, supplies, and equipment 
which utilize cost-effective technology. For example, the 1965 Medicare statute’s restrictive language 
prevents beneficiaries from taking advantage of cost-effective home care, such as home infusion therapy. 

HIDA Home Care has identified specific ways to improve access to Home Care. These legislative 
initiatives, which are supported by the Home Care Coalition, recognize and support Home Care as a cost- 
effective and patient-preferred alternative to institutional care. Legislative initiatives to encourage Home 
Care that we support include patient choice of provi<ter, caregiver issues; coverage of home infusion 
therapy services, respiratory therapy services, occupational therapy services; reimbursement issues; and 
quality assurance mechanisms for the patient receiving Home Care services, supplies and equipment. 
Specifically, HIDA Home Care supports the following legislative initiatives: 

Patient Choice I«ucs 

Patient Choice/Upgrade 

Amend the Medicare law to authorize beneficiaries to pay suppliers who agree to take assignment on their 
claims the balance above the Medicare allowable fertile equipment which has functional or other features 
exceeding those of the item determined by Medicare to be covered. Further amend the Medicare statute to 
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clearly continue to allow a supplier to submit any claim for payment under assignment for an item the 
beneficiary chooses to upgrade. 

Caregiver Issues 

Family Caregiver Tax Credit 

Would provide individuals who care for a severely disabled parent, grandparent, spouse or child in their 
home a $500 tax credit to use for such things as much*needed respite care, basic medical expenses, and 
special medical equipment to enhance the quality of life. 

Caregiver Safety and Well-Being 

Require Medicare to take into consideration the safety, health and well-being of the primary caregiver 
when determining the medical necessity of, and prescribing, appropriate home health services and home 
medical equipment. Authorize Medicare to pay for specific items and upgrades of otherwise medically 
necessary HME when, in the clear and documented clinical judgment of the prescribing health care 
professional, the HME recommended wilt significantly reduce the risk of injury to the unpaid primary 
caregiver. 

Coverage & Reimbursement Issues 

Medicare Coverage for Limited Respiratory therapy services under OME and home health care 
benefit 

Cover limited respiratory therapy under Medicare when the cost will be less than expected cost of 
hospitalization, up to $900 per patient per year, and in accordance with clinical practice guidelines. 

Medicare Coverage for Home Intravenous (IV) Therapy 
Cover home IV drug therapy services under Medicare. 

Medicare Coverage for Occupational Therapy as Qualifying Benefit 

Include occupational therapy services as a qualifying benefit for home health services under Medicare. 
Non-Discrimination Against Home Care 

Provision would require Secretary to develop a certification form to assist the referring physician and the 
beneficiary in determining the most appropriate site for the beneficiary to receive care. Purpose is to 
eliminate any fmancial or other disincentives for utiUz^ton of home care under Medicare. (For example, 
requiring home care beneficiaries to pay a co-payment for care is a disincentive to use home care when 
there is no co-payment required for institutional care.) There should be no restriction or arbitrary limits 
placed on the number of home care visits based on medical necessity. 

Physician Reimbursement for Horae Care Visits 

Medicare should reimburse the physician at a reasonable fee for medically necessary home care visits to a 
patient in the home and consulting for home care products or services. 

Quality Assurancs 

Certification of Suppliers: Quality Standards 

Establish different supplier standards/criteria based on the complexity of the services provided for suppliers 
to be able to bill Medicare for DMEPOS services. For example, suppliers providing respiratory equipment 
and related services would have to meet more rigorous standards than suppliers providing only 
“traditional" HME such as hospital beds and canes. Further, suppliers providing certain “life-supporting” 
equipment and related services, (e.g. parenteral nutrition, IV drug therapy) would be required to meet even 
higher standards. 
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MlsceHaneous 
Home Ctre Data System 

Would provide for a series of data management improvements, including administrative simplification, 
standard claims processing forms (paper and electronic) for all public and private payors, and standardized 
home care data management to facilitate communications among providers, payors, etc. Would limit the 
requirement that physicians complete certificate of medical necessity forms to abusive suppliers and 
overutilized items. Would allow suppliers who take assignment on 90 percent of their Medicare claims to 
qualify as ''participating suppliers" and thereby become eligible to access HCFA's insurance verification 
system. Many suppliers do not take assignment on all claims because some Medicare fee schedule 
amounts are too low. 

Home Care Council 

Establish a national council on home care to make recommendations to Congress, and to develop proposed 
changes in regulations and policy related to the provision of home care. The national council would make 
recommendations on simplifying consumer understanding of home care benefits and payments. The 
Council would include consumers, providers and carriers/flscal intermediaries. The Council would make 
recommendations to the Secretary on streamlining procedures for approving coverage criteria and 
appropriate reimbursement for new technology products. 

GAO Study on Personal Assbtance Services 

Require the General Accounting Office (GAO) to study existing state programs which cover personal 
assistance services for individuals with disabilities to det«mine the cost savings associated with providing 
these services and preventing unnecessary hospitatizMion. The study would make recommendations on 
how Medicare could cover such services to achieve program savings. 

VII. Fraud and Abuse 

HIDA has been very much in the forefront of industry efforts to curb heath care fraud and abuse. We 
have been actively involved in each stage of HCFA’s process to consolidate from 33 carriers to four 
durable medical equipment regional carriers (DMERCs) to process Medicare DME, prosthetics orthotics 
and supplies (DMEPOS) claims exclusively. The carrier consolidation process has been extremely 
successful at reducing the opportunity for fraud and abuse. 

CMNs 

For years, HIDA has advocated to HCFA and the Htll our recommendation that physicians be required to 
complete certificates of medical necessity (CMNs)i2aly for those items of durable medical equipment 
which are overutilized and only for suppliers who have been as being abusive. In other words, we 
recommend that you create a heavy oversight burden in targeted problem areas. Unfortunately, HCFA 
has not taken actions to adopt this simple recommendation to reduce ovenitilization. 

Supplier Standards 

HIDA has also advocated to HCFA and the Hill our recommendation that the HHS Secretary create 
quality standards which durable medical equipment prosthetics and orthotics (DMEPOS) suppliers would 
have to meet to qualify to submit Medicare claims for payment. Currently, suppliers are required to 
comply only with minimal standards as a prerequisite to receive a supplier number and bill the Medicare 
program for DMEPOS items. These include honoring warrantees, conducting recalls of faulty 
equipment, and informing the beneficiary ofboth of these requirements. In 1994 Congress required the 
Secretary to develop additional supplier standards; however, HCFA has narrowly interpreted this 
mandate to include standards that only pertain to requirements that a supplier comply with all applicable 
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State and federal licensure and regulatory requirements; maintain a physical facility on an appropriate 
site; and have proof of appropriate liability insurance. 

To help rid the industry of the few illegitimate players which tarnish the industry, HIDA has urged 
HCFA to require all suppliers to comply with standards that will assure Medicare beneficiaries that they 
will receive a consistent quality of DMEPOS services—that is, standards most beneficiaries currently 
receive today. Suppliers providing oxygen or other ‘*high technology" products and services should have 
to meet more rigorous quality standards, and home in^ston providers should meet more rigorous quality 
standards. For example, a Medicare beneficiary receiving home oxygen ther^y services should be 
guaranteed education and training on how to use the equipment, 24 hour emergency on-call service, and 
the furnishing of supplies. HIDA urges the Subcomminee to seriously consider our certification of 
suppliers recommendation to improve accountability in the industry. 

Home Care Data System 

In addition, HIDA Home Care has advocated to Congress a Home Care Data System to improve data 
management, including administrative simplification, standard claims processing forms (paper and 
electronic) for all public and private payors, and standardized Home Care data management to facilitate 
communications among providers and payors. These are just some of our proposals to improve Medicare 
Part B to prevent fraud and abuse and to improve quality. 

VIII. Conclusion - Home Care Is Part of the SoIutiOB 

As Congress looks to reform the health care system. Home Care is a critical factor. Rather than 
denounce Home Care for its recent growth. Congress should consider that Home Care has saved the 
federal government a tremendous amount of money v4iich would have been spent had Medicare 
beneficiaries received care in more expensive institutional settings. HIDA believes that the answer to 
Medicare growth is not to cut Medicare Part B by implementing a competitive bidding program for HME 
(home oxygen, parenteral and enteral nutrition (PEN))- Rather, Congress should revise the Medicare 
statute to consider cost-effective technologies which Medicare currently does not cover. For example, the 
1965 Medicare statute's restrictive language prevents beneficiaries from taking advantage of cost- 
effective Home Care, such as home infusion therapy and respiratory therapy. These therapies should be 
covered but currently are not because of the language of the 1965 Medicare statute. 

As our population ages and there is more utilization of Home Care because patients prefer Home Care 
and sophisticated technology allows for Home Care treatment. Medicare must accommodate advances in 
medical technology to continue the cost-effective use of Home Care versus expensive care in a hospital 
setting. If access to more Home Care services were provided to patients, hospital costs could be reduced. 
There is no question that savings could be realized, provided that utilization controls based on medical 
necessity were also in place. HIDA is concerned that Congress not seek to solve the cost problems by 
simply limiting the benefits offered to patients without a more global consideration of the most 
appropriate and cost-effective site of care. 


Thank you. 
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STATEMENT OF HEALTH INDUSTRY MANUFACTURERS ASSOCIATION 


This statement augments the Health industry Manufacturers Asscciation's (HIMA) 
testimony presented before the Ways and Means Health Subcommittee on July 20, ] 995 Our 
testimony reinforced the importance of restoring Moiicare coverage for items and services 
provided as part of a medical device clinical trial and urged passage of H R 1744, the 
"Advanced Medical Device Access Assurance Act of 1995," introduced by Rep Bill Thomas (R- 
CA) 


This statement highlights HIMA's position on issues affecting home care technology, 
competitive bidding, and the need for clarity in the Medicare health care fraud and abuse statute 

PUMA is a Washington, D.C.>based national trade association representing more than 
700 manufacturers of medical devices, diagnostic products, and health information systems. 
HIMA's members manufacture more than 90 percent of the nearly S50 billion in annual domestic 
sales of health care technology products. 

Home Care 

Revisions to the Medicare program must recognize the cost effectiveness of home 
medical equipment and the high degree of patient satisfaction with home care The following 
key issues should be a part of Medicare reform to assure a strong, flexible home medical 
equipment (HME) benefit 

1 , Definition of Home Medical Equipment . The Medicare definition of durable medical 
equipment is no longer consistent with the in^rance coverage of many Americans and 
needs to be brought up to date. A modem, flexible definition of home medical equipment 
(HME) should be incorporated in statute Properly drawn, it can address the concerns 
that have risen about Medicare's current limitations (definition attached) 

2 Patient Choice of HME Products Freedom of choice in medical care has been identified 
as a prime goal of most Americans in health care reform Current Medicare policies on 
HME restrict patient choice .An amendment that allows individuals to "upgrade" or 
choose additional product features beyond the Medicare approved product at him or her 
own expense would assure that patient choice remains part of the modem HME benefit 
This upgrade option exists only with non-assigned Medicare claims It should be 
expanded to include assigned claims so the beneficiary can combine the financial 
protection of assignment with the flexibility of greater product choice. Enactment of 

H R 1754, introduced by Rep. Sherrod Brown (D-OH), would achieve this goal 

3 Home Infusion Therapy Benefit HIMA supports the enactment of a Medicare home 
infusion therapy benefit because it will enhance home care and end the current confusion 
over Medicare coverage of home infusion. Currently, nutritional therapies are covered 
under the prosthetic device benefit and other infusion therapies are considered durable 
medical equipment No professional services are recognized, even though they are 
crucial to proper patient care in the home A comprehensive benefit category should be 
adopted Such a benefit would also allow Medicare to be a better prudent purchaser of 
infusion therapy and help maintain the quality of services rendered 

4. Presence of a Caregiver in the Home Medicare policy forbids consideration of the 

presence/absence, health, safety and well bdng of a caregiver in the home. This means 
that all policy is based on the assumed presence of a capable care^ver in the home As a 
result, certain products, such as electric beds, are not covered because they are not 
needed if a competent caregiver is present in the home. On the other hand, the caregiver 
may be elderly and not fully able to perform ail mechanical functions Medicare law 
needs to be changed to permit the Health Care Financing Administration (HCFA) to give 
consideration to the home environment, including the presence, or absence of a 
competent caregiver 

Competitive Bidding 

Concern over the burgeoning federal deficit has prompted both the Administration and 
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Congress to seriously consider the implementation of competitive bidding for clinical laboratory 
services, durable medical equipment (DME), and parenteral and enteral nutrition (PEN) under 
Medicare HIMA opposes the concept of competitive bidding 

Competitive bidding should not be conilised with competition in the health care marketplace In 
fact, competitive bidding destroys competition by allowing a winner-take-all situation and 
driving other providers out of business, particularly small providers. Ultimately, this will drive 
up prices. True competition compares service and price Competitive bidding looks only for the 
lowest price It does not address issues of service, choice or quality. HIMA strongly believes in 
competition, but competitive bidding is not true competition In today’s marketplace, the 
diversity of providers brings a wide variety of services to patients, including those in most rural 
areas. This competitive market holds down prices and motivates companies to enhance the 
quality of their services. 

Both the Administration and Congress endorse the expansion of managed care in the 
health care market Competitive bidding is antithetical to the initiatives to expand managed care 
The decision to expand managed care options is based on the desire to offer the lowest cost 
services. In addition, unlike a managed care group, which has a geographically contiguous 
population, a clearly identified group of beneficiaries, and a case manager for each patient, 
Medicare has none of these important attnbutes that are essential to soliciting “bids” for a clearly 
defined patient group. Furthermore, the lack of a case manager for Medicare patients would 
preclude Medicare from assuring that patients were getting the equipment and services 
contracted for by the low bidder The adoption of competitive bidding would be an invitation to 
Medicare to create a new bureaucratic oversight structure, but at great cost for little potential 
return. 


The desire to implement competitive bidding also is based on achieving the lowest cost 
A structure that permits low bidders to offer inferior quality at below market prices will leave 
Medicare patients worse off and will cost more in the long run. No competitive bidding program 
to date has successfully ensured the level and quality of support and service essential to basic 
patient care 

We object to the use of competitive bidding for these purposes because of its very poor 
history under other health plans. Prior governmental experience with competitive bidding for lab 
testing has been poor As HCFA noted in explaining its concerns about competitive bidding: 

Laboratories might knowingly under price the competition in order to win a 
Medicare contract, even if they know they will be unable to cover their costs at 
the bid price This practice, known as "low balling." has occurred in even limited 
competitive contracts awarded by the Air Force and by the District of Columbia 

Further, we are concerned that competitive bidding will not ensure quality home medical 
equipment at reduced payment levels In fact, it could curtail the access to home medical 
equipment. 

A study by the General Accounting Office (GAO) found no administrative cost savings 
from its studies of competitive bidding for carrier services in Medicare programs. A 1986 GAO 
study looked at seven Medicare pilot projects and concluded that four of the seven lost more 
money than they saved GAO found that 1) competitive fixed-price experiments did not 
demonstrate any clear advantage over the cost contracts already in use to administer the program 
and 2) frequent use of competitive bidding in contracting could increase Medicare administrative 
programs, and would increase the risk of poor contractor performance .. 

In addition, competitive bidding usually reduces competition by eliminating other 
sources of supply over time Competitive bidding has been tried for home medical equipment 
and subsequently abandoned in a number of states, in part due to the problem of implementation. 
The complexity of dividing the entire nation into multiple and reasonably size service areas is 
daunting Additionally, few suppliers provide all possible services that may be needed 
Therefore, special care would need to be taken to assure that the full range of services could be 
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provided by multiple bidders. Rural communities might Rnd competitive bidding particularly 
adverse to their interest. 

There is very little evidence to show that competitive bidding will actually save money 
when compared to other reimbursement tools. In fact, under the competitive bidding structure 
for oxygen equipment currently used by the Veterans Administration, there is wide variance in 
equipment delivery time in order to allow the comractor time to service a large geographic area 
Such delays are expensive and burdensome to patients 

Under Medicaid contracts which have used competitive bidding, a number of service- 
related problems have risen, including inadequate patient education and training on the 
equipment, poor follow-up services to determine if the patient is property using the equipment, 
irregular equipment checks to determine if the equipment is still properly working, and delays in 
repair or replacement of malRinctioning equipment 

Health Care Fraud and Abuse 

HIMA supports strong anti-fraud and abuse legislation We are pleased that the 
Committee is considering language that would clarify the discount exemption to the anti- 
kickback laws. Discounting, as a legitimate marketing practice, actually saves the system money 
.4 by encouraging competition. HIMA, along with oth^ device and pharmaceutical manufacturers, 
endorse the attached amendment to clarify current law. 

However, there is some concern with expanding the current fraud and abuse statute to 
private pay plans. The current law is somewhat unclear and should be revised before expanded 
so that legitimate buaness practices are not inadvertently prohibited With this in mind. HIMA 
supports modifications to the current statute including, but not limited to, advisory opinions, 
clarification of the "should have known standards," clarification of the intent standard and safe 
harbor concept, and amending the "one purpose test’ to substantial or primary reason for 
referrals. A coalition known as the Health Industry Initiative (Hll) has provided the committee 
with a complete package of proposed improvements to the current fraud and abuse statute We 
hope that the Committee wiU consider all of HH's suggested changes as it debates fraud and 
abuse legislation. 

Conclusion 

Thank you for the opportunity to testify in ^pport of H R 1744, "The Advance Medical 
Device Access Assurance Act of 1995” and provide these written comments on home care, 
competitive bidding, and health care fraud and abu^. 
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HIMA 


> “ ' ' PROPOSED REVISED DEFINITION OF 

“ durable medical equipment 

► - ■ I ? ’ » ;• » ' } c 


Definition of home medical equipment: Home medical equipment includes medical devices, 
products, and deliver) support systems which: 

a) Can withstand repeated use by multiple users, multiple use by a single user, single use 
by single user (where medically necessary to insure optimum therapeutic benefit) and 

b) Is primarily and customarily used to serve a medical purpose including, but not limited 
to prevention, treatment, recover)' or rehabilitation from an illness or injuiy, and 

c) Generally is not useful to a person in the absence of an illness, injury , or disability 
arising from genetic or birth defects or the effects of aging, and 

d) Is appropriate for use in a home or other residential facility. 

EXPLANATION 

The definition is changed to rename it from durable medical equipment to "home medical 
equipment" reflecting cunent usage within the industry. The definition should be expanded to 
include the broad spectrum of devices used in the home that are covered by Medicare. The 
addition of the words “medical devices, products and delivery support systems" picks up items 
covered under the medical device amendments, products such as mattresses and disposables, 
and the delivery support systems which are essential to the proper function of a mechanical 
device such as a cannula within an oxygen concentrator. 

Equipment is used in different types of scenarios. The repeated use by multiple users is 
illustrated by many beneficiaries renting the same wheelchair over time from a home medical 
equipment supplier's rental fleet. The multiple use by a single user occurs when a patient 
uses a wheelchair or cane many times, and the item is not subsequently re-rented. By virtue 
of sanitary requirements, there are products such as disposable intravenous pumps that should 
be used only once by a single user. Implantable pumps arc another example of a single use 
by a single user. 

The medical purpose is broadened to include prevention because of the need to include 
products that reduce health care costs by preventing illness and injury among the Medicare 
population. For example, bathroom safety products and wound care have only limited 
coverage under Medicare, Everv vear there are 250.000 falls in the bathroom that require 
hospitalization Most oi inese people are over the age oi bS. These falls can be prevented by 
bathroom safety products that are significantly less expensive than the cost of a hip 
replacement. Wound care is another area in which prevention and early intervention of 
pressure ulcers also can save money. Under the current Medicare law, preventive uses of 
these products are not coveted. 

Birth and genetic defects and aging are added to the definition because Medicare currently 
doesn’t cover home medical equipment users who are in that situation because of these 
problems. This revised definition is patterned more after the terms used in the "Americans 
with Disabilities Act". This revised definition will mean that Medicare would reimburse 
patients for tools that allow them to achieve personal dignity and be independent of requiring 
assistance with daily living activities. 

Finally, other residential facilities are added to broaden the concept of home because these 
products are appropriately used in these other residential facilities or instimtions. 
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PROPOSAL TO CLARin’ ANTI-KICKBACK LAW PROVISION FOR DISCOUNTS 
Legislative ChasEe 

Amend 42 U.S.C. Sec. 1320 a-7b(b)(3)(A) to read; 

A discount or other reduction in price (including reductions in price aopbed to combinations 
of items and/or services, and reductions made available assart of capitation, risk sharing, 
disease management nr aimilar nrogramsl obtained by a provider of services or other entity 
under Medicare or a State health care program if the reduction in price is properly disclosed 
and appropriately reflected in the coats claimed or charges made by the provider or entity 
under Medicare or a state health care program. Provided, however, that where an entity 
whifh does not report its coats on a cost report separately claims an item or service for 
payment, and oa^Tnent bv the Medicare program or a state health care program is not based 

on actual acquisition costs, then a nrioe reduction on the item or service mav be properly 

disclosed and appropriately reflected bv providing fuU and accurate information concerning 

the price reduction at the time the value of the reduction is known, at the reouest of the 

Secretary or aJSute agency. 

Conform Safe Harbor Regulations 

The Secretary shall, within sixty days of the enactment hereof, revise the Department's 
regulations to conform with 42 U.S.C. Sec. 1320a-7(b)0>)(3)(A) as amended by § . 

Explanation 


The Committee is concerned that the "discount exception to the statute as currently 
interpreted, and the ‘‘discount" safe harbor regulation, have the potential to impede 
implementation of commercially reasonable and non-abusive marketing practices. One such 
practice is the combining for discount purposes of various products and/or services supplied by a 
company to a provider. Another example is the use of disease state management programs, where 
the manufacturer or supplier shares financial risk with the provider in caring for the patient. A 
third example involves the provision of discounts based upon purchase volume during a fixed time 
period. \Miile these arrangements may differ fi'om pure time-of-sale price discounts on a single 
item or service, they are appropriate in the current health care environment. They are marketplace 
phenomena developed in response to provider and payor demands for more cost-effective 
purchasing options. Under these drcumstances. the manufacturer or supplier is simply reducing 
price based on sales volume, creating efBdencies through the breadth of its product line, or 
developing disease management guidelines and taking some risk for reducing health care costs for 
patients treated with its products. Similarly, the provider is prudently negotiating arrangements 
which represent the most^cost-effective means of providing quality patient care. The Committee 
believes that these arrangements are appropriate and create no potential for abuse so long as there 
is adequate disclosure of the financial parameters ofthe^e arrangements so that the Medicare and 
State health care programs are able to ascertain cost data for purposes of revising payment rates 
and are able otherwise to evaluate the impact of these arrangements. The Committee believes the 
manufacturer or supplier providing the discount can meet its disclosure responsibility by informing 
the buyer of the existence and actual amount of the discount, at the time it is known; similarly, the 
provider can meet its obligation by providing this information, as may be requested, to the 
Secretary or state health care agency. 
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STATEMENT OF MAYO FOUNDATION 


I 

Mayo Fonadalioa Prmdiilea for Medicare RestnictDring 


1 . The Medicare program will not be viable without major changes (see attachment for 
major options available). Current Medicare spending growth levels exceed private 
sector health care growth levels, despite constant ratcheting downward of provider 
fees. Fundamental changes are nee^ to bring Medicare in line with the changes 
taking place in the health care system. These changes must allow continued access to 
high quality care for senior citizens, and foster a more cost-effective health care 
system. Regardless of the options chosen, it is important to include the following as 
essential components in the reform. 

2. Patient choice is a fundamental principle that must be e nhan ced in a more competitive 
Medicare system. Medicare patients should have the opportunity to choose from the 
same types of coverage plans that are available in the private market, including HMO, 
preferred provider organizations/point of service plans, and open panel/fee for service 
plans. Reforms should not create state or geogr^hic barriers to patient choice of plan 
or provider, nor restrict access to high value cate. 

3. If private insurance or vouchers are part of a restructured Medicare system, it is 
essential that risk adjustment and insurance underwriting requirements be developed to 
assure that all Medicare beneficiaries have access to adequate insurance coverage. 

4. Medicare payments must be more standardized across the nation, decreasing the 
significant regional payment variafions that currently exist. The current system 
penalizes the efficient providers of health care, and rewards the inefficient. Medicare 
HMO capitation rates should not include education and disproportionate share 
payments in the formula, but these payments should be made separately. 

5. Funding for education and research should be separated &om patient care fimding. 

The Federal Government should create a separate, independent fimding pool for these 
societal benefits, funded by a surcharge on all health plans (including Medicare). 

Funds should be distributed nationaliy to teaching ho^itals and other organizations 
incurring the costs of these education and research programs. 
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LEGISLATIVE OPTIONS FOR MEDICARE 


Modify present government program 

* Increase eligibility age 

* Reduce benefits 

* Increase co-pays 

* Means tested premium increases 

* Further reduce provider payment 


Catastrophic Plan/Medical Savings Accounts 

• $3,000 deductible for all, then catastrophic insurance coverage 

• Can put tax ftee dollars in "medical savings account" to pay deductible 


Voucher System with private insurers 

• Provider voucher to all seniors (may or may not be means tested) 

• Risk adjust voucher amount 

• Seniors use voucher plus their own dollars to purchase private insurance 
of choice 

• Government coordinates private insurance offering (similar to Federal 
Employees Health Plan) 

• Some combination of the above 
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njLL TESTIMONY 

NATIONAL ALLIANCE FOR INFUSION THERAPY 


The National Alliance for Iniiuion Therapy (NATI) submits this testimony to the Ways 
and Means Health Subcommittee for the record of the hearings held by the Subcommittee on 
July 19, 20, and 2S regarding Medicare reform and budget reconciliation issues. 

NATT is a national association of providers and manufacturers who serve patients in need 
of home infusion therapy and other home care services. Home infusion therapy is life-sustaining 
treatment for people suffering from a variety of diseases and conditions, including cancer, AIDS , 
infections, severe pain, gastrointestinal disorden, and many others. Appropriately administered, 
it is far less expensive than comparable care in an inpatient setting. 

We are pleased to discuss Medicare savings and reform proposals as they pertain to home 
infusion therapy. We believe that tiie Medicare system must be reformed to reflect more 
accurately the way health care is delivered today. We further believe that Medicare’s 
management of home infusion therapy is an ideal example of how Medicare has fallen far behind 
the private sector, to the detriment of its beneficiaries. 

There are few areas that are more illo^cal and self-defeating than Medicare’s policies 
toward infusion therapy. Medicare defines home infusion therapy wrongly, and as a result, 
cannot cover it in a sensible manner or ensure that its beneficiaries are receiving quality care. 
We would be thankfid if, as a result of this l^islative process. Medicare is reformed so that 
home infusion therapy is defined properly. If that occurs, the program can ensure wise 
expenditures for home infusion therapy and quality care for its beneficiaries. 

To better understand why Medicare's coverage and payment policies for infusion therapy 
do not work, it would be helpful to explain briefly what infution therapy is and how it can be 
dramatically cost effective when properly provided. 

Drugs are administered by infusion when other routes of administration are not possible, 
effective, or desirable, or when a sufficiently rapid therapeutic re^nse is not likely to be 
achieved. In the case of parenteral and enteral nutiition, nutrient solutions are administered by 
infusion when the patient cannot ingest enough nutrients orally to maintain adequate weight and 
strength. 

Infusion therapy has been provided in acute inpatient settings for several decades. The 
first infuaon therapies introduced into the home setting during the 1970s were nutritional 
therqnes - parenteral and enteral nutrition. In tire mid-1980s, antibiotic therapy, chemotherapy, 
pain management, and other therapies were added to the qtectrum of infusion therapies that are 
commonly provided to patients in their homes. Currently, there are over 20 different therapies 
bong offet^ in the hom and other ouqiatieat settings, and Attachment A provides a summary 
of the most common therapies and the clinical indications for their use. Medicare provides 
limited coverage of infusion therapy, and tim portion of Medicare costs attributable to home 
infusion therapy is actually small in relation to t^ home care expenditures and extremely small 
in relation to the total program, but we still bdieve that it is an area that warrants serious 
change. 

The use of home infiisioo therrqry grew rrqndly in the mid-1980s with the trend to release 
patients from the hospital at earlier stages of recovery to conqtlete treatment in the home or 
other outpatient settings. In response to this trend, a new type of home cate provider evolved, 
one that specialized in home infusion therapy and other bi^-tech home care services. These 
providers utilized technological devetopments and advancements in home nursing and pharmacy 
practice to create a "hospital without walls* concept of home cate. Compared to inpatient care, 
home infusion therapy saves hundreds of dollars per day in hospital "room and board" costs, 
where patients are property selected for home treatmenL For home infusion thenqry to be 
successful, however, nurses and pharmacists must collaborate with the patient’s physician to 
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cany out a patient-specific plan of care. The activities of these professionals are described in 
Attachment B. 

In many respects, home infusion therapy is a genuine success story, combining the 
application of clear incentives by the government with the technological advances of the private 
sector to offer high-tech care to persons in their homes. Medicare, however, does not see it that 
way. As far as Medicare is concerned, home infusion therapy does not really exist, at least not 
as the entire clinical community understands it. Rather, Medicare persists in looking at infusion 
021 as the provision of therapy but as the delivery of products and equipment, without the 
accompaniment of medically necessary professional services. The Health Care Financing 
Administration (HCFA) has strenuously avoided all efforts to regulate home infusion therapy in 
a manner that would reflect accurately how it is provided. As a result, we believe that HCFA 
has missed opportunities to reasonably control expenditures for this benefit without reducing the 
quality of the care provided to Medicate beneficiaries. 

Instead, HCFA has sought to control infusion therapy by grouping it with the delivery 
of pnxlucts with which it has little in common. Parenteral and enteral nutrition (PEN) therapies 
are coveted under the prosthetic device benefit of Medicare Part B, while other infusion 
therapies are covered at carrier discretion under the durable medical equipment benefit, also 
under Part B. Neither benefit explicitly recognizes the professional services described earlier. 
HCFA interprets both benefits as only covering drugs or nutrients, supplies, and equipment used 
in the provision of therapy. Although it is commonly understood, even within HCFA, that it 
is the nursing and pharmaceutical services that enable patients to receive care in the home at all. 
Medicare’s coverage criteria sdll do not acknowledge that those services have any role in home 
infusion therapy. 

A natural question arises at this point: What does HCFA gain by defming home infusion 
therapy simply as the delivery of products? The answer is simple - short-sighted, short-term 
cost savings. If HCFA can cling to a product-only definition, then it can advocate for product- 
only reimbursement, even when it is clear that the products are only one component of therapy. 
HCFA can then trim the current payment so that not one dollar of reimbursement is applied to 
the provision of services. At b^, this position is simply disingenuous, and at worst, it is 
dangerous for patients and constitutes a poor basis for the creation of new policies to guide the 
future. 


This has resulted, year after year, in a tug of war between HCFA and home infusion 
therapy providers over HCFA’s proposed cuts in reimbursement. HCFA’s proposed cuts have 
varied over the years, but they would all accomplish the same thing, which is to halt any 
payment that may possibly reflect the provision of professional services. Each time, we have 
suggested alternative cuts that we believe make more sense and do not threaten patients, and 
Congress has generally re^nded well to our suggestions. 

This year, HCFA is again suggesting harmful cuts in the form of competitive bidding. 
HCFA has b^ testifying before Congress that it wants the authority to competitively bid for 
certain services covert under Part B of the Medicare program, including parenteral and enteral 
nutrition. This is a seriously flawed proposal, and we believe Congress should reject it. 

It is clear that HCFA and other advocates of Medicare competitive bidding ate trying to 
convince Congress of its merits by touting the "competitive* nature of the proposal. 
Unfortunately, the Medicare competitive bidding proposal is nothing like the competitive bidding 
that occurs in the private sector every day. This is a very important point ~ we do not oppose 
competitive bidding, as it is a way of life outside of the Medicare program. What is being 
proposed for Medicare, however, will do little more than drive many providers out of business 
and leave the market to the providers that do not provide good quality services along with the 
products they deliver. That, we hope you would agree, is not a good result for anyone, 
including HCFA. 
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In the private sector, health plans that use the competitive bidding approach to select 
providers rely on one or more of the following; 

# quality standards developed by the health plan, or as an alternative, a requirement 
that all eligible providers be accredit^ by the Joint Commission on the 
Accreditation of Healthcare Organizations; 

4 a clear and accurate derinition of the therapyfies) in question, so that the 
providers will know precisely what is expected of them; and 

4 some means of measuring outcomes, so that the health plan can track the clinical 
effectiveness of the participating providers. 

None of these mechanisms would be in place for the Medicare competitive bidding 
system. There are no program or quality standards for infusion therapy, because these are Part 
B therapies, and providers are not subject to Medicare conditions of participation. As noted 
above, HCFA persists in wrongly defining the very therapies it seeks competitive bids on, so 
that the winning bid will be limited to the items HCFA recognizes as covered under PEN 
therapy, and would exclude the professional services that make these therapies available in the 
home. Finally, there is no outcomes measurement mechanism at all in place for Medicare, so 
there is no way for the program to ascertain how its beneficiaries are tiring under this new, 
untried system. 

This all adds up, in our view, to a recipe for disaster for patients and providers alike. 
One can only imagine how poorly competitive bidding would work in other areas if the 
government purposely misdefines what is being bid on. For example, if the Department of 
Defense put out a bid for a new fighter jet, and explicitly excluded the cost of the engine from 
the bids it was seeking so as to appear to be ’saving* money (at least on paper), the Congress 
and the public would be rightly indignant about the behavior of the Defense Department. 
HCFA's competitive bidding proposal warrants the same reaction, for the same reasons. We 
urge Congress to rqect this ill-considered policy. 


RccomnimtlatiQin 

We understand the need to reform Medicare and find needed cost savings to ensure the 
solvency of the program. We believe there is a sensible way to achieve this for home infusion 
therapy without undermining quality and competition, as HCFA’s competitive bidding proposal 
would do. 

In short, our proposal is to redefine home infusion therapy under Medicare to include 
professional services . We are not seeking any reimbursement increase to reflect the more 
accurate definition. In fact, our proposal will allow HCFA to oav for professional services only 
when the patient needs them and thus save money. We have described the activities of nurses, 
pharmacists, and other profesrionals in caring for patients. However, this level of activity is not 
the same for every patient. Some patients actually may not need services fiom their home 
infusion therapy provider, either because they have access to services through another provider 
(nursing home, nursing agency) or because they have been on therapy for a long time and have 
grown proficient in self-administering their treatment. However, Medicare payment for home 
infusion therapy currently does not vary according to whether the patient is receiving services 
or not. 


This is one of the main differences between Medicate and the private sector as &r as 
coverage and reimbursement for home infusion therapy is concerned. Mvate insurers directly 
cover services, and pay for them according to the needs of the patient. Medicare pays the same 
for every patient, regardless of what the patient needs. 
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There are several ways to remedy this situation. We submit three options for your 
consideration: 

l. One option is within the context of the broad Medicare reform measures under 
discussion, where beneficiaries would be given a choice among several alternatives for 
health care coverage, ranging from the current Medicate fee-for-service system to private 
sector options such as the use of vouchers and managed care. We would simply request 
that for all beneficiary options, there should be a standard definition of home infusion 
theranv that includes rfiniral services, drugs or nutrients, equipment, and supplies . We 
support the idea of moving Medicate boteficiaries out of the fee-for-service system into 
managed care. Even if that happens, however, some will choose to stay with the current 
system. For them, the definition of home infusion therapy should be the same as for 
those who choose a managed care option. This will ensure equity for beneficiaries who 
stay in the fee-for-service segment and will give Medicare the same ability as private- 
sector insurers to control reimbursement and utilization of home infusion therapy 
services. 

H. If there is no broad-based reform of Medicare, there are still ways to improve the current 
fee-for-service system. A second option is to malce a definitional change within the 
existing coverage of home infusion therapy. As stated earlier, home infusion therapy is 
covered under the prosthetic device and durable medical equipment benefits of Medicare 
PartB. Congress could leave infusion tfierapv within those coverage niches but expand 
the definition of the therarties to acc urately reflect the clinical services in addition to 
drugs, nutrients, equipment, and supp lies. This would allow the program to develop 
payment rates that reflect varying levels of service intensity. 

m. A third option would be to ttniflYt cflycragc. Of home infiision ftcrapy from the grosihetic 
device and durable medical eouioment benefits and create a new coverage “niche* for 
infusion thera py that inclu des clinical service . Only those infusion therapies that are 
currently covert by Medicare would be covered, and, as in the second option, payment 
could be structured so that Medicare only pays for services when patients need them. 

Any one of the three options described above, if properly imp lemented, would decrease 
total Medicare expenditures for home infusion therapy and brine Medicare in l ine with private- 
sector reimbursement of home infusion therapy . By simply acknowledging that the services are 
integral parts of infusion therapy, HCFA can determine when to pay for them and when not to 
pay for them and thus control cost in an intelligent manner. 

In conclusion, we ask that Congress reject ill-conceived and anti-competitive proposals 
such as HCFA’s competitive bidding system in favor of mote progressive reforms. For home 
infusion theraqty, this means recognizing the therapy for what it is: a service-driven, patient- 
specific ^roach to home care. In so doing, the Medicare program can realize savings without 
putting beneficiaries at risk and doing irrqparable harm to the market. We appreciate the 
opportunity to submit testimony to the Subcommittee, and we hope to work with Congress as 
it undertate the task of reforming the Medicare program. If members of the Subcommittee or 
their staff have any questions regarding this testimony, please contact Alan Parver or Jana 
Sansbury at (202) 347-0066. 
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ATTACHMENT A 

TYPES OF HOME INFUSION THERAPY 


Introduction 

Drugs are administered by infusion when other routes of administration are not possible, 
effective or desirable or when a sufficiently rapid therapeutic response is not likely to be 
achieved. In the case of parenteral or enteral nutrition, nutrient solutions are administered by 
infusion when the patient cannot ingest enough nutrients orally to maintain adequate weight and 
strength. 

Clinically speaking, drug administration by infusion has advantages and disadvantages. 
When administered by infusion, the therapeutic agent is completely and reliably delivered to the 
bloodstream and is therefore immediately available to the body's tissues. In addition, large 
doses can be administered continuously, thus avoiding tissue damage from potentially irritating 
drugs. On the other hand, such administration carries with it the risk of systemic infection and 
venous irritation. Further, certain parenteral drugs can cause a negative reaction if they are 
incompatible with the patient or if they are administered too rapidly. In such cases, the 
consequences may be serious and even life-threatening. For these reasons, patients must be 
carefully screened for their suitability for home infusion therapy. 

Typically, most home infusion therapy is administered intravenously (into a vein) but 
many other routes of administration are feasible, depending on the therapy and other clinical 
factors. Whatever route is chosen, any infusion requires two basic types of equipment; (1) a 
vascular access device (usually a catheter) through which the drug or solution enters the 
bloodstream and ( 2 ) an infusion device (usually a pump or a gravity drip system) to move the 
solution from its container into the delivery system and then into the patient. Technological 
advances in equipment over the last two decades have played a major role in making infusion 
therapy possible in the home, and future advances should continue to expand the range of 
treatment options in the home setting. 


Clinical Indications for Home Infusion TheraPY 

Home infusion therapy is used to treat a variety of medical conditions. A few of the 
most common are listed below: 

• Infections of many kinds, including osteomyelitis, cellulitis, endocarditis, 
respiratory infections, urinary tract infections, gynecologic infections, post- 
operative infection, cytomeg^ovirus infection, cystic fibrosis, chorioretinitis, 
pneumonia and Lyme disease. Such infections can be treated with IV 
administration of antibiotics. 

• Cancer, including bronchial/lung, breast, prostate, colon, recto-sigmoid, kidney, 
ovarian and multiple myeloma. Cancer-related pain is often treated with home 
infusion therapy as well. Infusion therapy allows precise dosages of 
chemotherapeutic agents, which can be quite toxic if administered too rapidly. 

• Nutrition-related problems, such as Crohn’s Disease and enteritis, 
hypoglycemia/malnutrition following GI surgery, intestinal obstruction, short- 
bowel syndrome, smooth muscle disorders, esophageal cancer, infantile cerebral 
palsy, and stroke-related conditions such as dysphagia. These patients require IV 
administration or tube feeding of nutrient formulas. 

• AIDS-related conditions. AIDS patients suffer from a variety of opportunistic 
infections and conditions associated with immune deficiency that can be treated 
with home infusion therapy. Cytomegalovirus infection, chorioretinitis. 
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pneumonia, anemia, malnutrition and severe pain are the most common. Thus, 
AIDS patients may receive several infusion therapies, including nutritional 
therapy. 


• High-risk pregnancy. Home infusion therapy for these patients usually involves 
administration of tocolytic drugs such as teihutaline to prevent premature labor. 

• Congestive heart failure. These patients benefit from IV administration of drugs 
such as dobutamine to help strengthen cardiac fimction. 

• Hemophilia. Hemophiliacs need adminisbation of agents that promote blood 
clotting (Factor Vm, Anti-Inhibitor Coagulant, Factor DC Complex). 

• Thalassemia. This condition is caused by an excess of iron in the system and is 
treated through infusion of drugs such as deferoxamine. 

• Pituitary dwarfism and other growth disorders. These patients require infusion 
of human growth hormone to assist in their growth and development. 

Tvoes of Home Infusion Therapy 

Although a variety of infusion therapies are currently rendered in the home, the most 
common are antibiotic therapy, chemotherapy, pain management, parenteral nutrition and enteral 
nutrition. During an episode of illness, most home infusion therapy patients require periodic 
administration of a single drug or nutrient solution. However, some patients require multiple 
drugs or therapies concurrently. For example, cancer patients suffering from severe pain and 
malnutrition may need both pain management and parenteral nutrition; a patient with a serious 
infection from multiple organisms may need intravenous infusion of multiple antibiotics. 
Following is a description of the five major home infusion therapies. 

Antibiotic Therapy. Administrarion of antibiotics to treat infections is the infusion 
therapy most commonly administered in the home. Some of the conditions treated with home 
antibiotic therapy are listed above. Treatment may last from as little as a few days to several 
months. Patients who are HIV positive and who have developed serious opportunistic infections 
often require treatment for signiricantly longer periods of time. 

Chemotherapy. The parenteral administration of anti-neoplastic or anti-cancer drugs is 
intended to destroy or alter the growth pattern of malignant cancer cells. The type of drug, the 
frequency of administration and the duration of therapy depend on the type of cancer, the extent 
to which it has spread and the drug’s action and toxicity. Some patients receive chemotherapy 
once a week for up to six weeks. Others receive it five to ten consecutive days each month. 
Still others are treated more frequently or for longer time periods. Because the potential dangers 
of intravenous chemotherapy include life-threatening toxicity, physicians, nurses and pharmacists 
must monitor chemotherapy patients closely. 

Pain Management. Effective pain management using narcotics can alleviate severe pain, 
thereby decreasing anxiety and enhancing the quality of the patient’s life. Chronic and severe 
pain may be caused by cancer, neurologic, orthopedic or certain AIDS-related conditions. Home 
pain management envies patients to leave the hospital and receive therapy in the comfort of 
their homes. It also enables terminally ill patients to spend the last weeks of their life in relative 
comfort in familiar surroundings with bmily and loved ones. 

The frequency of administration and dosage depend on the medication and the patient’s 
response to the medication. Because the severity of pain typically fluctuates over the course of 
a day, pumps that allow for continuous infusion of pain medication, as well as bolus 'rescue” 
doses that the patient can self-administer up to a maximum dosage, are often used. 

Parenterai Nutrition. Also referred to as intravenous hyperalimentation or total 
parenteral nutrition, parenteral nutrition enables patients to meet their daily needs for 
carbohydrates, proteins, vitamins, minerals, trace elements, fats and other nutrients through a 
surgically inserted venous catheter or other vascular access device. Parenteral nutrition is often 
recommended for patients with malnutrition resulting from Crohn’s disease, short-bowel 
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syndrome, bowel obstruction, severe bums, malabsorption syndrome, pancreatitis, cancer, 
ulcerative colitis, and AIDS-related malnutrition. The common element of these indicadons is 
that the patient’s digestive system does not permit the patient to absorb nutrients sufficient to 
maintain adequate weight and strength. 

Parenteral nutrition formulas are designed to meet a patient's specific nutrient needs; the 
formulas specified in the physician's prescription are compounded by a pharmacist in a special 
environment designed to assure sterility. Clinical and laboratory tests are performed to monitor 
the patient’s response to therapy. Parenteral nutrition may be administered continuously 
throughout the day or cycled over a prescribed number of hours each day (usually overnight). 
Since an accurate infusion rate is essential, an infusion pump equipped with alarms is used for 
administration. 

Enteral Nutrition. Enteral nutrition involves tube feeding directly into the patient’s 
stomach or intestine. Enteral nutrition therapy is appropriate for patients whose lower 
gastrointestinal tract functions normally but who are unable or unwilling to swallow, who have 
a gastric obstruction or who cannot otherwise ingest adequate amounts of food and fluids by 
mouth. Likely causes include surgery of the gastrointestinal tract, mechanical obstruction or 
malfunction caused by a malignant or non-malignant disease, a comatose state or Alaheimer’s 
disease. 

Most enteral nutrition patients are fed through a nasogastric or smaller feeding tube. The 
tube is insetted through the nasal passage with the proximal end placed into the patient’s stomach 
or duodenum by a physician or nurse trained in such insertions. Often, enteral nutrition patients 
needing long-term therapy are fed through gastrostomy or jejunostomy tubes, which are inserted 
through a surgical incision in the abdominal wall, with the proximal end placed directly into the 
stomach or jejunum. 

Enteral nutrition therapy formulas or solutions ordinarily are premixed by the 
manufacturer. They may consist of standard dietary ingredients or may be tailored to a patient’s 
specific nutritional requirements. A relatively simple pump is often used to ensure accurate 
delivery of the formula. 
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ATTACHMENT B 

DESCRIPTION OF PROFESSIONAL SERVICES 


The process of admitting a patient to home infusion therapy begins with a telephone call 
from a physician, ho^tal discharge planner, home health agency, case manager, or payer. 
While office personnel or clinical staff can take referral information related to demographic data 
and insurance information, only a licensed pharmacist or registered nurse can receive orders for 
treatments and prescriptions. 

A physician’s treatment plan for the patient is developed; ideally, this should be a 
collaborative effort between the prescribing physician and the provider’s pharmacist and nurse. 
The treatment plan is patient-specific, and sets forth the physician’s therapeutic goals and desired 
regimen of cate for the particular patient. The infusion therapy provider develops a plan of care 
to carry out the physician’s treatment plan. Where patients require multiple therapies, the 
provida’s plan of care can be quite complex and time-consuming to develop. 

A clinical nurse specialist conducts an initial patient assessment to determine the patient’s 
suitability for home infusion therapy. Normally, die nurse interviews the padent in person prior 
to discharge from the hospital, and visits the padent’s home as well. The assessment includes 
an analysis of the home environment for safety and appropriateness for care delivery, a physical 
and psychosocial assessment, review of the padent’s medical condidon and current medicadon, 
vasculiu access assessment, and a summary of the padent’s treatment prior to the home care 
admission. 

The home infusion staff verifies insurance benefits, and contacts case managers if 
necessary to discuss service needs and payment. Often, a nurse and/or a pharmacist become 
involved in these discussions. Obvioudy, the absence of adequate insurance may cause the 
padent to decline home infusion therapy; likewise, a provider will be reluctant to accept an 
uninsured padent who requires cosUy treatment. However, inadequate or nonexistent insurance 
does not necessarily preclude a padent from eligibility for home infusion therapy. 

Much of the savings ftom home infusion therapy are attributable to the fact that the 
patient or his/her caregiver are trained to administer the therapy. Nurses provide most of the 
padent training and education, although sometimes pharmacists participate. Training is often 
initiated while the padent is hospitalized, although it can be started after discharge. With some 
therapies, patients can learn the necessary procedures in one or two training sessions, totalling 
about 2-4 hours. On the other hand, a parenteral nutrition padent may require several sessions 
totalling up to 10-12 hours of training. Certain patients may have functional limitations, which 
diminish their ability to self-admiiuster the therapy and to change equipment and drug delivery 
systems. The training regimen depends on the patient’s response and ability to learn what is 
required. 

Once the padent is trained and admitted into home treatment, the provider attempts to 
establish a schedule of deliveries, monitoring, and treatment. The preparation of drugs and 
solutions is performed by a pharmacist (or a trained technician working under the supervision 
of a pharmacist, if permitted under state law). Sterile admixture is performed under a laminar 
flow hood or in a Class 1(X) clean room. The pharmacist verifies the order received from the 
physician, and the pharmacist is responsible for checking the medical record for pertinent 
information before dispensing the prescribed medication. Information such as previous allergic 
reactions, laboratory tests, appropriateness of the treatment for the disease state, and potential 
drug interactions are evaluated prior to filling the prescription. 

The patient is provided with the equipment required to administer the ther^y, and a one- 
week allocation of supplies, including intravenous catheter supplies. Supplies and equipment 
vary depending on the therapy being provided. 
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The nurse initiates the prescribed therapy during the initial visit to the patient’s home. 
The patient and/or caregiver subsequently be^ to administer the therapy, and perform self- 
monitoring activities, at prescribed interv^. In the first week of therapy, a nurse may visit the 
patient daily to ensure that the therapy is being administered property and to eviduate the 
patient’s therapeutic response to treatment. In addition, the pharmacist and nurse are available 
24 hours a day, 7 days a week to all home infusion patients to teqwnd to problems or questions 
as they arise. 

During visits, nurses perform on-going assessments and technical procedures as outlined 
in the plan of care. They assess the patient’s condition, the vascular access device, the drug 
delivery system, the patient’s compliance and response to thersqty, their psycho-social adaptation 
to home care and their satis&ction with the services they have received. Additionally, they 
perform various procedures related to maintenance of the access device, conduct blood sampling, 
insert I.V. catheters, and provide further training to the patient and/or caregiver. 

Even after the number of actual patient visits may decrease, a nurse and/or pharmacist 
communicates regularly with the patient regarding progress and problems. During visits and 
through other communications with the patient, information about the patient’s clinical status, 
treatments provided and the patient’s reqtonses to treatment are record^ and communicated to 
other practitioners, providers, and the primary physician. This information, along with the 
results of laboratory tests, is reviewed with the physician during periodic reviews of the plan of 
care to determine if the goals of care are being met and whether the treatment regimen continues 
to be appropriate. Typically, it is during communications with the physician that changes in 
medication and treatment orders are received by the provider. 

This routine continues until the treatment goals are met and the patient is discharged ftom 
service. Often, long-term patients become quite independent and adept at administering the 
therapy, thus lessening the need for a nurse to visit on a regular basis. These patients still 
communicate ftequently, however, with the nurse and pharmacist by telephone. 
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STATEMENT OF THE NATIONAL RURAL HEALTH ASSOCIATION TO THE HOUSE 
WAYS AND MEANS SUBCOMMITTEE ON HEALTH, PRESENTED BY CHARLOTTE 
HARDT, MEMBER, BOARD OF TRUSTEES, JULY 20, 1995 

Chairman Thomas and Members of the House Ways and Means 
Subcommittee on Health. I am Charlotte Hardt, Associate Director 
of the Eastern Washington Area Health Education Center at the 
Washington State University in Spokane, Washington. I am a member 
of the Board of Trustees of the National Rural Health Association 
(NRHA) and the President of the State Association Council of NRHA. 
The National Rural Health Association appreciates the opportunity 
to present its views on the potential impact of Medicare on rural 
health care delivery. 

The National Rural Health Association membership is comprised 
of small, rural hospitals, community and migrant health centers, 
rural health clinics, primary care physicians, non-physician 
providers, educators and other rural health advocates. 

The National Rural Health Association recognizes the urgent 
need to reduce the federal deficit. However, as you begin 
deliberations on Medicare reform, we believe that a more balanced 
approach must be taken to recognize and address the health care 
needs of American citizens living in rural and frontier 
communities . 

HEALTH SYSTEMS FINANCING ISSUES 

The National Rural Health Association believes that there are 
two major issues in financing health systems reform that must be 
considered as you debate Medicare reform. These are: (1) how to 
finance the overall system and (2) how to pay for services as well 
as reimbursement focusing on the patient/provider relationship. 

Rural providers will not be sustained by abruptly reducing 
Medicare with draconian cuts. Rural areas, with their 
disproportionate number of elderly, will suffer inordinately with 
any decrease in Medicare funding. If cuts must be made, a well 
timed phase-out over time is preferred. 

Achieving savings by reducing disproportionate share 
reimbursement, dropping hospital payment updates, eliminating sole 
community provider status, and moving towards a limited capitated 
rate could put rural providers in financial jeopardy. 

Rural hospitals followed the mandate set by the Congress to 
reduce expensive inpatient services by providing more services 
that could be performed on an outpatient basis. They did exactly 
what the Congress sought to the point where now about 55 percent 
of rural hospitals' Medicare revenue are from outpatient services. 

Yet, rural hospitals will find that reductions in outpatient 
services, let alone reductions in the hospital updates, will 
substantially erode their financial base, causing vital services 
to be reduced or eliminated. 
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MEDICARE HISTORICAL BIASES 

IC is clear that historical biases in reimbursement to rural 
providers exist in our current health care system. Medicare pays 
rural providers up to 40 percent less than their urban 
counterparts for the same services. Costs for those services in 
rural communities are generally higher because rural providers 
cannot take advantage of economies of scale and many other 
reasons . 

If new health systems are based on historical experiences, 
rural providers and their patients will be put at further risk of 
losing critical health care resources and services. The 
rural/urban Medicare differential, reform of the Medicare wage 
index and adjusting for occupational mix are reimbursement issues 
that have had a negative impact on delivery of care in rural 
communities . 

Rural providers are paid less than their urban counterparts. 

This lower reimbursement rate coupled with a lower utilization 
rate translates into lower Medicare payments on behalf of Medicare 
beneficiaries. This situation becomes more critical as the trend 
moves towards greater use of managed care services . As rural 
hospitals have already driven their costs down in order to 
compensate for current Medicare discriminatory payments, there is 
little to no flexibility left in their budgets. 

The National Rural Health Association recommends that the 
wage Index reflect the price of labor by reimbursing rural 
hospitals with a fair occupational mix adjustment. 

RBIMBPRSINQ PRIMARY CARE PHYSICIANS 

Biases exist in the historical payment to rural primary care 
physicians. The Medicare reimbursement for office visits are 
substantially lower than the cost of providing the services. 
Medicare fees simply do not begin to cover the time and material 
that it takes to serve rural chronically ill elderly residents. 
NRHA is concerned about the Medicare fee schedule structure in 
that widely varying geographic schedules would continue the 
inherent biases in restrictive payment to primary care providers. 

Moreover, NRHA is concerned with the reduction in fees below 
current levels. Ultimately, access problems will arise for rural 
residents . 

The National Rural Health Association believes that higher 
payments for primary care services can be achieved through 
reconfiguring the current fee schedule to a single conversion 
factor. Moreover, NRHA supports 20 percent bonus payments to 
primary care providers, primary care physicians, nurse 
practitioners, certified nurse mid-wives and physician assistants 
who practice in health professions shortage areas. 




635 


OMDUXTE MEDICAL EPgCATIOH 

Increases in incentives for primary care training for all 
disciplines are critical to rural areas. It is the hope of the 
rural constituency that greater emphasis on quality training at 
rural ambulatory, hospital and non-hospital sites will become a 
recruitment point for luring primary care physicians and non- 
physician providers to practice in rural communities. 

NSEX supports direct graduate medical education reimbursement 
to rural ambulatory, hospital and non-hospital sites euid paying of 
local providers for their time to teach. Further, NREA supports 
up-wdlghtlng direct medical education and Indirect medical 
education payments for primary care residency positions. 

LIVIMG IH OME RHUAL STATE 

One pearl of wisdom about rural areas is "if you have seen 
one rural area , you have seen one rural area . " There is 

incredible diversity in the rural health care delivery system. 
Take for example Republic, Washington. Republic is a mining and 
timber community of 1055 people near the Canadian border. 

Through the support of a public hospital district tax. 
Republic supports Ferry County Memorial Hospital, a 25 bed 
facility, with 11 acute care beds and 4 swing beds; and 14 long 
term care beds. The hospital recruits providers, pays their 
malpractice insurance, has emergency room service, obstetrics 
services (delivers 35-40 babies annually) , home health agency, 
rural health clinic and provides subsidized housing. For the 
first time in five years, the hospital has realized a one percent 
profit margin. 

Ferry County Memorial Hospital is the last Hill Burton 

hospital built in the State of Washington. It closed for a short 
time about six years ago due to a shortage of physicians. Abrupt 
and heavy Medicare cuts would have devastating consequences on 
this rural community. The hospital would most likely close. As 
an employer, the economic impact of the closure, coupled with the 
layoffs in the timber industry would be disastrous. Losing the 
hospital would make employees who are already in high risk 
occupations more vulnerable if an emergency situation should 

arise. 

There would be no base for health care personnel . 

Physicians, nurse practitioners and physician assistants would 

leave the Republic community because they would no longer be 
subsidized by the provider district . Imagine an emergency 
situation, during ominous weather conditions, where the ambulance 
must drive between two mountain passes to meet the helicopter to 
fly a patient to the nearest hospital. In good weather, the 
nearest facility is a 1.5 hours drive. 



636 


Let us look at yet another rural community in Odessa, 
Washington. This community of 1500 people supports the Odessa 

Memorial Hospital through heavy property taxes of $4/$1000. This 
tax district helps to subsidize the 16 bed hospital, with 5 swing 
beds and 23 long term care bed services, home health services, 
rural health clinic (serviced by a physician and a physician 
assistant), and assisted living apartments. As a recruitment 
effort, the hospital helped to pay off the school loans of a 
physician before she started to practice in the community. 

Odessa Hospital, along with a hospital in Davenport, 
Washington, which is about 55 miles away, contracted with county 
commissioners to take on the public health functions of the 
county. Efficiently utilizing scarce resources to the maximum, 
the hospital uses the nursing staff to provide the public health 
and home health services. Odessa Memorial Hospital is 

surviving on a very narrow margin. 

It could be a subaCantially more viable facility if the 
Congress would pass aui alternative facility law. This would be 
similar to the model in Montana, the medical assistance facility 
demonstration program and the model passed by the Washington 
State legislature. An alternative facility is a facility that is 
a little less than a hospital, yet more than a clinic. The 
facility would allow for vertical integration; have short stay 
bads for observation or short term illness; have a waiver of the 
hospital staffing requirements; allow emergency room coverage; 
probably would not have surgery capability, other than for 
outpatient surgery; would do low risk obstetrics; could be staffed 
by lold-levels, nurse practitioners, certified nurse mid-wives and 
physician assistants; and allow Medicare compensation for facility 
charges such as emergency room charges . 

This kind of rural community-based health care system could 
survive as an integrated entity, without all of the excessive 
regulatory requirements now burdening some rural hospitals. 

MMaGEP CASE 

Major changes are occurring in the delivery of health care 
services in many parts of rural America. One of these changes is 
the development of service delivery networks with a managed care 
component . In some areas large urban-based managed care networks 
are expanding into rural areas and contracting with local 
providers. In other areas, rural -based managed care plans have 
been organized at the community level. 

The Rural Health Policy Board of the NRHA recently developed 
a white paper on managed care. It found that there are successful 
models of both urban- based and rural -based managed care models 
operating in rural areas. Rural managed care plans have the 
potential to lower the cost of medical care, improve the quality 
of care and help sustain the local health care system. With 
managed care plans, premium costs can be lower because the primary 
care physician acts as a coordinator or gatekeeper in the referral 
of patients to specialists. Managed care plans also have lower 
rates of hospitalization, and some offer financial incentives to 
provide clinical preventive services. 
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Quality of care may be improved by assigning each patient to a 
primary care practitioner, thus providing a "medical home" to 
everyone enrolled in the plan. 

Also, since many rural physicians practice in relative 
isolation, rural managed care plans sometimes facilitate a greater 
sharing of information among physicians through utilization review 
and quality assurance activities. 

To be effective, however, these activities must be sensitive 
to the practice environment and unique conditions (e.g., longer 
hospitals stays because of travel distances and road conditions) 
prevailing in rural areas. Moreover, rural essential community 
providers must have a protective status to )ceep systems in place, 
or they will be cherrypic)ced off by well financed managed care 
organizations . 

Now let me give you an example of what recently happened in 
Colfax, Washington. A California managed care organization came 
into Colfax selling a Medicare Medigap policy at an incredibly low 
price . There was a big promotion of the product . Then the rural 
elderly residents found that they had to travel one hour to four 
hours to receive this nice, cheap, centralized care. What 
resulted were calls from the elderly residents to the Colfax 
Hospital administrator complaining about having to drive such a 
distance for their health care services. 

What ma)ces this so interesting, is that the hospital, nor the 
providers were ever consulted or invited to participate in the 
plan. Now the hospital administrator is negotiating with the 
managed care organization to allow the Colfax community provider 
hospital organization to be a part of the plan. The consequences, 
however, are that the cost of the plan to the elderly will rise 
significantly. 

The National Rural Health Association has made a number of 
recommendations regarding a managed care framewor)c that assures 
high quality, affordable, and accessible health care to all rural 
residents. The framework includes state and local determination; 
consumer choice; strong financial incentives; patient protections; 
adequate coverage ; and provider choice . 

ANTITRUST 

Antitrust protection is essential if rural areas are going 
to be able to play on that level field we keep hearing about. The 
ability of the providers and hospitals to unite with their 
community to form their own organizations that can negotiate with 
managed care organizations is crucial to protecting fragile rural 
systems that have been painstakingly built up by rural folks to 
take care of their own. 
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When a community such as Colfax, with its five physicians and 
small hospital, forms a community provider hospital organization 
(CPHO) and then is legally challenged by large state-wide managed 
care organizations who do not want to negotiate with them as a 
united group, something is wrong. Rural communities are trying to 
further reduce their extremely low costs by combining management 
and other services of public health, home health, clinics, 
hospitals; thereby sharing staff and reducing administrative 
costs. These kinds of efforts would be undertaken by more rural 
communities if the specter of antitrust were to be removed. 

As you can see, inherent historical biases in reimbursement 
to all rural providers, coupled with a fragile health care system 
so dependent on Medicare reimbursement because of the 
disproportionately high elderly population living in rural and 
frontier communities, warrants the Congress to judiciously 

consider any Medicare reform policy changes. Consideration must 
be given to sustaining and allowing reimbursement for alternative 
rural health care systems. Policies that shift rural residents, 
particularly the poor elderly, into managed care plans need 
special attention in light of the paucity of volume to sustain the 
providers and the paucity of providers who practice in rural 
areas . 

Rural communities are leading the way in designing innovative 
rural health care delivery systems that make sense for their 
unique health care needs. As you begin to craft Medicare reform 
policy, the National Rural Health Association looks forward to 
working with you to assure quality health care services for 
Americans living in rural communities. 
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STATEMENT OF ROBERT J. SCOTT 
SECRETARY/TREASURER 
OPPOSE 


JULY 20, 1995 
STATEMENT OF OPPOSE 

My name la Robert J. Scott. I am Secretary/Treaaurer of 
OPPOSE. OPPOSE la a Colorado Corporation formed by teachera, fire 
flghtera, police offlcera, and other atate and local government 
employeea who have elected not to join the Social Security/Medicare 
ayatem. The purpoae of our organization la to aaaure the continued 
financial Integrity of our membera* retirement and health Inaurance 
plana by realatlng efforta to mandate Social Security or Medicare 
coverage of public employees. Our members are found In Alaska, 
California, Colorado, Illinois, Kentucky, Louisiana, Masaachusetts, 
Minnesota, Nevada, Ohio and Texas. With respect to the Issue of 
mandatory Social Security and Medicare coverage, the Interests of 
OPPOSE are Identical to those of the approximately five million 
public employees throughout the nation who remain outside the 
Social Security system. 

BACKGROUND 

In 1986, as part of the Consolidated Omnibus Budget 
Reconciliation Act of 1985 ( "COBRA"), Congress enacted a phase-ln 
of Medicare coverage of state and local government employees who 
were outside the Medicare system by requiring mandatory coverage of 
newly hired government esqployees. In every year since the adoption 
of COBRA, there have been various legislative proposals to raise 
revenue by undoing this compromise by forcing immediate coverage of 
all state and local government workers. It has been estimated that 
mandatory Medicare would raise about $1.4 billion per year In 
fiscal years 1996-2000. 


MANDATORY MEDICARE COVERAGE SHOULD NOT BE ADOPTED 


I. A mandatory Medicare tax would be regressive. 

There are a number of solid reasons for adhering to the COBRA 
compromise. Perhaps the most Important single reason Is the impact 
on the people who would be affected. The last several years have 
not been kind to teachers, fire fighters, police officers, social 
workers and other public servants. For example, a recent survey 
reported In the November 4, 1994, edition of USA Today , showed the 
average teacher's salary had Increased by only two percent In the 
last year. 
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Family Income for those In the middle Income brackets has 
been virtually stagnant since 1977. A mandatory Medicare tax. 
Imposed now on middle class citizens who benefit from solid 
retirement security plans, would be severely regressive. 
Nationwide, the average earnings of a full time state or local 
public employee are approximately $30,700; the Medicare tax on this 
amount (1.45 percent) would exceed $440. (See Table A for a state 
by state analysis.) 

Most public employees fall In the second and third quintiles 
of Income. These are families whose average Income ranges from 
about $20,000 par year to about $32,000 par year. Studies based 
upon CBO data and prepared by the U.S. House of Representatives 
Ways and Means Committee staff Indicate that many of these families 
actually lost ground during the period 1977 through 1989 or, at 
best, have progressed only minloially. For example, the second 
quintile, those between the 20th and 40th percentiles In terms of 
average family Income, actually lost about 1.7 percent In after-tax 
Income, measured In constant dollars, during this thirteen year 
period. Those In the third quintile, between the 40th and 60th 
percentiles In average family income, fared somewhat better, but 
still realized Income growth of less than half a percent per year, 
uncompounded, throughout this period. Federal Income tax rates, as 
a percentage of pre-tax Income, actually increased slightly for the 
fourth quintile Income group. (For the third quintile Incosie group 
federal tax rates were essentially unchanged.) 

Against this background, a proposal to Impose a new Medicare 
tax on approximately 2.0 million middle class public employees Is 
hard to justify. Some of these employees may have decided to 
remain In public service in part because of the deal that was made 
in 1986. It would not be fair to renege at this point. 

For many public employees, mandatory Medicare would mean the 
difference between barely making it, and falling deeper Into debt. 
For example, in Illinois, the average teacher's salary is $40,618, 
while average expenses equal about $700 more than this. The 
resulting deficit must be borrowed or offset by tightening an 
already lean allowance for entertainment and personal care. 
Mandatory Medicare would impose an addition burden of almost $600. 
Nationwide, this dllemaia is fairly typical for public employees. 
The people who would be affected simply cannot withstand this kind 
of hit without serious effects on their middle class lifestyle. 


II . Mandatory Medicare coverage of middle class public esgtloyees 
now outside of the M^icare system will do little to improve the 
fiscal soundness of the svstemT 

The HI Trust Fund is currently in trouble. Most estimates 
indicate that the Trust Fund will run out of money in about the 
2002. Thereafter, if no changes occur, the situation will continue 
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to deteriorate. The two principal reasons for these problems are: 
(1) the escalating cost of providing health care, well above the 
rate of Inflation. In the last several years this situation has 
improved, but the basic problem remains; and (2) there Is also the 
aging of the general population. 

Suggested solutions to these problems have been wide ranging. 
Many have suggested Incentives for managed care. Others have 
looked at limiting payments to providers. Increasing the 
eligibility age for Medicare has been suggested by some. Still 
others want to give the states, or Individuals, much more 
flexibility In how they select health care providers (for example, 
through a voucher system) , partly to provide Incentives for 
Medicare beneficiaries to hold costs down, and partly to preserve 
the right of patient choice. Very few favor Increased taxes. 

Most people agree that It would be wise to taka action In the 
near future to bring the HI Fund Into long term balance. The 
reasoning la that the sooner we take action, the less painful the 
measures will have to be. Politically, however, this means a trade 

of short term pain for long term gain always a difficult 

proposition. 

Whatever solutions are adopted, mandatory Medicare should not 
be one of them. Balancing out Medicare will require hundreds of 
billions of dollars. Coverage of state and local government 
employees has been estimated by the Congressional Budget Office 
between now and the year 2000 to raise a little over $7 billion. 
Even this estimate may be optimistic. By the year 2000, only about 
25 percent of the employees originally grandfathered out of 
Medicare will still be working for their government employers. 
After the year 2000, when the HI Trust Fund becomes actuarlally 
Insolvent, revenues from mandatory Medicare continue to fall off, 
eventually declining to virtually nil sometime within the first 
decade of the next century. 

If states were forced, by mandatory Medicare, to raise current 
wages of employees in order to retain them, the increased state 
taxes required to pay these wages would, of course, be tax 
deductible for citizens of the state, thus reducing current federal 
revenues to some extent. For all of these reasons, mandatory 
Medicare will not alleviate the problem. 

III. Mandatory Medicare would further handicap the abil ity of 

state and local governments to provide needed services. Those who 
are most dependent on government services as a safety net would be 
moat affected. 

The effects of mandatory Medicare coverage on state and local 
governments would be severe. Many states. Including states which 
would be among the most adversely affected by mandatory Medicare 
coverage, are already suffering under federal mandates which they 
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cannot afford, or which must be financed by sacrificing other, much 
needed, programs. 

In Illinois, the state legislature worked much of 1993 to 
prevent a total shut down of the Chicago school system which must, 
by law, have a balanced budget. In Michigan, it remained in doubt 
for many months whether, or how, the state school system would be 
funded beginning with the 1994 school year. 

A July 30, 1993 article in The Washington Post described some 
of the problems which have been created for state and local 
governments by unfunded federal mandates. California, for example, 
was forced to reduce funding for primary and secondary public 
education by 15.6 percent. 

According to reports recently issued by organizations of state 
and local governments, unfunded federal mandates or, more 
generally, actions of the federal government to push costs downward 
to the states, are the number one problem for state and local 
officials. [Sea The State of America's Cities . January 1994, 
published by The National League of Cities; The Fiscal Survey of 
the States . October 1993, published by the National Governor's 
Association and the National Association of State Budget Officers.] 

Largely because of federal cost shifting, thirty-two states 
increased tuition for higher education. Twelve states imposed new 
Medicaid restrictions. Maryland, Montana, Nevada, Ohio, and South 
Carolina had budget cuts which exceeded three percent of their 
fiscal 1993 general fund expenditures. 

Mandatory Medicare would only worsen the situation for state 
and local governments. (See attached Table B for a state-by-state 
cost analysis.) For example, California would have a first year 
cost of almost $250 million. Texas, Illinois, Ohio, Louisiana and 
Massachusetts would also face substantial burdens. 


IV. Mandatory Medicare can not be justified on the theory that it 
would benefit the affected eroloveesT 

Some have argued that public employees would actually benefit 
by receiving Medicare coverage. The response to this concern is 
slmplai if public employees wanted Medicare coverage, they would 
be asking for it. Since passage of COBRA, local jurisdictions have 
had the option of joining the Medicare system without also 
pa'rtlcipating in the Social Security system. In short, if Medicare 
coverage were desirable, employees would certainly bring pressure 
to bear upon their employers (which are, after all, elected 
governments) to adopt it. In fact, the opposite is true; far from 
clamoring for Medicare coverage, public employee groups are 
vehemently opposed to efforts to impose these programs upon them. 
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They do not need the federal government to provide these programs 
"for their own good." 

V. Mandatory Medicare coverage of the employees who were 
"grandfathered" outside the system by COBRA would create a variety 
of problems that were avoided by COBRA'S compromise position. 

Some state and local governments have health plans In place 
for their employees. Including retirees. Adjustment of these plans 
to take care of Medicare coverage for existing employees would 
create an overwhelming task, or would result In the abandonment of 
these plans. While the phase-ln provision adopted In COBRA affects 
the health benefits and take home pay of Individuals at the time 
they commence employment, mandatory Medicare for all employees 
would displace benefit prograsM that Individuals have enjoyed. In 
some cases, for many years, and would reduce the amount of take 
home pay they have cosm to expect. Abandonment of the careful 
compromise adopted In COBRA would unfairly disappoint the 
expectations of millions of public workers. 

For all of these reasons, SMndatory Medicare coverage of all 
state and local government employees should be squarely rejected. 

Thank you for allowing om the opportunity to present the views 
of OPPOSE. 
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nnltlpllad by 1.45t. 
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Testimony of Valeriano Aiicea-Cru 2 , M.D. 
President, Puerto Rico Medical Association 


Before the Subcommittee on Health 
of the 

Committee on Ways and Means 
July 20, 1995 


Introduction: 

Thank you, Mr. Chairman and members of this Sub-Committee, for the opportunity to 
testify before your committee on behalf of the physicians of the Commonwealth of Puerto Rico. 
We are proud to be the only state medical society that endorsed the Medicare law (Law 89-97) 
back in 1965. In 1967 we testified to this same Comminee and the Finance Committee of the 
Senate with the intent that the amendments to the Social Security Act (HR-5710 and HR-12080) 
would establish the Medicare Program in Puerto Rico at the same time as in the mainland. The 
Puerto Medical Association was also crucial in the implementation of Medicaid Program by the 
local government. Since the creation of our Association in 1902 we have continued working 
according to the social justice ideal, which is inherent in this program, evidenced by the fact that 
91 % of all physicians in Puerto Rico accept the assignment from Medicare without any external 
coercion. 

Present status of Medicare in Puerto Ricor 

A December 1994 study, '• Analysis of Medicare’s Geographical Practice Cost Inde?(Qs and 
the Geographic Adjustment Factor for the Commonwealth of Puerto Rico”, by Lewin-VHI Inc. 
demonstrates that the GAF applied by HCFA to Puerto Rico is wrong because; 

• It does not estimate the value of physician's time directly, 

• ft does not estimate physician's office rent directly, 

• It does not reflect the need to increase health care nonphystcians wages due to the application 
of the 1992 minimum wage law, 

• It does not take into account the higher shipping costs for medical supplies and equipment 
incuned by physician's in Puerto Rico, 

• It incorrectly found that Medicare premiums remained then same when in effect, insurance 
premiums in Puerto Rico rose at an average anual rate of 5.9 percent. 

The low GPCI's applied to Puerto Rico arises from the fact that HCFA did not consider true 
economic reality in our region: 

1 . High cost of living in Puerto Rico as compared with the mainland, 

2. Difference in the mix of professionals education between Puerto Rico and the main 
stream of the mainland, 

j. Real cost of rent, 

4. Changes in the salaries of non-physicians due to the dramatic reform and 
privatization of health services in Puerto Rico, 

5 Transportation costs which affect Puerto Rico and not the mainland, and 
6. Re-classification of physicians that has changed the cost of malpractice insurance. 

For said reason the Puerto Rico Medical Association requests that the GPCI's for Puerto 
Rico be re-evaluated. This request is based on the following reasons: 

• The people of Puerto Rico are Uruted States citizens who pay full Social Security taxes 
since 1953. and arc covered by Medicare. 

• Low Medicare Pan B payments affect the income, not only of physicians, but also of other 
health care professionals, which in turn has an effect on the quality of health care. 

• Medicare providers in Puerto Rico receive paymetns equal to 79.4 percent of the average 
payment across the nation. 

• A re-adjustment of the GPCI's will benefit health care services in Puerto Rico, not only 
for the elderly, but for the rest of the population. 

Reduced Medicare payments adversely affect the incomes of physicians and health care 
workers in Puerto Rico. However, Medicare Part B reimbursements to physicians in Puerto Rico 
are, in the long run, not merely a matter of the incomes of physicians and the incomes of other 
health care workers. A policy which, in effect, consistently reimburses Puerto Rico's physicians 
at lower rates than physicians in other geographic regions for the same services, when those lower 


647 


Tcsamofi}' of Vtlcrkoo AJicea*Cntt. M.D. 

Prcsrictt Puerto Rico Medica] AuociatioD 
Before Subconuaitiee on Healita of ihe 
Conunhtee on Ways ud Means 
July 20. 1995 

reimbursement rates do iwt properly reflect underlying cost differences, will eventually result in 
fewer physicians and less access to health care for the people of Puerto Rico. This will adversely 
affect the welfare of both Medicare and non-Medicare patients in Puerto Rico. 

Recommendations: 

Puerto Rico GPCl's need to be re-evaluated in accordance to the real cost of our medical 
services and Puerto Rico must be compared with an area that is similar in costs, for example the 
neighboring Virgin Islands. No matter what formula or formulas are accepted for the survival of 
the Medicare Program, the treatment for Puerto Rico must be on equal basis as in the mainland. 

We agree with the following recommendations made by the American Society of Internal 
Medicine (ASIM): 

1. Increase the eligibility age for Medicare to align it with the elegibility for Social 
Security. 

2. Increase the amount contributed by tl^ upper income beneficiaries to financing the 
Medicare System. 

3. Apply the Part B coinsurance to home health services. 

4. Include in taxable income the value of health insurance benefits beyond a set value of 
insurance premium. 

5 . Limit the disproportionate hospital share (DSH) payments only to those facilities that, 
in fact, care for a disproportionate share of Medicare patients. 

6. Increase federal excise taxes on alcohol and tabacco if the revenues fl’om the changes 
identified above prove inadequate to finance an appropiate leve of benefits. 

7. Create a national all-payor funding pool for GME (Graduate Medical Education). 

8. Increase the direct GME weighting factor for general internal medicine and other 
primary care residency positions while decreasing the factor for others. 

9. Create a private sector physician workforce planning initiative. 

10. Apply risk adjustments, such as seventy of illnes, in setting payments to risk contracting 
plans. 

11. Broaden managed care choices for beneficiaries to include HMO’s with POS (point of 
service) and PPG (preferred provider organizations), instead of limiting participation 
only to health plans that require beoeflciaries to obtain services fl-om contracted 
physicians and other providers. 

12. Require that beneficiaries be provided comparative information concerning all Medicare 
risk contracting plans that are available to them. 

13. Mandate reasonable, non punitive increases in premiums and other cost sharing for 
beneficiaries who choose to remain with the traditional fee-for-service Medicare 
program. 

We also agree with the following recommendations that we have evaluated from different 
sources: 

1. Limit payments to Hospital physicians whose costs far exceed 115% of the National 
Median. 

2. Transfer post-acute care decisions from the Government to the Private sector by 
bundling the Hospital payment. 
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[BV p j „ CHANCELLOR 

ST. GEORGE'S UNIVERSITY SCHOOL OF MEDICINE 
GRENADA. WEST INDIES 

Mr. Chairman and members of the subcommittee, thank you for the opportunity 
to present the views of St. Ce<^e's University School of Medicine on budget 
reconciliation and Medicare issues. 

Since its founding in 1976, 'over 2000 students have graduated from St. Geoige's 
with degrees in medicine. Many of these students are U.S. citizens who come ht»n 
tax-paying families. Because of the quality of education received by students at St. 
George's, fully one-third of our students complete their second year, and transfer to a 
U.S. medical school. 

Graduates of St. Ceoige's University School of Medicine enter primary care 
specialties at a rate of 76% — a percentage fm* any U.S. Medical School to admire. 
The default rate on student loans for U.S. graduates of St. George's is less than 1%, 
also an enviable number. 

At St. Geoige's, we are very proud of our achievements and academic record. The 
states of California, New York, and New Jersey have recognized this track record, and 
have approved St. Gemge's students fca* clinical clerkships in their respective states. 
The approval process utilized by New York is based on LCME accreditation guidelines 
and is identical in many ways. 

Mr. Chairman, I bring this information to your attention because it is important 
that this committee not paint every graduate of a non-U.S. medical school with the 
same broad brush and because it is imp<Mlant for this committee to recognize that not 
every non- U.S. medical school is the same. 

CouncU on Graduate Medical Education Recommendations 

The prepublicaiion recommendations of the seventh report of the Council on 
Graduate Medical Educaticm that were transmitted recently to Congress by COCME 
are arbitrary in nature as they relate to International Medical Graduates, and are alto 
directly contradict<Ky to recommendalimis made in its first report related to 
International Medical Graduates. 

ScYCTlh Annual Report 

COGME's Seventh Annual Report identifies the following commendable goals: 

1) Decrease the number of specialists trained. 

2) Increase the number of generalist physicians and improve primary care 
teaching. 

3) Increase mincKity representation in medicine. 

4) Improve physician geographic distribution. 

5) Train more physicians in ambulal<»y and managed care settings. 

COGME's Seventh Annual Report also makes the following recommendations 
related to IMGs: 

1 ) Continued medicare GME funding for U.S. Medical School graduate residents 
at cuirent level but reduce payments for International Medical Graduate 
residents. 

2) Transition programs to assist IMG resident-dependent institutions. 
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Mr. Chairman, neither of these two recommendationa will help to achieve the 5 
stated goals. In fact, one could make a persuasive argument that implementation of 
these recommendations would make it more difficult to achieve the 5 stated national 
goals. Graduates of St. George's University School (d Medicine, and International 
Medical Graduates in general are: 

1) More likely to enter primary care specialties. 

2) Certainly much mme likely to be an ethnic minority. 

3) Much more likely to enter a residency pit^ram in a setting that treats 
disadvantaged populations and perform these services in an ambulatory 
setting. 

Furthermore, Mr. Chairman, the Seventh Report of COGME directly contradicts 
COGME's landmark ffrst report which had the mandate to carefully review issues 
related to International Medical Graduates, which states that: 

1) Selection into GME programs should be based on the relative qualifications 
of the individual applicant, not on group or institutional 

associations; and 

2) For the puipose of limiting access to GME, the federal government should 
not establish policies which would discriminate against medical school 
graduates on the basis of citizenship, immigration status, or medical school 
location. 

Mr. Chairman, and members of the subcmnmittee, St. Geoige's recognizes that this 
committee has been given reconciliation instructions to achieve savings in the 
medicare program. We propose that if savings must be achieved in Graduate Medical 
Education, that they be done across the board and not be arbitrarily targeted at U.S. 
students who receive their medical education abroad. 

I would also question the value of the Council on Graduate Medical Education and 
the motives of its members when recommendations such as theirs are made that do 
nothing to achieve the stated goals, but go a long way to protect the status quo for the 
U.S. medical establishment. 
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July 25, 1995 
Dearborn, Michigan 


First, I would like to make a public apology to the President. 

I'm sorry, Mr. President, I let you down. 

I am one of thousands of Americans who truly understands the 
shortcomings of our present health care system... and I did not 
write my senator or my congressman about the Health Security Act. 

As a physician who specializes in the care of the elderly, I 
was able to critically evaluate your plan for home and community- 
based care... and it was outstanding. It was consistent with the 
values of this group of Americans that built our bridges and our 
roads, worked and improved our factories, taught our children and 
paid life-long taxes. 

Our nation's elderly deserve the right to remain at home, if 
they so choose. We should support their decision to remain active 
in the community ... as long as is possible. 

There needs to be some type of cost-sharing so that those who 
can afford to pay for that support, do pay... and those who truly 
cannot afford to pay, get our country's support. 

And I'm sorry, Mr. President, because I know that this was all 
there in the Health Security Act... in black and white... for 
everyone to read... and I did... but I was a relatively quiet 
supporter. 

I'm sorry, Mr. President, because I read with enthusiasm, over 
two years ago, how you were intent on bridging the gap between 
acute and long term care so that we could promote demonstrations 
which prevented costly hospitalizations and reduced the terrible 
fragmentation of care that presently typifies our health care 
system for the frail elderly. 

Older adults want to be part of a health care system like 
"Cheers" ... "Where everybody knows their name." 

And, with a strong preponderance toward case management, your 
health care plan offered a chance for that type of health care 
system, and I, along with thousands of health care professionals 
and older adult advocates, let you down. 

We knew that your plan called for greater emphasis on long 
term care insurance. .. insurance that would have supported our 
generation in planning for our later years (so that we could be 
secure, knowing that what is happening to our parents and 
grandparents all across America, in every town, in every city, 
doesn't have to happen to our generation when we get to be that 
age. ) 
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Your Health Security Act clearly sent us a nessage that If 
we’re ready to pitch in now, while we're younger, we'll not be 
forced to live out our final years in places others choose for us. 

This is too great a country to continue to allow strangers to 
make the decision to place an older adult in a nursing home when 
that individual would rather be in their own home. 

I am very worried about the Medicare and Medicaid cuts being 
proposed. As a Geriatrician, I have been witness to too many older 
Americans who have to decide between food and medications. One 
also has to wonder how many of those who died in Chicago from the 
heat could not afford air conditioning due to the high cost of 
their medical expenses. 

I am very concerned with the idea that HMOs are the panacea 
for the reduction of the high costs of medical care for older 
Americans. The HMO industry, as a whole, is just not ready. One 
only has to look back to the late 1980s to examine the hazards of 
older Americans entering health care delivery systems developed for 
the young. Just as quickly as HMOs flocked into Medicare risk 
contracts, they soon closed up shop, leaving a population 
frustrated and angry. On the other hand, some of the best health 
care delivered to older Americans at present is delivered by HMOs. 
My point is move cautiously and slowly. 

Quality measures specific to older Americans are in their 
infancy. He need to know more about how health care providers are 
doing in maximizing the physical, psychological and social 
functioning of the older individuals they serve. Activities of 
daily living (eating, toileting, dressing, bathing, transferring in 
and out of bed) and instrumental activities of daily living 
(housekeeping, cooking, shopping, using the telephone) are 
measurements of independence that older Americans value. How much 
information is presently out there on how HMOs do in supporting 
these values? Not much. How will your eighty-five year old 
grandmother really be able to choose? How will you choose for your 
90 year old grandfather with Alzheimer's disease? 

I am very nervous about the effects of Medicare cuts on 
hospital care. Social Workers and nurses are already scrambling to 
provide the type of service older Americans deserve and expect. 
Already, staff finds themselves without the time to walk and feed 
those unable to do so for themselves - let alone comfort and 
support them at a most traumatic time in their lives. 

I am scared for the vulnerable older Americans who reside in 
our nation's nursing homes - if Medicaid cuts lead to a reduction 
in staffing and services. How can we do this to our parents and 
grandparents? 

It makes me quite anxious to think that there may be a 
financial obstacle to older Americans receiving home care when they 
leave the hospital. I have witnessed many older Americans 
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underestimating their needs when they leave the hospital after an 
Illness or surgery. The follow-up visit to the office confirms the 
extra time taken to convince the person of the benefits of home 
care is well worth it. Most are quite grateful that they finally 
agreed to receive home care. I am afraid that the pendulum will go 
the other way if there is a cost to the older person for these 
needed services. 

Don't listen to any study you've read that doesn't support the 
fact that older Americans are leaving the hospital "quicker and 
sicker. " 

I am very supportive of giving older Americans choice in 
choosing a health plan - but let's give them real choice. It must 
be a strictly enforced federal law requiring all HMDs and other 
providers to accept all older Americans without discrimination 
against those with pre-existing conditions of any kind. We cannot 
allow older Americans who experience misfortune in illness and 
functioning to also be a victim of financial devastation as well. 

I believe a real opportunity for savings is in the area of 
advance directives. If we, as a country, were more assertive in 
asking older Americans what they want, the reductions in costs 
would be enormous. Each one of us has been witness to a family 
member, friend, or parent who has received treatment that we know 
they would have never wanted. How many tests are done before 
asking the patient whether he or she would accept the treatment - 
if the test is positive? How many people are placed on 
respirators, transferred to the hospital or received feeding tubes 
that are inconsistent with their own personal values? 

Another opportunity for savings is the coordination of 
Medicare, Medicaid and the Older Americans Act's many outstanding 
programs and services. An older American's health cannot be 
optimized unless their services are integrated. We cannot truly 
provide the greatest independence to older Americans unless we 
integrate case management, homemaker and chore assistance, respite 
services, adult day care, personal assistance services and 
assistive devices into our health care system. Anything else is an 
artificial separation. 

So I hope that Congress will review the Health Security Act 
for its values (security, simplicity, savings, quality, choice and 
responsibility) and its insightful programs regarding older 
Americans. When one talks about all the waste in governmental 
programs let this not be another example! Hundreds of the country's 
most knowledgeable gerontologists and aging advocates worked on the 
proposals and policy papers which shaped the Health Security Act. 
Let's not waste all the time and human resources devoted to the 
task forces set up by the President and Mrs. Clinton. 



Again, I am sorry, Mr. President. I, and hopefully all those 
who really care about our nation's elderly, will rise up this tine 
and be heard. 

And, to all congressmen and congresswomen, listen to your 
mothers and fathers, grandmothers and grandfathers - they deserve 
your greatest attention on this matter. 

So, for now, for all of us who didn't support our President as 
strongly and as vocally as we could have, we can only say. . . 

Things will be different in '9St 


Steven M. Stein, H.D. 
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TRANSPLANT RECIPIENTS INTERNATIONAL ORGANIZATION, INC. 


Transplant Recipients International Organization, Inc., (TRIO), a non-profit organization 
striving to have a positive impact on the state of organ donation and transplantation, 
respectfully submits the following remarks on the subject of Medicare reform. TRIO’s 
four-fold mission is to promote donor awareness, provide to and receive support fi'om 
transplant candidates, recipients, their families and donor family members, offer education 
and information on current developments in transplantation, and advocate for the needs 
and concerns of our members in local, statewide and national legislative efforts. 

TRIO wishes to be included in the meaningful long-term effort toward controlling the 
growth of Medicare spending. The following recommendation focuses on the Medicare 
End Stage Renal Disease Program (ESRD), a cost effective program which has sustained 
and restored life to hundreds-of-thousands of transplant candidates and recipients. 

Medicare 

Prior to the advent of Medicare, health care for elderly and disabled persons depended 
upon individual wealth, or the generosity of one’s fiiends and family. With the private 
market unwilling to address the health care needs of disadvantaged populations. Medicare 
was established. The subsequent effect has been the increase in the quality of 
cost-effective health care for millions of disadvantaged Americans. 

TRIO recognizes the importance of fiscal responsibility, and we applaud the Committee’s 
efforts to control the rising cost of health care. We are concerned about any abrupt 
dismantling of Medicare however, and are hopeful that reforms occur incrementally, 
without serious disruption to the lives of those entitled elderly and disabled beneficiaries. 

End Stage Renal Disease Program lESRDI 

The ESRD Program was established in 1974 for the purpose of assisting those individuals 
suffering from life-threatening end stage renal failure, a disease that afflias all segments of 
the American population and with little warning. Through subsidizing the costs associated 
with kidney dialysis, and immunosuppressive drugs for organ transplant recipients, the 
ESRD Program has sustained and enhanced the quality-of-life of hundreds of thousands of 
transplant candidates and recipients 

Privatization of the ESRD Program 

Despite recent evidence regarding the cost-effectiveness of managed care, it is unclear 
whether or not the ESRD Program could be replicated by managed care facilities and still 
provide quality care with unlimited access 
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Relative to other medical therapies reimbursable under Medicare dialysis is a costly 
therapy, but has remained stable over time. According to the Health Care Financing 
Administration (HCFA), their cost per dialysis in 1989 was around S12S, representing a 
61% reduction in inflation adjusted dollars from the payment level in 1974 (S138). 

The ESRO Program as administered by the HCFA, has treated all eligible ESRD 
candidates without regard to age, sex, race or religion. Prior to 1974, ESRD care was 
characterized by inequities, with hospital boards deciding who would, and wouldn’t, 
receive the life-saving benefits of dialysis. It is ail to possible that an analogous situation 
would exist under an ESRD system controlled by managed care providers. In short, 
managed care providers would be the “gate-keepers,” providing coverage to a limited 
number of ESRD patients while excluding older ESRD populations and those with limited 
financial resources. Faced with rising costs of treating ESRD patients, managed care 
providers will have greater incentive to reduce expenditures, perhaps by limiting ESRD for 
those populations at greater risk of hospitalization or unable to afford rising premiums. 

Given the steady ESRD patient population growth (9% annually), the aging of the ESRD 
population, and the level of comprehensive specialized care required, the multi-billion 
dollar costs of ESRD is not representative of inefficiencies or inflated costs. Continued 
protections from rising inflation, HCFA’s forthcoming analysis of ESRD capitation 
studies, and the exploration of alternatives to in-center dialysis (the most costly form of 
dialysis treatment), will serve to reduce the rising cost of Medicare. 

Transplantat ion as a Cost-Effective Alternative 

We believe that developing performance standards for organ donation in Medicare 
approved hospitals would be a cost-effective means of reducing Medicare expenditures 
while simultaneously maximizing the current supply of organs for transplant. In 1991, the 
most recent year for which complete data are available. Medicare costs for ESRD were 
S6.1S billion. Combining public and private sources, the total figure for direct medical 
expenditures is S8.S9 billion (representing 8% of total Medicare expenditures). 

According to one HCFA source, in terms of annualized costs the average cost to Medicare 
in the years following a successful kidney transplant is S7,400 opposed to $44,000 per 
year to maintain dialysis treatment 

Numerous studies have been conducted that compare the long-term costs of dialysis and 
organ transplantation. In many cases, when looked at over a period of between 7 to 10 
years, transplantation has been the least costly treatment modality for ESRD patients. In 
his 1992 study. Comparison of Treatment Costs Between Dialysis and Transplantation, 
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Paul Eggars, of HCFA, concluded that: 

The results of this study confinn the widely held belief that kidney transplantation is, over tune, a 
less costly alternative to mainteiuuice dialysis. The high initial cost of transplantation is recovered 
in about 4.5 years (3 years for a living related donor) with a net discounted savings of about 
$42,000 over a 10 year time fiatne....the results would more forcefully fovor transplantation as the 
preferred renal replacement therapy....[and] is the preferred alternative for ESRD padents both 
fiom a medical as well as an econontic perspective (28S). 

With the advent of cyclosporine, and other life-saving immunosuppressive drugs, the 
survival rates of kidney recipients have shown marked improvements. According to data 
published in the United Network for Organ Sharing (UNOS), Center Specific Beport, one 
year kidney graft survival for a cohort of patients (10/1/87 to 12/31/91) was 81.6 percent. 
One year patient survival rates for the same cohort was 93.8 percent. Given these 
increases in graft survival, it can be inferred that the initial costs of transplantation are 
recovered in less than 4 years. 

TRIO is hopeiiil that the Committee will continue to support the ESRD Program as they 
look for ways to reduce Medicare expenditures. The ESRD Program is functioning with a 
high degree of success and cost effectiveness under current HCFA perview. We fear that 
without Federal involvement, the ESRD population will not be adequately served by 
private insurers. As has been the case in the past, private insurers have been unwilling to 
assist transplant candidates in need of life-sustaining dialysis therapy. We kindly request 
that the Committee strongly consider transplantation as a method of addressing the rising 
cost of health care. With the development of performance standards for organ donation in 
Medicare approved hospitals, and with proper incentive, kidney transplantation for a 
significant number of dialysis patients would be a realistic option. An option that would 
reap benefits that greatly exceed current ESRD costs. 

Conclusion 

Medicare provides valuable insurance protection to millions of entitled seniors and 
disabled individuals, insurance that would be difiBcult for many to obtain in the private 
market. We agree that the current health care system is characterized by problems, 
including escalating costs, but dismantling Medicare will not solve the problem. We must 
look for alternative methods of caring for our nations elderly and disabled, refining 
Medicare as we search for a resolution to our nation’s overall health care dilemma. TRIO 
points to organ donation and transplantation as a viable means for reducing 
Medicare expenditures. 

Again, we appreciate the opportunity to comment on Medicare reform and would be 
happy to evaluate legislative measures which would increase organ donation while 
decreasing costs associated with Medicare. 
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TESTIMONY OF W. BRUCE LUNSFORD 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 
VENCOR, INC. 

BEFORE THE SUBCOMMITTEE ON HEALTH 
HOUSE COMMITTEE ON WAYS AND MEANS 
JULY 19. 1995 


Mr. Chairman, thank you for the opportunity to offer written comments to the 
Subcommittee as it prepares to draft Medicare program reforms. I hope you will give them 
consideration and feel free to ask for additioital detail. 1 am a co-founder of Vencor. Inc. and 
have been its Chief Executive Officer since its beginning in 1 985. 

Vencor owns and operates 35 hospitals which are certified by Medicare as “long-term 
care hospitals” and thus are exempt from the Prospective Payment System (PPS). The company 
was founded in 1985 and will provide 500,000 days of care to catastrophically ill, medically 
complex patients during 1995. Vencor's 3,200 hospital beds, located in 17 states, represent a 
portion of the approximately 1 8,000 beds in the nation’s 1 60 certified long-term hospitals. 

Vencor’ s patients, however, represent a much more acutely ill patient than the typical 
patient treated in a majority of the long-term care hospitals. Most Vencor patients are referred 
from the intensive care units of acute care, PPS hospitals. The majority are dependent upon life- 
support systems and are being treated for multiple system failure. More than 75% of Vencor’s 
patients are on ventilators during some portion of their hospitalization. 

In every market where Vencor’s mature hospitals operate, our acuity adjusted costs are 
the first, second or third lowest of all other hospitals. Vencor’s long term hospitals cost 
Medicare less per discharge than the DRG and outlier payments combined at a short term 
hospital. Our patient outcomes are equivalent or better. 

Vencor’s successes have not attracted wide notice because long-term hospitals represent a 
very small niche within the Medicare payment system. PPS exempt hospitals account for less 
than 3% of Medicare Part A expenditures and fewer than 2% of Medicare discharges. Long-term 
hospitals account for approximately 15% of PPS-exempt program expenditures and less than 
10% of the facilities. 

Various proposals are under consideration by Congress that would penalize providers, 
such as Vencor, which successfully treat the most acutely ill patients and ultimately save the 
Medicare program money. We think that it is in the taxpayers’ interest to maintain current 
incentives to reduce costs and not penalize the efficient provider by rebasing older long term 
hospitals that do not treat the same kind of patient admitted to a Vencor hospital. We also think 
that the unrestrained growth of the “hospital within a hospital” units is driving up Medicare costs 
and has created a loophole in the TEFRA payment system. 

Vencor proposes that Congress take the following steps to achieve intermediate term 
budgetary savings in the long-term hospital segment of the Medicare program until a 
comprehensive new payment system is developed. 

1) Establish 1997 as a target date for the Health Care Financing Administration 
(HCFA) to establish a new payment system for long-term hospitals. 

2) Freeze target update factors for all long-term hospitals and avoid rebasing until a 
new payment system is developed by HCFA and approved by Congress. 

3) Do not certify anymore “hospital within a hospital” units until a new payment 
system for long-term hospitals is adopted. 

I appreciate the opportunity to bring these ideas to your committee and am available to 
discuss these proposals in detail at your convenience. 



WBbui Imi— owl M oi|J to l Kenneth E. Myers 
President 

July 24, 199S 

Mr. PhilEp D. Moceley, Chief of Staff 
Committee on Ways and Means 
U.S. House of Representatives 
1102 Longwordi House OCBce Building 
Washingtoa. D.C 20S15 

re: House Committee on Ways and Means 

Subconunittee on Health 

Heating on Saving Medicare and Budget ReronnHatioo Issues 
July 19. 199S 

Dear Mr. Moaeley: 

On behalf of vmiiam Beaumont Hospital, I am tubmining the following fommmtt to the 
Subcomminee on Health of the House Ways and Meant Cmnmittee on the Medicate 
program. While we suppott the directkm dmt Cctigiess hat taken to reduce the fedend 
defi^ and maintain the finanrial viability of Ae Medicaie pro gra m , we alto suppott the 
American Hospital Association’s poritiontiatCoogresa cannot continue to reduce payments 
to provideis as the meant to leaA the $270 bmioa qiending reductian target for Medicare. 
Rather, signififani restructuring of the Medicare program is in order. 

Attached is a fact sheet on our Royal Oak and Troy hospitals which shows our natkmal 
ranking in tenns of volmne of patieiit care services. Beaumont is ieoo)piixed by major 
employers in our area, including Ford Motw Company and Qaysler Corporation, as hav^ 
two of the most cost efiSdent and quality hospitals in southeast Michigan, like all 
hospitals, Beaunamt has been working to reduce costs and irrqnove efSdency without 
impacting the rptality of medical cate we provide our padenis. This has imrluded the 
develrqmtem of cHrti^paAways to reduce our lengths of stay. Oitr average length of stay 
for Medicate patients at Royal Oak has been tedu^ from 9.6 dtiys in 1990 to S.0 days 
in 1994. Even so, Medicate patierus accourrted for 46 percent of patient days in 1990 a^ 
48 percent of patient days in 1994. Even at we have reduced the average length of stay, 
Me^cate patients still represent a growing percentage of our days care because cf dieir 
growing ttumber and severity cd iAass. 

Because Medicate rettttbutsemettt utrder the pro s pective prtynaent system has rmt yet kept 

lip with arlmnwWgiid mnrltfthmltft tnflarinn, MwUraie p»M nur $90 million 

t^ our costs last year for caring for Medicate benrficiarles, $14 million of edrich was for 
inpatimt cate. Therefore, we are understarslably conconed about fmAer arbitraty 
reductfons in payment levels to hospitals without sig^cant testnictuting of the heal A cate 
delivery system. 
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As a major teaching hospital, we are most concerned about proposals to reduce indirect 
medical education &om a foctor of 7.7 to 3 percent. This would reduce Medicare payments 
to our hospitals by $17 million without any change in demand for service. As you know, 
the IME adjustment was instituted at the beginning of the prospective payment system to 
recognize that teaching hospitals have higher costs than non-teaching hospitals. The higher 
costs to support clinical education, biomedical research, and higher specialized patient care 
associated with teaching hospitals are real; reduction of IME will not make these costs 
disappear. Teaching hospitals cannot shift such burdens to other payers in the evolving 
concept of managed health care unless a way is devised for all payers to support IME. 

You should also know that reductions in payments for graduate medical education would 
fall disproportionately hard on Michigan, which ranks in the top five states in the country 
for M^care payments for both direct and indirect graduate medical education. A 60 
percent reduction in Medicare IME payments would mean a loss of $100 million to our 
teaching hospitals, many of which are caring for a disproportionate share of indigent 
patients. Reductions in Medicare spending should not be directed at those states and 
hospitals that train the nation’s supply of physidaru. To illustrate, of the 110 Beaumont 
residents graduating last year, 44 1^ Michigan to begin their practice in other states. 

Now that Congress is considering providing more managed care alternatives to Medicare 
patients, it is important that existing Medicare payments for GME, IME, and 
disproportionate sh^ hospitals remain as separate components apart from the adjusted 
average per capita cost (AAPCCj. It is essential that those payments go directly to the 
hospitals where those costs are incurred and not to a managed care plan that have no 
incentive to contract with higher cost teaching hospitals. 

As the House Ways and Means Committee considers policies to reduce the rate of growth 
of Medicare spending, I urge members to make decisions that are equitable among both 
providers and benefidaries, as well as among teaching and non-teaching hospitals. Thank 
you for your consideration. 

Sincerely, 



jc 

Attachment 


cc: Michigan Congressional Delegation 



William Beaumont Hospital 
1994 Dau 



Roval Oak* 

Trov** 

Licensed Beds 

929 

189 

Inpatient Admissions 

40,940 

11,599 

Surgeries 

31,837 

11,087 

Inpatient 

13,908 

3,741 

Outpatient 

17,929 

7,346 

Births 

5,188 

1,322 

Emergency Visits 

78,067 

38,315 

Occupancy Rate 

76.1% 

84% 

Average Length of Stay 

6.3 days 

5.1 days 

Medicare Avg. Length of Stay 

8.0 days 

6.6 days 


Based on 1993 AHA data for a single hospital campus. Royal Oak ranked 9th in the 
nation for inpatient admissions, 7th for total surgeries, 23rd for inpatient surgeries, 
and 4th for outpatient surgeries 

Based on 1993 AHA data for community hospitals under 200 beds, Troy ranked 
12th in the nation for inpatient admissions, 8th for total surgeries, 33rd for 
inpatient surgeries, and 7th for outpatient surgeries 
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STANDARDS FOR HEALTH PLANS PROVTODJG 
COVERAGE IN THE MEDICARE PROGRAM 


THURSDAY, JULY 27, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Joint with Committee on Commerce, 
Subcommittee on Health and Environment, 

Washington, DC. 

The Subcommittees met jointly at 10:17 a.m., in room 1100, 
Longworth House Office Building, Hon. Bill Thomas (Chairman of 
the Subcommittee on Health of the Committee on Ways and 
Means) presiding. 

[The advisory announcing the hearing follows:] 

( 1 ) 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

July 20, 1995 
No. HL-15 


Thomas and Biliraku Annonnce a Joint Hearing On 
Standards for Heattb Plans Providing 
Coverage in the Medicare Program 

Congressman Bill Thomas (R-CA), OauimaD of Ifae Su fa comnuttee on Heahfa of the 
Committee on Ways and Means, and Congressnan Midiael BUiarids (R-FL), tTmimian of the 
Subcommittee on Health and Environment of the Committee on Commoce, todi^ annoiinced 
that their subcommittees will hold a joint bearing cm standards for private heahfa insurance 
plans seeking to participate in and provide coverage to beoeficiaries unda the Medicare 
program. The hearing will take place on Jaly 27« 1995, ia the Bala Comniittcc hearing 
room, 1100 Longwortb Hoose Office Bnildiaga at 10:00 a.m. 

Oral testimony at this hearing will be heard Bom invited witnesses only. Witnesses 
will include representatives of private organizations ttiat develop standards for quality health 
care and accredit health care systems and pirns as meeting those standards; r e pr esen tatives of 
state Insurance regulators vriio assure the floancial solvency and other critical aspects of 
insurance company operations; government oversight organizations that have reviewed the 
"state of the art" in setting ^propriate standards for health plans; and r e pr ese ntatives of 
private health plans. However, any individual or organization not scheduled for an oral 
appearance may submit a written statement fcM' consideration by the Committees and for 
inclusion in the printed record of the hearing. 

BACKGROUND : 

Currently, the Medicare program serves over 37 million beneficiaries, the majority of 
whom receive services under a Federally-administered system of paying hospitals and 
physicians directly for their services. However, under the ounces of the Medicare program, 
a growing number of beneHciaries are interested in and enrolling in organized health delivery 
systems, such as health maintenance or^miatifuis, that provide health services in local 
communities. 

The Committees on Ways and Means and Commerce are co mmitted to reqwnding to 
this interest by improving the choice of plans available to beneficiaries. In so doing, the 
Committees are equally committed to assuring that private plans certified to provide services 
to beneficiaries meet the highest standards of qiadity in heahfa care and accountability in their 
marketii^ and other business practioes. 

FOCUS QF THE HEABUiG i 

The hearing will focus on two important mattera The first is to obtain testimony on 
the full range of standards currently q^ed in the heahfa care systan, both public and jaivate, 
with emphasis on the needs and unique requremeots of the Me^care pro gram . The second is 
to take testimony on how best to discharge this respcmsibiljty and to oqilcae what the 
appropriate roles are for private sector eotities, the states, and the fedoal govenimait In 
particular, the Committees are interested in investigating the feasibility under the Medicare 
program of entering into agreements with states wad with private acci^tation organizations in 
order to balance the proper discharge of these respcmsibilities with minimal regulatory burden 
and intervention. 
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WAYS AND MEANS SUBCOMMITTEE ON HEALTH 


DETAILS FOR SUBMISSION OF WRITTEN COMMENTS ; 

Any person or organiotioo wishing to submit a written statement for the printed 
record of the bearing should submit ai least twelve (12) copies of their statement, with their 
address and date of hearing noted, by the close of business, Aug;ust 3, 1995. Six (6) copies 
should be sent to Phillip D. Moseley, Cluef of Staff, Committee on Ways and Means, 

U.S. House of Representatives, 1102 Longworth House Office Building, Washington, D.C. 
20515. Six (6) copies should be sent to Darlene G. McMullen, Chief Legislative Clerk 
Conimttee on Commerce, U.S. House of Representatives, 2125 Rayburn House Office 
Building, Washington, D.C. 20515. If those filing written statements wish to have their 
statements distributed to the press and interested public at the hearing, they may deliver 200 
additional copies for this purpose to the Ways and Means* Subcommittee on Health office, 
room 1 136 Longworth House Office Buildi^, at least one hour before the hearing begins. 


FORMATTING REQUIREMENTS ! 
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Chairman Thomas. Good morning. 

It is a pleasure to welcome you to a joint hearing of the Health 
Subcommittee of the Ways and Means Committee and the Health 
Subcommittee of the Commerce Committee. I would like to wel- 
come our colleagues from the Commerce Committee. 

I consider the subject of today’s hearings to be important to suc- 
cessfully providing more healtfi plan choices to Medicare bene- 
ficiaries. I think the situation is clear: The Congress and the ad- 
ministration have an obligation to Medicare beneficiaries to assure 
that they get professional high-quality medical care. That applies 
to care provided through the fee-for-service system, as well as co- 
ordinated care plans such as health maintenance organizations and 
other health plan arrangements. 

As we explore expanding the range of plan choices available to 
Medicare beneficiaries, we are committed to assuring that any pri- 
vate plans certified to provide services meet the hipest standards 
of quality in health care and accountability in their financial and 
business practices. 

This hearing I think has two major objectives. The first is to ob- 
tain testimony on the full range of standards possible, both public 
and private, that are currently applied to health services and 
plans. In this regard, we are particularly interested in evaluating 
the information in the context of the requirements of the Medicare 
Program. 

The second goal I think is to receive testimony on how best to 
carry out the responsibility of developing and implementing stand- 
ards for private health plans participating in the Medicare Pro- 
gram. We intend to explore what the appropriate roles are for pri- 
vate organizations and for both States and the Federal Government 
in this process. 

In particular, I think we want to investigate the feasibility under 
the Medicare Program of entering into arrangements with States 
and private accrediting organizations to handle many of these 
kinds of tasks. We feel strongly about the importance of discharg- 
ing these responsibilities with the absolute minimum of regulatory 
redtape and burden. I look forward to the testimony that we will 
receive today. 

[The opening statement of Mr. Ganske follows:] 

Opening Statement of Hon. Greg Ganske 

Mr. Chairmen, thank you for calling this hearing today. It is a pleasure to join 
my colleagues on the Ways and Means Committee as we continue our investigation 
of the Medicare Program and ways in which it can be improved. 

Over the next few months, I expect the Members of these two panels to work 
quite closely on proposals to preserve, protect, and strengthen Medicare. With bank- 
ruptcy of the Hospital Insurance Trust Fund looming in 7 years, we will have to 
take bold steps to guarantee that Medicare will provide benefits to our grandparents 
today and to our grandchildren tonxnrow. 

The subject of this joint hearing, plan standards, is especially appropriate. Moat 
Medicare reform plans which we will consider create incentives for elderly bene- 
ficiaries to enroll in managed care plans. As we move in the direction of more man- 
aged care for Medicare, we must pay special attention to the unique health needs 
of this population. 
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Before we endorse managed care as the silver bullet of reform, Congress must be 
satisfied that HMOs and omer coordinated care networks will fully meet the health 
care needs of the elderly. While I believe that managed care must be an option for 
the elderly, I will support efforts to guarantee that these plans adhere to certain 
patient protection provisions. I look forward to working with my colleagues on both 
panels and both sides of the aisle to ensure that our efforts to protect the financial 
future of Medicare do not threaten the health of those who depend upon Medicare. 

I thank Uie Chairmen and look forward to the testimony of the witnesses. 

Chairman Thomas. At this time, I would recognize the gen- 
tleman from Florida, the Chairman of the Health Subcommittee of 
the Commerce Committee, Mr. Bilirakis. 

Chairman Biurakis. Thank you, Mr. Chairman. 

I, too, am pleased that we are holding a joint hearing this morn- 
ing. As the two Committees in the House responsible for the Medi- 
care Program, it is appropriate for us to meet together to discuss 
the important, but difficult issues of standards for health plans and 
the Medicare Program. 

In addition to making the Medicare Trust Fund solvent to assure 
the continued existence of the program, one of our primary goals 
is to increase the choices available to senior citizens. 

In today’s health care market, new t^es of plans are constantly 
emerging. These new plans are available to those in the work force, 
but are tj^pically not available to Medicare beneficiaries. As those 
currently in the work force become Medicare beneficiaries, we want 
to make that transition smoother by permitting them to remain in 
health plans with which they are familiar. 

Currently, there are only two options available to them, tradi- 
tional fee-for-service and HMOs, and HMOs are not available, as 
we know, in all areas of the country. Even where they are avail- 
able, many seniors are unaware of this option. 

As new types of plans enter the Medicare market, we must en- 
sure that they are providing quality health care to seniors. In addi- 
tion, these plans must be financially secure, so seniors will not be 
left without health coverage. Designing these standards will not be 
easy. We must decide on standards, whether or not the same 
standards should apply to all types of plans, including HMOs, 
PPOs and PHOs. Equally important is determining who should be 
responsible for enforcing these standards, the Federal Government, 
the States, private entities, or some combination. 

Our witnesses today will describe for us the current require- 
ments for the various types of health plans. Several of our wit- 
nesses will propose standards which they believe should apply to 
the different types of health plans that may be available. Along 
with the other Members, I look forward to the testimony of our wit- 
nesses and welcome your input. 

Thank you very much, Mr. Chairman. 

Chairman Thomas. I thank the Chairman. 

I will now recognize the Ranking Member of the Health Sub- 
committee of the Ways and Means Committee, the gentleman from 
California, Mr. Stark. 

Mr. Stark. Thank you, Mr. Chairman. 

Before I comment upon the hearing today, I was asked by the 
gentleman from Washington, Mr. McDermott, and the gentleman 
from Maryland, Mr. Cardin, to apologize for their not l^ing here. 
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They are in an Ethics Committee meeting to hear testimony from 
Speaker Gingrich as to what he did in his nook contract. 

It is interesting, I might note, the Speaker had suggested that 
he was not sure whether that was a murder or suicide for the 
President’s staff, and that is an interesting comment. 1 am not 
really sure that the Speaker was harsh to his first wife on her sick- 
bed, but maybe he was. Or I am not sure that he really did some- 
thing unethical in taking that book contract and whether there was 
an exchange in title to that, but maybe he did. You are never sure 
whether somebody is really stealing money or they just appear to 
be. I am not sure. It is interesting. 

Chairman Thomas. Would the gentleman yield briefly? 

Mr. Stark. I yield. 

Chairman Thomas. Obviously, the gentlewoman from Connecti- 
cut, Nancy Johnson, is not here, since she chairs the Committee on 
Standards of Official Conduct. 

Mr. Stark. At any rate, I thank you for scheduling this hearing. 
It is a timely topic for us to explore. Those of us like Mr. Waxman 
and yourself, Mr. Chairman, remember the prepaid health plan 
scanaals in California in the seventies, and others like ourselves 
who had to deal with the IMC scandal in Florida in the eighties 
know that vimlance is required to ensure qualify in health plans. 

I am troubled, though, Mr. Chairman, by the total lack of wit- 
nesses representing beneficiaries. Given the importance of health 

E lan oversight to their health, I would think it appropriate that we 
ear testimony from those most affected. Beneficiaries surely have 
a point of view which is as important as hearing once again from 
the AMA representing doctors with average incomes of $189,000, 
and all the AMA wants to do is goi;ge seniors by allowing unlim- 
ited extra billing. Might not the seniors, who are going to have to 
pony up this $14.5 billion to enrich our Nation’s physicians, have 
something to say? 

Three recent surveys demonstrate why we need to listen care- 
fully and act aggressively to protect the health of beneficiaries en- 
rolled in private plans. I would like, Mr. Chairman, to ask unani- 
mous consent that the three surveys be made a part of the record. 

The Inspector General found significant problems with HMOs 
screening senior citizens about their health risk, with 43 percent 
of the Medicare HMO enrollees having been asked at application 
about specific health problems. That is not right. 

The three surveys I mentioned were conducted by the Common- 
wealth Fund, the Robert Wood Johnson Foundation, and the In- 
spector General. All uncovered significant problems with managed 
care. We should not ignore their findings. Whether it is questions 
about access to services or questions about services for chronically 
ill patients, managed care plans are rated more poorly than fee- 
for-service plans. These findings do not suggest that we should stop 
enrolling beneficiaries in managed care, but they make clear that 
we must assure strong effective Federal standards, that they are 
in place to protect the health of beneficiaries who place their trust 
in us. 

I note that many proposals would allow a major role for the 
States in overseeing health plans, with varying degrees of Federal 
oversight. In my view and in the view of the majority of experts 
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surveyed by the GAO, such oversight is absolutely essential by the 
Federal Government. The capacity of State health insurance regu- 
lators, as the GAO testified to in March 1993, is uneven, and the 
State regulators’ records are spotty, at best. That testimony should 
not be ignored. 

Last, Mr. Chairman, I would commend to your attention a bill 
that Mr. Waxman and I have introduced, the Medicare Beneficiary 
Protection Amendments of 1995, which all of the Members of the 
Ways and Mesms Health Subcommittee have cosponsored and 
many Members of the Commerce Committee Health Subcommittee 
have cosponsored. In my view it represents a balanced, fair ap- 
proach to assuring that beneficiaries who enroll in a private health 
plan are as well served as if they had stayed in the regular Medi- 
care Program. 

Thank you, Mr. Chairman. 

[The three surveys were not available at the time of printing.] 

Chairman Thomas. I thank the gentleman. 

I just think the record should be clear. Other people can defend 
themselves, but this Subcommittee has held hearings more than 10 
times in which seniors spoke representing various associations. 
Four of those times, the AARP was on panels. Once again, the 
AARP was asked to be here. They declined, for whatever reason. 
So the gentleman needs to know that his side of the aisle asked 
once again for the AARP to be here and they declined. So the rea- 
son seniors are not here is on the basis of their own decision. 

The Chair now recognizes the Ranking Member of the Health 
Subcommittee on Commerce, the gentleman from California, Mr. 
Waxman. 

Mr. Waxman. Mr. Chairman, I am pleased to participate in this 
joint hearing today to examine issues related to the standards for 
health plans providing coverage in the Medicare Program. 

I regret, however, that we are again holding this hearing without 
having available the Republican plan to change the Medicare Pro- 
gram so that the budget requirements to reduce projected Medicare 
spending by $270 billion are accomplished. 

It was exactly 1 month ago today that Ranking Members Dingell 
and Gibbons joined Mr. Stark and me and wrote to request that 
the specific proposal you intend to ask the Subcommittees and 
Committees to approve be made available. We made that request 
because we believe it is vital, and indeed the only responsible 
course for us to take, to provide time for the proposal to be ana- 
lyzed and understood by the American public that relies on Medi- 
care for health care services, and by the many health care plans 
and providers who are trying to deliver quality services to our aged 
and disabled citizens. We do not have such a proposal. 

Today we are 1 week away from a recess of this House for the 
August period. When we return, we will be a mere 14 days from 
the deadline for reporting the legislation. It is difficult to escape 
the conclusion that a deliberate effort to keep the American people 
from knowing what you have in store for the Medicare Program is 
underway. 
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What we do have is one document that was obtained by the New 
York Times which lays out some very troubling proposals to reduce 
choice in Medicare — or at least leave choice in place only for those 
with enough income to pay the financial penalties they will face if 
they try to stay in Medicare as they have known it. 

In light of the publicity that document received, we have heard 
many denials that this represents the Republican thinking. But it 
remains the only concrete proposal that we have seen, and it is 
clearly a set of proposals that takes away choice and puts quality 
at risk. 

Without your specific proposal, Mr. Chairman, we can receive 
testimony on quality issues, but we cannot evaluate fairly the basic 
issue: Are we going to pay enough to maintain quality care, or have 
we set a budget target that will result in an increasingly inad- 
equate voucher or defined payment which will ultimately lead to a 
restriction of services and an erosion of quality. 

I would want to make one further point. Maintaining quality in 
the Medicare Program surely means maintaining protections for 
Medicare beneficiaries. It means strong Federal regulation and 
oversight to protect them from plans that discriminate against 
beneficiaries as they get older and sicker. It means policing plans 
to protect against risk selection and raising premiums to 
unaffordable levels. It means aggressive regulation to stop market- 
ing abuses. It means assurance of effective complaint procedures 
and actions against plans which are not providing quality care to 
their enrollees. 

Unfortunately, so far we have heard a lot about restricting choice 
and cutting expenditures and about asking Medicare beneficiaries 
to pay more. But we have heard nothing about the oversight and 
regulation needed to make this leap into the market anything more 
than a leap of faith. We have to remember the problem with letting 
the market work its will, is that sometimes too many people are 
left out of the will. 

So I hope this hearing today will shed some light on these issues. 
They are not new issues. When I first got started in politics in the 
seventies, we had a massive push to prepaid plans in California for 
the MediCal population or Medicaid. What happened, these people 
were abused. They were taken advantage of. We have seen this 
over and over again and we are going to hear about it again today. 

So I hope this hearing will shed some light on these issues, but 
I hope this hearing is only the first to address them. Most of all, 
I hope that the hearing we have the next time will be with a spe- 
cific plan on the table. 

I noted with interest that the Washington Post reported that this 
view is not only mine, as someone you might want to dismiss be- 
cause I am a Democrat, but the view of Chairman John Kasich of 
the Budget Committee who thought that the Republicans ought to 
let people know what they planned for Medicare, not at the last 
minute, but with due deliberation and sufficient time for them to 
review it. 

This is also the view expressed in a report from Senator Arlen 
Specter, a Republican from the State of Pennsylvania, even a Presi- 
dential candidate for the Republican nomination. So I hope this is 
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the first of hearings to address this issue and next time we will 
have a specific plan on the table. 

I want to ask unanimous consent to put in the record a state- 
ment of Representative Elizabeth Purse, our colleague on the Com- 
merce Committee. She has introduced, t^ether with the American 
Diabetes Association, H.R. 1073 and H.R. 1074, to help empower 
people with diabetes. I think her statement is a very important one 
and should be part of this record. 

Thank you. 

Chairman Thomas. Without objection, the statement will be 
made a part of the record. 

Prhe prepared statement follows:] 
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statement of Rep. Elizabeth Furse 
July 27, 1995 

before a Joint Meeting of the 
Commerce Subcommittee on Health and the Environment 
and 

Ways and Means Subcommittee on Health 

Thank you, Mr. Chairman. Members of the subcommittees, I 
appreciate your willingness to allow me to make a few remarks today. 
Diabetes continues to be a serious health problem in America. Diabetes 
is our fourth leading cause of death, affecting 14 million Americans 
and costing our nation over $100 billion annually. Contrary to popular 
belief, insulin is not a cure for diabetes; it only helps those with 
diabetes properly manage their disease. 

If people with diabetes don't have the necessary tools and 
training to manage their disease, the results are costly, often fatal, 
complications such as blindness, heart disease, amputations, and 
stroke. The only way we can help reduce the burden of diabetes, and 
these costly complications, is to empower people with diabetes to 
manage their disease. According to the Mational Diabetes Research 
Coalition, an organization of leading endocrinologists and other 
scientists active in diabetes research, a 10 % reduction in 
complications will save a staggering $5 billion. 

Earlier this year, together with the American Diabetes 
Association, I introduced H.R. 1073 and H.R. 1074 to help empower 
people with diabetes. H.R. 1073 would provide people with diabetes 
self-management training and H.R. 1074 would ensure coverage of blood 
testing strips. I am pleased that H.R. 1073 has broad support in 
Congress, with currently 115 bipartisan cosponsors, including members 
of both the Commerce and Ways and Means Committees. Representatives 
Nancy Johnson, Jim McDermott, and John Lewis are currently cosponsors 
of H.R. 1073, as are Representatives Henry Waxman, Ron Wyden, Sherrod 
Brown, Gerry Studds, Bart Stupak, Ed Towns, and Bart Gordon. I am also 
pleased that the American Diabetes Association, the American Dietetic 
Association, and National Association of Diabetes Educators have 
testified before the Ways and Means Committee supporting H.R. 1073. 

I believe that reforming Medicare is a prime opportunity to help 
make these important changes to help people with diabetes. Earlier 
this year, I had a very positive meeting with Speaker Gingrich on these 
bill, and I think it is fitting to quote from an appearance he made on 
Good Morning America last year. He said: 

“We don^t today pay for training you, as a diabetic, how to 
take care of yourself. We will pay to put you in the 
hospital and to amputate your leg when you fail to take care 
of yourself. But literally, the government bias today is 
not to pay for the preventive and educational experience 
that will lower your costs." — Speaker Gingrich, 7/27/94 

Let's follow the Speaker's advice and change the government bias. 
As this Congress moves to reform Medicare, I urge my colleagues to 
ensure that people with diabetes have necessary tools — in both 
training and equipment — to manage their disease properly. It will 
save thousands of lives and potentially billions of health care 
dollars . 
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Chairman Thomas. I will just respond briefly to my friend from 
California. Since we have not been together on these hearings, I 
am pleased that this is a joint hearing. We are trying something 
novel here. We are trying to hear the testimony before we write a 
plan. The hearing today is on standards for health plans providing 
coverage in the Medicare ProCTam. 

I know the gentleman wishes to refer back to the seventies. In 
fact, if he did so with the Medicare Trust Fund, he would find that 
it appeared to be in good shape then. This is the nineties, and we 
are 7 years away from a bankrupt part A program. I can assure 
you that when we finish putting a plan together, we will lay it on 
the table, and I fully anticipate at the time that we lay it on the 
table, you will lay one on the table, as well. 

Mr. Waxman. Will the gentleman yield to me? 

Chairman Thomas. Ce^inly. 

Mr. Waxman. You do things here differently in Ways and Means. 
We usually make our statements and then go on to the next Mem- 
ber. Here I guess the Chairman gets to comment on everyone’s 
statement. 

Chairman Thomas. Reclaiming my time, the first witness is Dr. 
Carlotta Joyner, who is Associate Director for Federal Health Care 
Delivery Issues, Health, Education and Human Services Division, 
U.S. General Accounting Office. 

Dr. Joyner, any written testimony that you may have will be 
made a part of the record, and you may proceed to inform us in 
any way you see fit in the time you have available to you. 

Mr. Waxman. If the gentlelady would hold off for 1 minute, I 
would like to be recognized by the Chair. 

Chairman Thomas. The gentleman is recognized. 

Mr. Waxman. I believe it is important for the American people 
to see in advance what major changes in Medicare will be and 

Chairman Thomas. The gentleman said that. 

Mr. Waxman [continuing]. They ought to have more than 2 
weeks’ notice, and there ought to be hearings on that plan. 

Chairman ’Thomas. The gentleman is repeating himself. 

Mr. Waxman. I emphasize that point. Hopefully, through repeti- 
tion, minds that are otherwise closed might listen to the message. 

Thank you, Mr. Chairman. 

Chairman Thomas. I appreciate the gentleman for his advance- 
ment of this hearing. 

Dr. Joyner. 

STATEMENT OF CARLOTTA C. JOYNER, ASSOCIATE DIRECTOR 

FOR FEDERAL HEAL'TH CARE DELIVERY ISSUES, HEALTH, 

EDUCATION, AND HUMAN SERVICES DIVISION, U.S. GEN- 
ERAL ACCOUNTING OFFICE; ACCOMPANIED BY EDWARD 

STROPKO, ASSISTANT DIRECTOR, AND PETER SCHMIDT, 

SENIOR EVALUATOR 

Ms. Joyner. Thank you very much. 

I would like first to introduce my two collea^es from GAO who 
will also be available to answer any questions that you might have, 
Edward Stropko and Peter Schmidt. 

We are very pleased to be here with you today to discuss this im- 
portant matter of quality health care for Medicare beneficiaries. As 
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health care cost containment efforts have increased over the past 
several years, so too has attention to ensuring the quality of that 
care. 

Corporate purchasers of health care want to correct any problems 
that might result from actions they have taken, such as restricting 
patient^ choice of providers or other actions in the realm of finan- 
cial incentives that on the one hand might encourage limiting care 
or, on the other hand, encourage overtreating. These purchasers 
feel that by evaluating both cost and quality, they can select the 
plan that provides the best value. 

You asked us to discuss today what HCFA, the Health Care Fi- 
nancing Administration, as a very major purchaser is doing and is 
planning to do to ensure quality of care and make sure that Medi- 
care providers meet, as you said, the very highest standards of 
health care quality. You asked us also to describe what health care 
experts believe the important features of a quality assurance sys- 
tem should be. 

To develop this information, we relied on our previous reports, 
our interviews with HCFA officials, and over 30 structured inter- 
views with health care experts, some of whom have testified before 

? 'our Committees in the past or will again in the future. We se- 
ected experts that represent a wide range of perspectives on the 
matter. 

In summary, HCFA has three quality assurance programs. The 
first of these assesses whether fee-for-service institutional provid- 
ers meet Medicare conditions of participation. The second assesses 
similar matters with respect to HMOs, and the third reviews care 
actually provided in inpatient care settings and in ambulatory sur- 
geity to both fee-for-service HMO arrangements. 

TTiese programs are carried out through a mixture of Federal and 
State government emd private sector initiatives. For example, 
HCFA personnel conduct visits to HMOs. State agencies under con- 
tract with HCFA conduct these visits within the fee-for-service sec- 
tor, unless the provider has been accredited by a private organiza- 
tion that HCFA will accept in lieu of its own visits. In addition, re- 
views of care actually provided are also now done by the private 
sector, by the peer review organizations comprised of local physi- 
cians under contract with HCFA. 

Although these programs represent reasonable approaches, we 
have in the past reported serious problems with their implementa- 
tion. I might note here also that, except in a recently initiated pilot 
program, HCFA has no proCTam to assess the care furnished by 
physicians in their private offices. 

The experts we interviewed agreed that the Federal Government, 
as a purchaser of health care, must continue to play a role in eval- 
uating the quality of care provided to Medicare beneficiaries. They 
described some features of what they saw as an enhanced Federal 
quality assurance approach: First, that it would in fact build on ex- 
isting Federal, State, and private efforts; second, that it would en- 
courage continuous quality improvement; third, that it would ob- 
tain multiple kinds of information about providers, especially the 
adequacy of their basic structures, performance measures, stressing 
outcome measures and patient satisfaction; and, fourth, that it 
would make this information available to others. 
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They also talked about various roles Federal, State, and private 
entities might take, but really had no consensus on precisely what 
those would be. 

I want to point out that HCFA is beginning to enhance its qual- 
ity assurance programs in several ways. These include an emphasis 
on continuous quality improvement, on performance measures and 
patient satisfaction, and strengthening its collaboration with the 
private sector through such initiatives as the recently formed Foun- 
dation for Accountability. These changes are ones that will take ad- 
vantage of successful private sector approaches and are consistent 
with the ideas that we heard from the experts. 

The challenge facing HCFA is to make the specific decisions on 
implementation and to avoid the kind of implementation problems 
that we have observed in its past efforts. 

This concludes my summary statement. I would be glad to an- 
swer any questions you might have. 

[The prepared statement and attachments follow:] 
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STATEMENT OF CARLOTTA C. JOYNER 
ASSOCIATE DIRECTOR FOR FEDERAL HEALTH CARE DELIVERY ISSUES 
U.S. GENERAL ACCOUNTING OFFICE 

Messrs. Chairmen and Members of the Subcommittees: 

I aai pleased to be here today to discuss quality health care 
for Medicare beneficiaries. As health care cost containment 
efforts have increased over the past several years, more attention 
has been paid to ensuring the quality of that care. Corporate 
purchasers of health care particularly want to identify and correct 
any problems that might result from restricting patients' choice of 
providers or from giving providers financial incentives that 
encourage them to withhold/ delay/ or limit needed care, or, on the 
other hand, that encourage them to overtreat. By evaluating both 
cost and quality, these purchasers believe they can select the plan 
that provides the best value. 

Because of your interest in this subject, you asked us to 
discuss (1) what the Health Care Financing Administration (HCFA) is 
doing and plans to do to ensure that Medicare providers furnish 
quality care in both fee-for-servlce and managed care delivery 
systems and (2) experts' views on essential quality assurance 
components. Our discussion today reflects our past work and an 
ongoing study for the Subcommittee on Health.^ To develop this 
information, we relied on our previous reports, interviews with 
HCFA program officials, and over 30 structured interviews with 
experts. We selected these experts to represent a wide range of 
perspectives: health plans, health care researchers, federal and 
state agencies, major purchasers of health care, and accrediting 
agencies. (See app. I for a list of related products and app. II 
for the experts we interviewed and their affiliations.) 

In summary, HCFA has three quality assurance programs. These 
programs (1) assess whether fee-for-service institutional providers 
meet certain Medicare conditions of participation; (2) assess 
whether HNOs meet similar requirements; and (3) review inpatient 
care and ambulatory surgery furnished under fee-for-servlce 
arrangements or by HMO providers. Although these programs 
represent reasonable approaches, we have reported serious problems 
with their implementation. Except in a recently initiated pilot 
program, HCFA has no program that assesses care furnished to 
Medicare beneficiaries by physicians in their private offices. 

Those we interviewed agreed that the federal government, as a 
purchaser of health care, must continue to play an important role 
in evaluating the quality of care provided to Medicare 
beneficiaries. They described an enhanced federal quality 
assurance strategy as one that (1) builds on existing federal, 
state, and private efforts; (2) encourages continuous quality 
improvement; (3) obtains multiple kinds of information about 
providera--adequacy of basic organizational structures, performance 
measures, and patient satisfaction — and (4) makes information about 
providers available to beneficiaries and others in a manner that is 
useful and understandable. The experts identified enhanced roles 
that could be played by the federal or state governments and 
private entities In collecting and evaluating this information, but 
no consensus emerged on the most appropriate roles. 

HCFA is beginning to enhance its quality assurance programs in 
several ways. These changes include a greater emphasis on 
continuous quality improvement, performance measurement, and 
patient satisfaction. Furthermore, HCFA is strengthening its 
collaboration with the private sector. The changes HCFA is making 
are ones that will take advantage of successful private sector 
approaches and are consistent with the ideas expressed by the 
experts we interviewed. But HCFA faces a challenge in implementing 
these changes in ways that avoid the kind of implementation 
problems that have occurred with its past efforts. 


^We plan to issue a report to the Subcommittee on Health later this 
summer that will discuss quality assurance approaches in more 
detail . 
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BACKGROUND 

Widespread professional interest in monitoring the quality of 
health care seirvices arose after World War II. Attention increased 
with passage of federal Medicare legislation in 1965 and, in the 
early 1970s, the Joint Conmission on Accreditation of Healthcare 
Organizations' mcuidate that hospitals implement eui internal quality 
assurance progreun to be accredited. 

In 1995, the Department of Health and Human Services (HHS) 
initiated a nationwide program to e)q> 2 md Medicare beneficiaries' 
use of HHOs paid on a capitated basis.^ At that time, federal 
quality assurance programs were designed to identify HHOs where 
providers may have withheld or denied treatment because of the 
fineuicial incentives that result from capitation. In addition, as 
managed care options became more prevalent, states began to 
regulate them, and health care purchasers, such as employers, begcin 
to develop a greater interest in quality assurance as well. 

Quality health care has been difficult for experts to define 
and measure, but most agree that clinical quality would include 

-- appropriateness'-providers giving the right care at the right 
time, 

-- technical excellence--£umishing the care in the correct way, 

-- accessibility--patients being able to obtain care when 
needed, and 

-- accept«ibility--patients being satisfied with the care. 

These attributes would be measured using indicators that 
represent (1) structure of care — resources and organizational 
arrangements in place to deliver care; (2) process of care — 
physician and other provider activities carried out to deliver the 
care; and (3) outcomes of care — the results of physician and 
provider activities. Survey, certification, and accreditation 
activities generally look at structure measures; performance 
measurement systems focus on process and outcome measures . 

Ensuring quality of care involves reaching consensus about 
standards auid developing reliable and valid structure, process, and 
outcome measures. Then approaches must be developed to make it 
more likely that health care will be furnished in ways that will 
meet the standards, Ajproaches to ensuring quality have changed in 
recent years. Under the more traditional c[uality assurance 
approach, reviewers focus on a search for individual practitioners 
or “bad apples’ who do not meet minimal acceptable standards of 
care. But this approach has shortcomings: it creates an 
adversarial relationship between the reviewers and those being 
reviewed, and it targets only those providing substandard care. 
Little attention is paid to those who may be providing care that is 
better than substandard but less than excellent. The alternative 
approach, continuous quality in?>roveinent, strives to make 
everyone's performance better, regardless of prior performance. At 
the same time, this approach acknowledges the impo^^tance of taking 
action, if necessary, against providers with consistently 
unacceptable performance. Although most health care providers and 
experts support this new approach, implementing such a dramatic 
change will take time. 

In the private sector, large corporate purchasers of health 
care use a variety of tools to determine the health care providers 
with which they will contract. As a baseline, they look for 
individual providers who are licensed by the state or who are 
certified by their respective organizations, if state licensure is 


^Capitation requires an individual provider or managed care plan to 
furnish all necessary medical care in return for a predetermined 
monthly payment for each beneficiary enrolled. 
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organization. But these structural neasures-^llcensure, 
certification, and accreditation--have not proven to be fail-safe 
mechanisms for ensuring quality. As a result, the private sector 
has taken the lead in developing ways to compare providers using 
measures of performance, including the results of care provided and 
employees' satisfaction with their care. 

HCFA'S CURRENT QUALITY ASSURANCE STRATEGIES 

HCFA has three activities directed specifically toward 
ensuring that clinical quality standards are met.’ The oldest of 
these, the Medicare Provider Certification Program, has existed 
since Medicare's inception in 1965. It targets fee-£or-service 
institutional providers of health care. A second certification 
program, the Federal Qualification Program for HMOs, determines 
whether HMOs meet similar preestablished standards. The third, the 
Medicare Peer Review Organization (PRO) Program has existed in some 
form since 1972. pros review care furnished In hospitals and HMOs, 
although they are not precluded from reviewing care provided in 
other settings. 

The Medicare Provider Certification Program 

HCFA's fee-for-service provider certif ication program is 
oriented toward institutional providers, such as hospitals, skilled 
nursing facilities, and home health agencies. With respect to 
Individual providers, such as physicians, HCFA accepts a valid 
state license as a sufficient basis for direct Medicare 
reimbursement . 

Medicare law requires that if institutional providers of care 
are to receive direct fee-for-service Medicare reimbursement, they 
must meet certain physical and organizational conditions of 
participation. A full-service community hospital, for example, 
must meet 20 such conditions. These conditions relate to such 
matters as the hospital's governing body, physical plant, clinical 
and emergency services, nursing service, and food service. Bach of 
these conditions of participation has multiple standards, most of 
which must be met if the institution is to comply with the 
condition. 

Conditions of participation identify minimal conditions 
thought necessary for quality to occur. They relate almost 
exclusively to structural measures of quality. Furthermore, 
surveyors checking for compliance only determine whether the 
institution has established organizational policies and procedures 
to meet the conditions of participation. Little attention is paid 
to how well those policies and procedures are adhered to or what 
the results are.* 

HCFA contracts with state agencies to perform certification 
surveys for most types of institutional providers. These agencies 
periodically (usually annually) send survey teams to the 
institutions to check compliance. If the team finds that the 
institution is not in compliance with one or more standards, it 
will ask for a corrective action plan. For hospitals, home health 


’In testimony before the ways and Means Subcommittee on Health 
(Mar, 21, 1995), HCFA's Administrator also listed other quality 
assurance and improvement activities: provisions for beneficiary 
education; studies in state-of-the-art quality assessment; 
elimination of fraud and abuse, which are detrimental to quality; 
and use of clinical practice guidelines. 

*The Joint Commission is developing a measurement system designed 
to measure outcomes. This system Is intended to be used in 
conjunction with its current accreditation program. 
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agencies, and clinical laboratories,^ HCFA deems the accreditation 
of designated private accrediting organizations to be adequate 
assurance that a provider meets its conditions of participation.^ 

In deciding whether to accept accreditation by a private third 
party as a substitute for certification by a state agency under 
contract with HCFA, HCFA looks at the accrediting agency's survey 
procedures and compares its standards with HCFA's conditions of 
participation. Those standards must be at least as stringent as 
HCFA's conditions.'' (App. Ill shows the organizations whose 
accreditation is deemed equivalent to certification by HCFA; it 
also lists other organizations that accredit institutional health 
care providers or units within providers.) State agencies do 
validation surveys on a small proportion of those Institutions 
whose accreditation is accepted for Medicare certification 
purposes. 

For institutions surveyed directly by state agencies, HCFA 
personnel perform validation surveys on a small proportion of the 
institutions. HCFA personnel also survey state-owned institutional 
providers and clinical labs that are not approved by a Medicare- 
designated accrediting body.* 

If problems noted as a result of any of these reviews remain 
uncorrected, or are of such severity as to seriously endanger 
beneficiaries, the institution's certification to receive Medicare 
reimbursements may be revoked. However, in our previous review of 
this program, we found that HCFA's application of termination 
procedures casts some doubt on its willingness to terminate any but 
the worst hospitals from the Medicare program.® 

The Medicare HMO Qualification Process 

HMOs that wish to serve Medicare beneficiaries must have risk 
or cost contracts with the Medicare program.^® To qualify for such 
contracts, HMOs must meet both the requirements of title 13 of the 
Public Health Service Act relating to federal qualification of HMOs 
and the requirements of the Medicare statute. As with fee-for- 
service providers approved under the Medicare Provider 
Certification Program, these requirements are primarily structural. 
They require, for example, that the HMO have an adequate governing 
body, that it have utilization review and quality assurance 
systems, and that it have an adequate grievance system. 


®HCFA certifies clinical laboratories under the Clinical 
Laboratories Improvement Act (CLIA), rather than under the Medicare 
program. 

*HCFA is considering extending deeming authority to private 
organizations that accredit ambulatory surgical centers. 

'Procedures HCFA examines include survey procedures, qualification 
requirements for surveyors, surveyor training programs, procedures 
for notifying the surveyed entities of survey results, and time 
frames for conducting follow-up visits if deficiencies are found. 

“HCFA exempts clinical laboratories in Washington State from 
Inspection because of state licensure requirements that are at 
least as strict as those under CLIA. A HCFA official told us that 
a regulation that will exempt labs in two other states New York 
and Oregon--is awaiting publication in the Federal Register . 

“Health Care: Actions to Terminate Problem Hospitals From Medicare 
Are Inadequate (GAO/HRD-91-54, Sept. 1991). 

^®An HMO that has a risk contract with HCFA is paid a fixed amount 
for each enrolled beneficiary based on the average Medicare costs 
for all beneficiaries in the HMO’s service area. An HMO that has a 
cost contract is paid by HCFA a predetermined monthly amount per 
beneficiary on the basis of a total estimated budget. 
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HCFA personnel visit contracting HMOs at least once every 2 
years to ensure that they are complying with title 13 and Medicare 
requirements, if an HMO is not In compliance, HCFA may terminate 
Its contract or. In specific circumstances, require It to suspend 
enrollment. At this time, HCFA does not accept accreditation from 
any agency as evidence that an HMO meets federal standards. 

We have been critical of HCFA for falling to aggressively 
enforce Its quality assurance standards in this process. We have 
reported on these matters in the past and testified before the 
Subcommittee on Health, Committee on Ways and Means, earlier this 
year." In the last 10 years, for example, HCFA has repeatedly 
found quality assurance problems in certain Florida HHOs. The most 
recent quality violations Included Incorrect diagnoses, treatments 
delayed or withheld, and test results not acted on. One of the 
HMOs continued to enroll over 100,000 Medicare beneficiaries during 
a period of noncompliance without any HCFA intervention. 

The Medicare Peer Review Organization Program 

The PRO program has focused mainly on ensuring that Medicare 
beneficiaries received good quality of care in fee-for'service 
inpatient hospital and ambulatory surgical settings. The 
program's primary methodology has been to review individual medical 
records, with a focus on process, to make a determination about the 
quality of care furnished a beneficiary. In addition, there has 
been a secondary focus on outcomes through focused case review of 
adverse events such as deaths and hospital readmissions within 15 
days of a discharge. 

Beginning in 1987, the Congress mandated that the PRO review 
be expanded to include the quality of care provided by Medicare 
risk HMOs. In conducting HMO reviews, PROS evaluate the medical 
records of both ambulatory and inpatient care for a sample of 
beneficiaries. In a previous report, we made several 
recommendations to HCFA regarding ways to strengthen the PRO review 
of risk HM0s.“ For example, we urged HCFA to incorporate the 
results of PRO efforts into HCFA's compliance monitoring process. 

Although PROS have the authority to review fee-for-service 
ambulatory care, HCFA has been reluctant to venture into this area. 
At present, except for ambulatory surgical procedures, the only 
fee-for-service ambulatory review performed is a pilot project 
recently begun in three states. In this project PROS and 100 
volunteer physicians in each state are cooperating to improve the 
quality of care provided to diabetics. 

Concurrently, PROS in five other states are working 
cooperatively with 23 HMOs on a similar project. Both the fee-for- 
service and HMO Initiatives will be based on collecting Information 
from medical records about 22 specific performance measures such as 
the results of Important laboratory tests. 

HCFA PLANS FOR THE FUTURE 


HCFA officials discussed with us several initiatives intended 
to improve HCFA's quality assurance approach. The Initiatives are 
similar to the kinds of changes occurring In the private sector and 
in some cases Include a closer collaboration with the private 


^^ Medlcare: Opportunities Are Available to Apply Managed Care 
Strategies (GAO/T-HEHS-95-81, Feb, 10, 1995). 

"Before the 1984 Implementation of Medicare Prospective Payment for 
Hospitals, federal oversight concentrated on utilization of 
hospital services rather than the quality of those services. 

^ ^edlcare; PRO Review Does Hot Ensure Quality of Care Provided by 
Risk HMOs (GAO/HRD-91-48, Mar. 13, 1991). 
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sector. HCFA's initiatives include increasing the e^ihasis on 
continuous quality improveaent, developing perfoiaance neasures, 
and implementing a more in-depth survey of beneficiaries' 
satisfaction with HMOs. 

HCFA is presently reengineering the entire PRO program to 
incorporate continuous quality l^roveMent concepts. It found that 
the old model of review, which focused on individual aberrant 
cases / was confrontational, unpc^mlar with the physician community, 
and of uncertain effectiveness. It is restructuring the PRO 
program to emphasize cooperative projects with providers designed 
to improve the overall quality of care beneficiaries receive. 

These projects, which have existed to a limited extent, will 
increasingly become the main focus of the program over the next 2 
years . 

HCFA recently announced it was joining a group of large 
corporate purchasers of health care to form a new organization 
called the Foundation for Accountability, or FAcct. Among the many 
goals of this organization are cos^iling and reviewing the most 
promising performance measures available on health outcomes and 
health plan performance. Because this group represents over 60 
million Insured persons, HCFA and the other FAcct meaibers believe 
that health plans will adopt their measures and supply the results 
to them, other purchasers, and individual consiimers. According to 
a HCFA program official, joining in these efforts will help to 
eliminate duplication of quality assurance efforts and increase the 
likelihood that managed care o^anizations will meet purchasers* 
needs . 

Currently, HCFA's Office of the Actuary annually surveys some 
12,000 beneficiaries, treated predtmlnantly under fee-for-service 
arrangements, about their health status, access to care, and 
satisfaction with the care they receive. To get detailed patient 
satisfaction data on beneficiaries enrolled in managed care plans, 
HCFA's Office of Managed Care is considering an additional separate 
survey. 

COMPONENTS OF AN EHHAWCED 
QUALITY ASSURANCE APPROACH 

Many of the experts we Interviewed believed that the federal 
government should continue to play a role in ensuring that 
Medicare beneficiaries receive quality care regardless of whether 
that care is provided in an HMO, preferred provider organization 
(PPO), or fee-for-service setting.” They cited the need for 
information such as (1) performance measures, (2) patient 
satisfaction surveys, and (3) assurance that basic structural 
standards have been met. Because each type of information has 
strengths and weaknesses, the experts recognize that no one 
technique can be relied upon as the sole determinant of whether an 
organization provides quality care. But they believed that all 
programs should foster continuous quality i^rovement efforts of 
providers. Furthermore, the experts believed that the strategies 
should build on existing federal, state, and private efforts. 

information to Measure Quality 

Many experts said that performance measures, particularly 
those that reflect the outcomes of care, should be used to evaluate 
quality of care. Furthermore, attention must be given to 
collecting information about chronic conditions and other unique 
needs of the Medicare population. When information is gathered. It 
should be shared with beneficiaries to assist them in their health 
care purchasing decisions. Experts believed that performance 


^^Our interviews were structured so that we covered the same 
questions with each person, but because we used primarily open- 
ended questions some issues were not discussed by each expert. 
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measurement infonnatlon could be collected by health plans or 
providers from their administrative databases or by sampling 
medical records. However, those we interviewed stressed that pros 
or another independent third party would need to verify the 
accuracy of the data. 

The importance of having standardized measures was also 
frequently cited. Some experts suggested that a national board, 
composed of public and private health care professionals 
representing regulators, providers, and purchasers, could be 
convened to establish a set of uniform measures. However, all 
agreed that, regardless of who performs the task, any effort to 
develop performance measures must be a collaborative one with '*buy- 
in" from the provider community. 

Host experts also recommended that patient satisfaction 
surveys be used to evaluate health care quality. Measuring 
patients' perceptions may include asking them about their 
satisfaction with the care furnished, their health status, and 
efforts they make to enhance their health. One expert said that 
patient survey results can be used to provide information to the 
consumer or purchaser, to guide a provider in its quality 
improvement efforts, and to make external comparisons between 
providers . 

As with performance measures, experts stated that consumers 
like patient satisfaction Information. Furthermore, patient 
satisfaction surveys are already commonly used by health plans and 
providers. But these surveys also have limitations. They may not 
produce reliable and valid data, and survey questions and sampling 
techniques have not been standardized. Other limitations include 
(1) the difficulty of reaching minorities and others with special 
needs, (2) the high cost of telephone surveys, and (3) the relative 
ease of introducing bias into the questionnaire. 

Many of the experts said that health care organizations should 
continue to meet basic structural requirements for participation in 
the Medicare program. These requirements could be confirmed 
through a certification or accreditation process. When asked who 
should make the certification or accreditation visits, experts' 
opinions were evenly divided among HCFA, states, or another third 
party. Currently, HMOs and PPOs can seek voluntary accreditation 
from a third-party accrediting organization, such as the National 
Committee on Quality Assurance (NCQA) or the Joint Commission. One 
expert suggested that managed care organizations be given 
incentives to seek accreditation. For example, an accredited 
organization might be exempt from a HCFA site visit or perhaps be 
required to report a leaser amount of performance measurement data. 

Some of the experts we interviewed raised questions about the 
basic concept of voluntary accreditation by a private third party. 
For example, one expert noted the inherent conflict of interest 
when an accrediting organization’s revenues come from those they 
are accrediting, as is usually the case. Another noted that it Is 
rare for a plan seeking accreditation not to receive it. However, 
this Individual acknowledged that because accreditation Is 
voluntary, only those who believe they will pass an accreditation 
survey will seek it. Another export pointed out that it takes time 
to develop the systems necessary to be accredited by some 
organizations. New plans might not have those systems developed 
initially. 

Continuous Quality Improvement 

Experts consistently stated that a commitment to continuous 
quality improvement must be made by regulators, providers, and 
plans regardless of the quality assurance system Implemented. Many 
managed care organizations implement their own internal quality 
assurance programs to help evaluate the care they are providing and 
to identify and correct any problems. Experts also recognized the 



value and inportemce of external oversight programs that are 
designed to ensure that providers are continually assessing and 
inproving their delivery of care. Such oversight programs are an 
important tool to identify previously undetected problems, to 
provide management with constructive feedback, and to assist the 
providers and plans in improving their overall delivery of health 
services . 

Build on Existing Strategies 

Federal and state governments and the private sector have 
already undertaken a number of initiatives to obtain data about the 
quality of care. Building upon these efforts was viewed as 
desirable and beneficial. As discussed earlier, HCPA presently 
requires HMOs that participate in the Medicare program to have 
processes in place to identify and resolve quality assurance 
problems, and some state legislatures have imposed quality 
standards on HMOs operating in their states. Additionally, the 
National Association of Insurance Ccmmissioners is discussing the 
feasibility of developing a model uniform licensing act for all 
types of health insurers which will include requirements for 
quality assur 2 uice. In the private sector, NCQA and others have 
developed performance measures. Furthermore, NCQA, the Joint 
Commission, and others have established quality standards that must 
be met by any HMOs or PPOs that seek accreditation. And now many 
enployers are requiring managed care plans to gain accreditation 
before contracting with them for health care services. 

CONCLUDING OBSERVATIONS 

The federal government, as a prudent purchaser, continues to 
play an inportant role in ensuring that Medicare providers meet the 
highest standards of quality in health care. HCFA has quality 
assurance programs with that goal, although we have identified 
problems in their implementation. The enhancements HCFA is making 
to its quality assurance approach are consistent with the direction 
in which the private sector is moving emd with the consensus of the 
health care experts we interviewed. The challenge facing HCFA is 
to make the specific decisions about how these changes will be 
iirplemented, confirm that they are effectively implemented, and 
resolve the relative roles of federal and state governments and the 
private sector. 


Messrs. Chairmen, this concludes xny formal remarks. I will be 
happy to answer any questions fr^ you and other members of the 
Subcommittees . 


For more information on this testimony, please call Sandra K. 
Isaacson, Assistant Director, at (202) 512-7174. Other major 
contributors included James A. Carlan, Jean Chase, Debra J. Carr, 



22 


APPENDIX I 


APPENDIX I 


RELATED GAO PRODUCTS 

Commmitv -Health Centers: Challen ges in Tr anaitio nino to Prepaid 

Managed Care (GAO/HEHS-95-139, May 4, 1995) . Testimony on the same 
topic (GAO/T-HEHS-95-143, May 4, 1995) . 

Medicare ; — OPDOitnnities Are Available to Apply Managed Care 
Strategies (GAO/T-HEHS-95-81, Feb. 10, 1995). 

Health Care Reform: -Report Cards* Are Useful b ut significant 

Issues Need to Be Addressed (GAO/HEHS-94-219, Sept. 29, 1994). 

Home Health Care; HCFA Properly Ev aluated JCAHO's Ability to 
Survey Home Health Agencies (GAO/HRD-93-33, Oct. 26, 1992). 

Home Health Care; HCFA Evaluation of Community Health 

Accreditation Program Inadequate (GAO/HED-92-93 , Apr. 20, 1992). 

Health Care: Actions to Terminate Problem Hospitals From Medicare 

Are Inadequate (GAO/HRD-91-54, Sept. 5, 1991) . 

Medicare : PRO Review Does Mot Ensure Quality of Care Provided by 

Risjt HMOs (GAO/HRD-91-48, Mar. 13, 1991). 

Medicare: Physician Incentive Payments b v Prepaid Health Plans 
Could Lower Quality of Care (GAO/HRD-89-29, Dec. 12, 1968). 

Medicare: Issues Raised bv Florida Health M aintenance Organisation 
Demonstrations (GAO/HRD-86-97, July 16, 1986). 

Problems in Administering Medicare's Health Maintenance 
Organization Demon.stration Projects in Florida (GAO/HRD-85-48, Mar 
8, 1985). 




23 


APPENDIX II 


APPENDIX II 


American Association of Preferred Provider Organizations 
Lisa Spra^e, Director of Legislative Affairs 

Gordon Wheeler, President and Chief (Iterating Officer 

American ^Association of Retired Persons. fAARP) 

Mary Ellen Bliss, Regulatory Associate, Federal Affairs Department 

Joyce Dubow, Senior Analyst, Public Policy Institute 

Mary Jo Gibson, Senior Analyst, Public Policy institute 

Alan Kaplan, Consultant to AARP 

American Group Practice Association 

Julie A. Sanderson-Austin, Director, Quality Management and 
Research 

American Hospital Association 

Karen A. Milgate, Associate Director, Policy DeveloE»ent 

Ellen A. Pryga, Director, Health Policy 

California Consolidated Edison 

Pam Kroll, Plan H^ulager, Health Care Pleuis 

Suzanne Mercure, Benefits Administration Manager, Health Care Plans 

Colorado Hosoita JL Association 
Larry H. Wall, President 


Clark Kerr, President 
Department. of Veterans Affairs 

Dr. Galen L. Barbour, Associate Chief Medical Director for Quality 
Management, Office of Quality Management 

M. Scott Beck, Director, Office of Planning and Evaluation, Office 
of Quality Management 

Debby Walder, Director, Office of Risk Management, Office of 
Quality Management 

Federation of American Health Carg 

Tom Scully, President and Chief Executive Officer 

Good Samaritan Health System 

Molly J. Coye, Senior Vice President, Clinical Operation 
GrQUP_Health^A3soc iation of America 

Kelli Back, Senior Policy Associate, Government Affairs 
Carmella Bocchino. Director of Medical Affairs 
Candy Schaller, Director of Policy, Government Affairs 
Julie Goon, Director of Legislative Affairs 
Group Health of Puaet Sound 

Kathleen Cronp, Director of Quality of Care Assessment 
Harvard School of Health 

Heather Palmer, Director, Center for Quality of Care Research and 
Education 





24 


APPENDIX II APPENDIX II 

Health Care Financing Administration 

Gary Bailey, Team Leader, Beneficiary Access and Education, Office 
of Managed Care 

Paul Elstein, Health Insurance Specialist, Office of Managed Care 

Dr. Steven Jencks, Clinical Advisor to the Bureau Director, Health 
Standards and Quality Bureau 

Tracy Jensen, Policy and Program Improvement, Office of M2maged 
Care, Health Care Financing Administration 

Jean D. LeMasurier, Director, Policy and Program Improvement, 

Office of Managed Care 

Health Pages Magazine 

Carol Cronin, Senior Vice President 

Henry Ford Health Institute 

Dr. David Nerenz, Director for Center of Health System Studies 
Jackson Hole Group 

Dr. Sarah Purdy, Health Policy Analyst 
Jefferso n Medical College 

Dr. Leona Markson, Associate Director, Clinical Outcomes Research 

Dr. David Nash, Director, Director of Health Policy and Clinical 
Outcomes 

John Deere Health Care. Inc. 

Dick Vem Bell, President 

Geri Zimmerman, Director of Quality Management Programs 

JoiniL.Commission on Accreditation o f Healthcare Organizations 
Dr. Paul M. Schyve, Senior Vice President 

Margaret VanAmringe, Associate Director, Government Relations 

Midwest Business Group on Health 
James D. Mortimer, President 

Natiopal Capitol. Preferred Provider Organization 
Dr. Robert Berenson, Medical Advisor 

National Council on Quality Assurance 
Steve Lamb, Director of Government Relations 

Margaret O' Kane, President 

Park Nicollet Medical Foundation 

Dr. Jinnet Fowles. Vice President, Research and Development 

Physician Payment Review Commission 
David Colby, Principal Policy Analyst 

Prudential Center for Heal th Research 
Dr. William Roper 

The RAND Corporation 

Dr. Elizabeth A. McGlynn, Departn^nt of Social Policy 
State of Florida 

Randy Mutter, Administrator, Research and Analysis Section, Agency 
for Health Care Administration 







25 


APPENDIX II 


APPENDIX II 


State of Michigan 

Janet Olszewski. Chief Division of Managed Care, Michigan 
Department of Public Health 

UNIVA Health Network 

Dr. William Jesse, President and Chief Executive Officer 

Utilization Review and Accreditatio n Commission 
Randall H. Madry, Executive Director 

Washington Business Group on Health 
Sally Coberly, Director 

Wisconsin Peer Review Organization 

Dr. Jay A. Gold, Principal Clinical Coordinator 



26 













27 


Table 1.2; Orqanizations That Accredit Institutional Health Care 




























28 


Chairman Thomas. Thank you very much, Dr. Joyner. 

Does the gentleman from Florida wish to inquire? 

Chairman Bilirakis. I would, Mr. Chairman. 

Dr. Joyner, this is one of those times when we wish that the wit- 
ness had more than 5 minutes. Should HCFA in your opinion ac- 
cept accreditation by private organizations such as NCQA, the Na- 
tional Committee on Quality Assurance, as sufficient? 

Ms. Joyner. You are saying to do with the HMOs what it now 
does, for example, with hospitals and home health care and other 
entities in that respect? 

Chairman BlLlRAKis. Yes, and considering it is a private organi- 
zation. In your opinion, do you think that they should accept their 
accreditation or is their opinion sufficient? 

Ms. Joyner. What we have done in the past, as you may know, 
is we have looked at HCFA’s process in deciding whether in the 
case of individual institutions it would accept Joint Commission ac- 
creditation or other accrediting organizations’ decisions. I think our 
view would be that such a decision would be more of a policy mat- 
ter rather than one for GAO to decide. If they choose to do that, 
we would be glad to do whatever kind of oversight on your behalf 
that might be useful to see that HCFA follows the procedures they 
set out for making that determination. 

Chairman Bilirakis. But you would not hazard an opinion in 
that regard? 

Ms. Joyner. I think our view would be that that decision — these 
are difficult and complex decisions as to what actions should be 
done directly by the Federal Government, by the private sector, by 
the States — that those decisions are more policy matters to be de- 
cided by the administration and by Congress. 

Chairman Bilirakis. In your opinion, do you think that their 
quality standards, meaning the NCQA’s quality standards, are 
higher than those utilized by HCFA? Would you have an opinion 
in that regard? 

Ms. Joyner. We have not done a direct comparison of that. I 
know that some CToups have. I think some of the people that we 
interviewed felt tnat the NCQA standards were higher than the 
standards being used by HCFA. That is something that I could not 
speak to directly. 

I know that HCFA commissioned a study that was just released 
this last spring that provided a crosswalk amongst various sets of 
standards, both in NCQA, I believe, and some Joint Commission 
standards and its own standards and several States, and I think 
that kind of analysis is the one that certainly would help provide 
an informed basis for making a jud^ent like that. 

Chairman Bilirakis. We depend upon GAO so very much. Do 
you have any view of the quality of care that Medicare beneficiaries 
in the traditional fee-for-service have received, are receiving ver- 
sus those enrolled in managed care HMOs and other managed care 
type plans? 

Ms. Joyner. I do not believe GAO itself has done that kind of 
direct analysis. What we have looked at is how well HCFA has car- 
ried out its responsibilities in setting standards and in enforcing 
them, and we have identified problems primarily with their taking 
action where they have found problems. 
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We have identified problems both in fee-for-service and HMOs. 
HCFA did not take action against a hospital, regardless of the ex- 
tent to which it was not meeting HCFA standards. We have cer- 
tainly identified problems with HMOs also where problems exist 
for a long time after HCFA finds that the HMO is not up to the 
standards. We certainly would not be in a position to say in general 
whether people get better or worse care in fee-for-service or man- 
aged care. 

Chairman Bilirakis. How well has HCFA been doing their job, 
in your opinion, if you have one, regarding services provided by 
physicians in their offices? 

Ms. Joyner. As I said, HCFA has relied primarily on other ways 
to ensure that physicians are monitored. First, HCFA relies on 
State licensing activities. Also, when a physician sends a patient to 
a hospital, then that care gets monitored through the oversight of 
the hospital. HCFA’s activity has been of that nature, rather than 
direct oversight of physicians in their own offices. 

Chairman Bilirakis. To sort of finish up, in general, am I to as- 
sume from your remarks that you have not really analyzed the 
overall HCFA review mechanisms and analyzed the NCQA’s qual- 
ity standards on a routine type basis? What have you done when 
problems have taken place? 

Ms. Joyner. Are you asking what has GAO done? 

Chairman Bilirakis. Yes. 

Ms. Joyner. We have not done this kind of analysis of the stand- 
ards. What we have done, as you know primarily as requested by 
the ConCTess, rather than at our own initiative, we have looked at 
how well HCFA is carrying out its responsibilities. That is where 
we came up with our observations that I made about the problems 
that we have identified and made recommendations about in the 
past on implementation and taking action against providers. 

Chairman Bilirakis. My time is expired. Thank you, Dr. Joyner. 

Thank you, Mr. Chairman. 

Chairman Thomas. Thank you very much. 

The Chair wishes to acknowledge the arrival of the Ranking 
Member of the full Committee on Commerce, the gentleman from 
Michigan, Mr. Dingell. 

Does the gentleman from California, Mr. Stark, wish to inquire? 

Mr. Stark. Dr. Joyner, thank you. I am concerned about a prop- 
er balance between State and Federal issues and I guess a proper 
balance between the regulators and the legislators. I just want to 
suggest a problem in our own State of California. 

In California, for example, HMOs are regulated by the Depart- 
ment of Corporations. Traditional insurance is regulated by the De- 
partment of Insurance, which I might point out in California these 
people can be of two different or conflicting political parties because 
of the structure of our elective process. The Department of Health 
has the responsibility for general quality of care. So you have three 
independent and differently directed agencies, each of which has 
some regulatory authority over a variety of health plans. I am sure 
the same exists in other States, but I am not that familiar with 
them. 

Would it not be far preferable to have a standard — I do not sup- 
pose it makes a lot oi difference which department regulates — so 
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that we know and patients and beneficiaries know that there will 
be a re^latory authority to whom they can complain or inquire? 
Would this seem to you from the results of your study to be a desir- 
able feature that we ought to have for any managed care under 
Medicare? 

Ms. Joyner. I certainly would not want to presume to tell the 
State of California how to organize its governmental entities. But 
we did hear from the people that we interviewed a concern about 
multiple standards. What I pointed out is that, at least with re- 
spect to Medicare, there are the Medicare conditions of participa- 
tion established by HCFA which are uniform throughout the coun- 
tiy. 

So if we wanted to stay within the realm of the Federal sector, 
some of the experts we interview saw one Federal role as setting 
uniform standards, even though it could, should, and would by ne- 
cessity through the public rulemaking process involve participation 
of a variety of people. That was sometimes described to us as a 
Federal role, ratner than leaving standard setting up to each State. 
You were speaking to within the State, but what we heard more 
was across States. 

Mr. Stark. I am just saying that with a variety of managed care 
plans which are not really defined now, you could have a variety 
of regulators in each State administering them, and it would seem 
to me that is somewhat confusing, if not downright inefficient. I am 
just suggesting that States certainly could choose whom they want 
to be the regulator. But it would seem to me that if we have Medi- 
care plans and we have a set of standards, that it would be simpler 
to have them regulated similarly in each State. 

I want to raise another issue. I will refer some of the witnesses 
to some correspondence from Secure Horizons by Pacific Care, a 
for-profit IPA/HMO in California, some of their marketing mate- 
rial, and a letter that they addressed to the Health Insurance 
Counseling Advocacy Program. 

For the purpose of the question here, one of their statements is 
that, in accordance with California health and safety code section 
1370, the results of their quality assurance reviews are kept con- 
fidential. 

Now, I have heard a lot about suggesting that beneficiaries ought 
to be able to choose based on quality. If you are going to keep the 
reviews confidential, it is a little puzzling to me how the bene- 
ficiaries are going to find out who has quality care and who does 
not. What is the Federal position? Do our rules conflict with that, 
or are there any standards now for making available quality re- 
views to potential beneficiaries, and should there be? 

Ms. Joyner. One of the things that I referred to when testifying 
about the direction that HCFA is going with the enhancing of their 
quality assurance procedures gets to the issue of providing informa- 
tion to beneficiaries so that they can choose among the plans. This 
is something that HCFA has expressed a commitment to, getting 
information out to beneficiaries and identifying valid, reliable per- 
formance measures that would be then comparable across various 
plans and to make that information available. 

Mr. Stark. You cannot do that if the State law requires they be 
kept confidential, can you? 
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Ms. Joyner. I believe that the information they collect through 
these performance measures could and would be public, and they 
are working with the private sector in doing that. 

Chairman Thomas. The gentleman’s time has expired. 

Mr. Stark. Thank you. 

Chairman Thomas. The gentleman from Illinois. 

Mr. Hastert. I thank the Chairman. 

I certainly welcome this opportunity to have you before us today. 

One of the things that I want to pursue a little bit, you have 
looked at your review of HCFA at how they set up the standards 
and how it relates. One of the focuses here in the questioning is 
that we need to have uniform standards across the country. Is it 
not apparent that in different areas in different States and dif- 
ferent types of populations that sometimes standards need to be a 
little bit flexible? Have you found that in your inquiry? 

Ms. Joyner. At this point, one of the ways that HCFA does take 
into consideration to some extent the local difference is in their 
peer review program. PROs are comprised of local physicians who 
are doing the review of the records. Furthermore, PROs are setting 
up cooperative projects where the data suggests that there is a 
problem with the kinds of practice that is occurring in a certain 
area. 

We know that there is wide variation nationwide in the fre- 
quency of certain medical procedures, such as hysterectomies or the 
kind of treatment that occurs after heart attack. Some people see 
this as a quality problem rather than a likely response to actual 
differing in what treatment works best. So I think that is one way 
that they are both reflecting the local situation and wanting to find 
the best practice and trying to make that more commonly used, 
rather than continuing the same questionable practice. 

Mr. Hastert. The focus should not be uniformity, but what 
works best. 

Ms. Joyner. What works best, exactly. 

Mr. Hastert. So that is really kind of a pragmatic view, is it 
not? 

Ms. Joyner. In terms of individual medical practices, one would 
assume that what works best would be fairly standard. Individuals 
are the same around the country. 

Mr. Hastert. Let us look to the future here a little bit. I know 
that it is hard to do that if you are working in dealing with testi- 
mony from the past. In your view of what you have discussed with 
HCFA, there will be new plans in the future. One of the questions 
that we have to look at, especially if we want standards, is should 
those plans have different quality standards of any kind from those 
that we have had in the past? I mean if we are going to do business 
in a different way, possibly should those quality standards be flexi- 
ble enough so that we can do business in a different way? 

Ms. Joyner. One thing that we heard clearly from the experts 
that we interviewed, when we asked about the central features of 
a quality assurance approach and strategy, specifically whether 
they thought the way the government would go about assuring 
quality would differ depending on whether it is fee-for-service or 
different kinds of managed care plans, they uniformly said they did 
not see why that would differ. 
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What would differ would be, for example, the kinds of data that 
might be readily available. A more highly structured managed care 
plan might be more readily able to provide certain information 
than, say, a PPO or another type of plan. Fee-for-service has cer- 
tain kinds of information, the actual encounter data available that 
others do not, but not in the overall goal or approach. That would 
be different. 

Mr. Hastert. I do not want to frame your answer, but basically 
there needs to be enough flexibility in there that you can measure, 
and the future may have to depend a little bit on market and what 
people drive to and what they want and what is out there for peo- 
ple to go to. Those standards probably need to be in plj^ce, but yet 
with some flexibility, is that not correct? 

Ms. Joyner. The overall standards they felt could be the same. 
You would have to have some flexibility in applying them, in that 
you could not expect an entity that had never had a need to collect 
certain kinds of data to suddenly have it overnight. 

Mr. Hastert. And that information should be available so people 
can make intelligent choices? 

Ms. Joyner. That information about measures of quality should 
definitely be available, because people need that in order to make 
an informed choice. 

Mr. Hastert. Thank you very much. I yield back the time. 

Chairman THOMAS. I thank the gentleman. 

The gentleman from California, Mr. Waxman. 

Mr. Waxman. Thank you, Mr. Chairman. 

I want to put this issue in perspective. I authored with others 
the provision in the Medicare Program that would give Medicare 
beneficiaries an option, if they chose to, to sign up in an HMO. I 
think Medicare beneficiaries ought to have more choices, but it 
ought to be their choice. 

I know from my own experience, as well, what can happen if we 
simply say to people that they go out and sign up in a capitated 
plan, because some of those plans can be scams. People can be 
taken advantage of. So we have at the Federal and State levels 
standards that are required of these plans, to be sure that people 
are not abused. Some of the standards are to be sure people are 
not abused, and some of the standards are to give people informa- 
tion so they can shop effectively as best they can. After all, it is 
not that easy a decision. 

We are looking at the biggest change in Medicare in 30 years, 
a dramatic change in health care policy, when we talk about taking 
$270 billion out of the program. From what I hear from the Repub- 
licans, they want to have a lot more plans available. In fact, they 
would like people to only belong, if they had their choice, in 
capitated plans, because then you could seal off the amount of 
money you spend. 

Right now, only 1 percent of the Medicare population has simed 
up voluntarily in HMOs. That has been their choice. Do you think 
there is any way possible to maintain the level of quality assurance 
that we see today for that small number of beneficiaries who are 
enrolled in managed care plans, if we take this kind of money out 
of Medicare, even that part of the population that is in HMOs? 
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I know that is a tough question, but it really is the kind of ques- 
tion we are going to have to ask and have answered, in my view, 
before we start hanging the Medicare process. I know it is a dif- 
ficult question and that is why the Chairman is so prickly about 
the fact they do not have their plan to accomplish this result. But 
can we take $270 billion out and still have quality assurance and 
standards met? 

Ms. Joyner. I really would not have a basis to answer that ques- 
tion. I do not know what would be changed. I do not know what 
would be different about the program. Even if I did, I am not sure 
I could really predict what impact that would have on the quality. 

Mr. Waxman. Well, you can predict on past experience with 9 
percent of the Medicare population signing up in these plans. If we 
end up with 80 percent suddenly signed up in plans that may or 
may not exist at the moment and move that rapidly, it is going to 
be a dramatic change. 

You emphasize that one essential component of quality assurance 
strategy is continuous quality improvement. How can health plans 
be continuously improved if they are limited to increasing spending 
on enrollees by no more than 5 percent annually? 

Ms. Joyner. Well, the concept of continuous quality improve- 
ment would say that the real focus is on finding out what you are 
doing, how well it is working, and using that information to feed 
back into your system and try to improve it. 

So, instead of just focusing on finding the pieces of your plan 
that are not working well or the individual providers who are part 
of your plan who are not following good practices, you would want 
to look at the patterns of care over the entire plan and try to move 
everyone to a better level of performance. 

It takes some money to do that, to gather information that people 
may not have had in the past, the data to look at the patterns of 
care and to set up the process 

Mr. Waxman. But the fact is the plans are going to get less 
money. The plans are going to get less money to do all the things 
they are supposed to do, including not just making the assess- 
ments, but actually providing the care. Are they going to be able 
to continually improve under those circumstances? 

Ms. Joyner. They would have to make their own decisions about 
how to live within a reduced budget. I really could not speak to 
what impact that would have on continuous quality improvement 
vis-a-vis continui^ to have the same amount of money. 

Mr. Waxman. They will make their decisions, but we have to 
monitor it, and right now we have a Federal monitoring. But you 
think HCFA is doing a better job and we need to have State mon- 
itoring, but that is ml spotty from State to State. Do you think we 
ought to have defined roles for the Federal and State governments 
in this regard? 

Ms. Joyner. I am sorry, I did not hear your last question. 

Mr Waxman. You think we ought to have defined roles as to 
what will be monitored by the States and what will be monitored 
by the Federal Government? 

Ms. Joyner. As it is now, there are differing roles and different 
activities being carried out. HCFA has made certain decisions, and 
the Congress m its oversight effort has looked at those and given 
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them advice when they felt they were making the wrong decision. 
But we would not have a basis for saying exactly what activities 
should be carried out by the Federal Government, the State, or the 
private sector. That is a policy matter for them and Congress to de- 
termine. 

Chairman Thomas. The gentleman’s time has expired. 

Does the gentleman from Louisiana wish to inquire? 

Mr. McCrery. Yes, Mr. Chairman. Thank you. 

Dr. Joyner, I want to congratulate you on your responses to the 
questions from the most recent questioner from California. You will 
notice he started out asking whether quality can be assured with 
only a 5-percent increase, and then he slyly changed to asking 
whether quality can be assured if they get a decreased budget — try- 
ing to imply that there are going to be cuts in the Medicare Pro- 
gram. Of course, that is not the case under any scenario. We fully 
intend to increase spending on Medicare every year. There will be 
an increase for these plans that enroll Medicare beneficiaries. So 
I congratulate you for not slipping into that dialog. 

In your testimony, you mention that the NAIC, the insurance 
commissioners, is studying the feasibility of developing a model 
uniform licensing act. Can you elaborate on their efforts? For ex- 
ample, what areas are they reviewing, where are they in the proc- 
ess, and are they looking at all tjqjes of delivery vehicles? 

Ms. Joyner. Well, they have had several groups over some time 
working on these issues. When we last spoke with them, they told 
us that they are drafting 8 model standards. These are in the areas 
of provider credentialling, utilization management, quality assur- 
ance, and mevance procedures. These four they think they will 
have ready by the end of this calendar year. 

The remaining four are on provider contracting, data reporting, 
accessibility, and confidentiality, although they may combine some 
of these. They have had various drafts of these standards and are 
getting comments on them. They are expecting that by the end of 
the year they will have approved model standards in four of those 
areas, and then it will be up to the State to decide the extent to 
which, as it is with the other NAIC guidelines, they would then 
take legislative action to adopt them within their States. 

Mr. McCrery. Is the NAIC looking at developing a model stand- 
ard for all forms of insurance and delivery vehicles in the health 
care system? 

Ms. Joyner. They are seeing these standards as being ones that 
would apply across the board, in fee-for-service and in all types of 
managed care. That apparently has been a difficult discussion that 
they have had, as to whether certain managed care arrangements 
could adequately be addressed in the same guideline, the same 
standard, and at this point they feel that it can be. 

Mr. McCrery. Thank you. Dr. Joyner. 

Thank you, Mr. Chairman. 

Chairman Thomas. The gentleman from Michigan, the Ranking 
Member of the full Commerce Committee, an ex-officio Member of 
the Subcommittee, does he wish to inquire? 

Mr. Dingell. Thank you, Mr. Chairman. I appreciate your cour- 
tesy. 
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I have a particular concern and that is if we cut Medicare by 
$270 billion as has been suggested by my colleagues on the Repub- 
lican side, does that mean that there will be any room for the tradi- 
tional freedom of choice plan, or will it all move toward an HMO- 
type plan for the care of senior citizens receiving benefits under the 
Medicare Program? 

Ms. Joyner. I would not have any basis to know how that would 
be done. 

Mr. Dingell. You would not know the answer to that question? 

Ms. Joyner. Excuse me? 

Mr. Dingell. You would not know the answer to that question? 

Ms. Joyner. That is correct. I would not be able to predict how 
HCFA would decide to allocate the resources, whatever resources 
it has available for beneficiaries. 

Mr. Dingell. That is a significant cut, is it not, in Medicare ben- 
efits? 

Ms. Joyner. I really would not know what adjective to put on it. 
I think that is more a matter of personal judgment. 

Mr. Dingell. Maybe I ought to put it a different way. Would you 
call it an insignificant cut in Medicare benefits? 

Ms. Joyner. I would rather not put any adjective on it at all, sir. 

Mr. Dingell. $270 billion is a lot of money. 

Ms. Joyner. That is a lot of money, yes, sir. 

Mr. Dingell. It would pay for a lot of health care benefits? 

Ms. Joyner. Excuse me, I did not hear the question. 

Mr. Dingell. It would pay for a lot of health care benefits? 

Ms. Joyner. Yes, sir, it would. 

Mr. Dingell. If we took $270 billion out of Medicare, what would 
that leave us in the way of health care benefits? 

Ms. Joyner. I am not sure exactly what the dollar figure would 
be. 

Mr. Dingell. A lot less health care benefits? 

Ms. Joyner. It would be less, yes, sir. 

Mr. Dingell. Now, would we assume that this would lead us to- 
ward a system of HMOs for Medicare recipients? 

Ms. Joyner. You are saying would that be sufficient to meet the 
needs? 

Mr. Dingell. Yes. In other words, if you take $270 billion out, 
is that going to put pressure on Medicare to go to HMOs? 

Ms. Joyner. I really would not have a basis for answering that. 

Mr. Dingell. I would be able to assume that it would put pres- 
sure on, and certainly that it would not remove pressure to go to 
HMOs. Is that not right? Because it is going to require cuts in ex- 
penditures, is that not right? 

Ms. Joyner. I really would not have a basis for knowing what 
that would do with respect to more or less managed care. 

Mr. Dingell. Who aside from my Republican colleagues would 
be able to give me an answer to these questions? 

Ms. Joyner. Excuse me? 

Mr. Dingell. Who aside from my good friends and Republican 
colleagues would be able to give me answers to these questions? 

Ms. Joyner. You might talk with the people at HCFA on how 
they would respond to varying levels of resources. 
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Mr. Dingell. I think I will have to be doing that. One of the 
things that sort of tweaked my concerns with being a member of 
the bar, I got, as did a number of Members around here, letters 
from the D.C. Bar Association, the Membership Benefits Commit- 
tee of the District of Columbia Bar, and it involved two things. One 
was a letter which you see over there, and the other was a pam- 
phlet of which we have reproduced the first copies. Basically, what 
it says is that managed care — well, first of all, it says that mem- 
bers of the D.C. Bar should contact the bar, and they said this: 

In the rush to cut costs, some health care plans have been steadily restricted to 
the amount of care your family can receive. In fact, it has gotten to the point where 
some plans refuse to cover certain procedures, even if your doctor deems them nec- 
essary. Unfortunately, that could never happen under a major medical plan like 
ours. 

They go on and they talk about being essentially forced into HMOs. 
In the brochure that they have put around, they said, “Settle for 
a managed care plan and you would find yourself on some pretty 
thin ice.” They go on and say, “Watered down medical protection 
could put your family at risk.” These are a pretty smart bunch of 
people in the D.C. Bar Association, are they not, good lawyers, a 
lot of lobbyists interested in things like government and govern- 
ment programs, including Medicare. 

I wonder if we ought not listen to them on their point with re- 
gard to watering down plans. I wonder if maybe the plans that are 
coming forward from my Republican colleagues are not going to 
water down Medicare so that it is going to put, as the D.C. Bar As- 
sociation says, families at risk, or it could put people on thin ice. 
I guess maybe I will have to ask HCFA, should I not? 

Ms. Joyner. Yes. 

Mr. Dingell. Thank you, Mr. Chairman. You have been very cu- 
rious. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from Texas wish to inquire? 

Mr. Barton. I thank the distinguished Subcommittee Chairman. 
It is a pleasure to be in this hearing room of the Ways and Means 
Committee as a Member of the Energy and Commerce Committee. 
I have never been in a hearing room that had gilded chandeliers 
and Greek or Roman columns and gilded water pitchers with their 
names on it. We do not have that over in our Committee, and I am 
impressed. We do, however, have Members that are just as inter- 
ested in finding some solutions to the Medicare problem which, if 
we do not do anything, everyone acknowledges that Medicare is 
going to go bankrupt. 

Today’s hearing is focused on quality assurance. In reading the 
testimony of our first witness, I am a little concerned about what 
HCFA is and is not doing in that area. In your written testimony, 
you say: 

Surveyors are checking for compliance only to determine whether the institution 
has established organizational policies and procedures to meet the conditions of par- 
ticipation. Little attention is paid to how well those policies and procedures are ad- 
hered to or to what the results are. 

Then it says: “HCFA’s application of termination procedures” — and 
this is with respect to hospitals — “casts some doubt on its willing- 
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ness to terminate any but the worst hospitals from the Medicare 
Program.” 

hfy first question is do you think that HCFA needs to do more 
in the enforcement area or in the investigative area about insisting 
that the quality plans that are in place are actually carried out, 
and if they are not, that those hospitals and other organizations 
that HCFA surveys for quality are decertified? 

Ms. Joyner. Absolutely. GAO has spoken to that issue for sev- 
eral years now and our message is still the same. We feel that 
where a provider is not providing quality care and it is not meeting 
Medicare requirements, then action should be taken against such 
a provider. 

Mr. Barton. Do you think that the senior leadership in HCFA 
has gotten that message? Do you think they realize that as we look 
at the problem of waste, fraud, and abuse in Medicare, that part 
of that solution has got to be stricter scrutiny and also enforcement 
when there is a problem? 

Ms. Joyner. I believe I will let Mr. Stropko speak to that. 

Mr. Stropko. We have been looking at this issue since probably 
1984. I personally have been looking at it, and every single year 
I thought it would get better the next year and it has not. 

Mr. Barton. Mr. Bilirakis and I have been holding some joint 
hearings in the Energy and Commerce Committee on waste, fraud, 
and abuse in the Medicare Program, and we are developing as we 
speak at the staff level a list of proposed remedies to deal with 
that. But part of it has got to start at the top with the leadership 
realizing that there is a problem and committing themselves and 
their senior associates to dealing with it, because we have seen 
again in our Committee, Chairman Dingell and Chairman Waxman 
have held hearings in the past and they say the same things every 
year and they do not do anything. This year we think it is going 
to be different. 

I have one more question, Mr. Chairman, and then I will yield 
back. 

Another witness after you for the private quality assurance orga- 
nization talks about, as they look at their standards, the NCQA 
standards. They have a section on members’ rights and responsibil- 
ities when they are looking at HMOs. It says, “How clearly does 
the plan inform members about access to services, how to choose 
a physician or change physicians, and how to make a complaint.” 
I notice that HCFA right now, when they are looking at the HMOs, 
apparently does not list that as a standard. Do you think that pa- 
tient information and members’ rights and responsibilities should 
be included in these standards, as we look at the HMOs and PPOs? 

Mr. Stropko. Most certainly. 

Mr. Barton. Mr. Chairman, I am going to yield back. I love your 
orange light. We do not have that. We just have a red light and 
a green light. As an industrial engineer, I think that orange light 
is very useful to moving the hearing along, so I am going to try to 
get our Committee to adopt that as an improvement. 

Thank you. 

Chairman Thomas. I will tell the gentlemen we used to have a 
stop sign which he might be more familiar with, but we thought 
the lights were a little more modern. 
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Does the gentleman from Nebraska wish to inquire? 

Mr. Christensen. Thank you, Mr. Chairman. 

I am amused that my friend from Michigan is relying upon a let- 
ter from the trial lawyers and the D.C. Bar Association for help on 
Medicare. In my opinion, he is really scraping the bottom of the 
barrel to buttress his argument. These are the same people that 
are fighting the American people on tort reform and frivolous law- 
suits, and it is amazing that you would have to go to the D.C. Bar 
Association to try to get help. 

I want to thank Dr. Joyner for not giving a political answer to 
my friend from Michigan, because truly, to remind the people 
again, $4,800 this year, $6,700 in 2002 is what the spending will 
be on Medicare; a $1,900 increase. 

With that increase and the rapid growth rate that we see with 
the baby boomers coming also in the year 2012, do you think that 
HCFA, since it is having a hard time now in keeping up with its 
enforcement of quality assurance in the risk contracts, will be able 
to keep up with the significantly expanded program that we have, 
or are we going to have to look elsewhere to continue to make sure 
that quality assurance is there? 

Ms. Joyner. I would assume that you could call on HCFA to allo- 
cate its resources appropriately if more beneficiaries are in one 
kind of program than in another. Again, in part that goes back to 
some questions that were raised earlier. Right now, HCFA does its 
own reviews for the risk HMOs, unlike relying on private sector ac- 
creditation as something that takes some of the burden of direct 
checking, if you will, on people themselves, and unlike what they 
do in the fee-for-service with the State involvement. So they are 
using other models in the fee-for-service and they may or may not 
wish to consider some of those on the HMO side, on the managed 
care side. 

I think that you are raising a good question about how they re- 
spond to a changing world that they are responsible for overseeing 
in terms of quality. 

Did you want to add anything to that? 

Mr. Stropko. The only other thing is there is a sort of funding 
barrier, administrative funding for that program has gone down 
over the last 5 years on a per capita basis largely because of the 
Budget Enforcement Act, of course. There are some amendments 
that you could make to the act to make it a little easier to provide 
additional funding to the extent that you think it is warranted by 
a change in program direction. It is just that within the existing 
budget constraints it is very hard to do. 

Mr. Christensen. Thank you, Mr. Chairman. 

Chairman Thomas. Does the gentleman from Wisconsin wish to 
inquire? 

Mr. Kleczka. Thank you, Mr. Chairman. 

Ms. Joyner, I can see how it is difficult to answer some of the 
questions, when what we are doing is just surmising. We are talk- 
ing about a phantom plan which will not be before us until prob- 
ably sometime in late September or mid-September. Our problem 
is that you will not be invited back and your experts will not be 
invited oack to respond at that time. So based on what we know 
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today, we are trying to get some feedback from people like yourself 
to make sure that we have some direction on where we are going. 

If in fact we would take about one-third of the Medicare popu- 
lation, let us say 10 million people and put them into HMO’s man- 
aged care immediately, would your guesstimate be that there 
would be savings or large savings to the Federal Government and 
to the program? 

Ms. Joyner. I do not think we would have a basis for estimating 
what those savings would be. 

Mr. Stropko. Right now, there probably would not be savings 
largely because the existing formula for developing payment rates 
in HMOs is widely recognized as flawed. They do not adequately 
account for the differences in health status between those people 
who choose to enroll and those who remain in the fee-for-service 
sector, so something would have to be done with the reimburse- 
ment structure. 

Mr. Kleczka. What would that be? Do you have any guess- 
timates? Using the scenario of 10 million people, what would have 
to change in the reimbursement to make sure that we can extract 
at some point in time $270 billion over the next 7 years? 

Mr. Stropko. That is kind of a technical question, but basically 
you would need some better ways of measuring the health status 
of those who choose to enroll. They are called risk ac^usters, and 
it is something that has befuddled HCFA and the researchers for 
the last decade. 

Mr. Kleczka. Do you think the possibility exists that HMOs 
would cherrypick to make sure that they are not exposing them- 
selves to large risk and that the sickest of the folks would be left 
back in the old fee-for-service? 

Mr. Stropko. That is the name of the game. 

Mr. Kleczka. So that game could be played unless we prohibit 
it? 

Mr. Stropko. That is part of marketing in insurance. That is 
part of the game. 

Mr. Kleczka. So then the savings would not really be realized 
because the sick people, the big risk, would still be in the program, 
very possibly still in the fee-for-service? 

Mr. Stropko. Until you have fixed the payment rate problem, 
you are not likely to realize savings, unless somehow you have a 
way of dealing administratively and assigning people to HMOs. 

Mr. Kleczka. No, we want to give them choice. We do not want 
to assign people. What would happen to the people in the program 
who would stick around in the fee-for-service, if in fact the insur- 
ance companies, like they do now, cherrypick off the healthier indi- 
viduals? If the sickest ones are in the fee-for-service program, what 
would have to happen in the fee-for-service? Would we have to cut 
back benefits, raise out-of-pocket costs? What would occur there? 

Mr. Stropko. Costs would increase at a more rapid rate. 

Mr. Kleczka. Again, under the guise of trying to pull out $270 
billion, knowing full well the Federal contribution is not going to 
be increasing, in fact it is going to be decreasing, what would the 
effect be on the beneficiaries who stayed in the fee-for-service 
mainly because they do not have a choice? 
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Mr. Stropko. That is hard to predict. I think the program would 
be facing an increasing growth in cost and pressure on the benefits 
side. 

Mr. Kleczka. We have had Medicare Select on a pilot basis in 
various States. Has the GAO looked at that at all? I know we are 
getting a study at the end of the year. 

Mr. Stropko. I do not believe so. 

Mr. Kleczka. Because in my query to HCFA, they indicate that 
even though there is some increased benefits for the beneficiaries, 
we find that the Federal Government has not saved much, if any, 
through the Medicare Select Program, which I would guess is being 
used as the model for the phantom changes in Medicare which we 
have not seen yet. 

I thank you for your responses. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from Texas wish to inquire? 

Mr. Johnson of Texas. Thank you, Mr. Chairman. 

I would just like to remark that the phantom plan out there has 
as lot of choices and they are all phantom choices, and all of them 
are less costly than the fee-for-service. Maybe we can resolve it 
among ourselves when we actually see the results of what people 
can select when they are given a choice. 

I have no more phantom questions, Mr. Chairman. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from Pennsylvania wish to inquire? Any 
phantom speculations? 

Mr. Greenwood. Thank you, Mr. Chairman. 

I am soriy that the Ranking Member of the Commerce Commit- 
tee Mr. Dingell has left, because I wanted to respond to a question 
he posed to the panel. His question was: If we have to significantly 
reduce the rate of gprowth in the Medicare Program, do we have to 
move people from fee-for-service into managed care? The panel 
clearly was not prepared to answer that question. 

He asked the panel to whom he could address that question 
other than the Republicans. My suggestion to Mr. Dingell would be 
that he go to his staff and say: The President wants to reduce the 
rate of growth in the Medicare Program by $121 billion over the 
next 7 years. That is based on the 0MB baseline. 

If you correct that for the CBO baseline, you add $74 billion and 
you see that the President wants to reduce the rate of growth in 
the program by $195 million over 7 years. Then he could turn to 
his staff and he could do what the Republicans have done. That is, 
he could bring in experts from all over the country and sit down 
hour after hour, day after day after day in a very scholarly, con- 
scientious, and diligent fashion and try to determine what the ap- 
propriate response would be. I would recommend that to my col- 
leagues on the other side of the aisle. They might try to have some 
of the creativity that we have. 

Mr. Waxman. Would the gentleman yield to me? 

Mr. Greenwood. Briefly. 

Mr. Waxman. It is interesting to hear that the Republicans are 
meeting with all these experts. Are these closed-room meetings and 
are the rest of us invited? 
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Mr. Greenwood. You are invited to participate in the same exer- 
cise, as ^ou choose. 

Reclaiming my time, I was interested to read in your testimony. 
Dr. Joyner, that HCFA has joined a new organization called the 
Foundation for Accountability. I was also interested to read that a 
number of experts have recommended the formation of a national 
board composed of public and private health care professionals rep- 
resenting regulators, providers and purchasers, which could be con- 
vened to establish a set of uniform measures. Do you see redun- 
dancy there? Do you think that this new Foundation for Account- 
ability and the national board would have different functions to 
perform? 

Ms. Joyner. I might say that our interviews with the experts 
preceded the announcement of the Foundation for Accountability, 
so some of them may have known that those ideas were being con- 
sidered, but it was prior to the time that the Jackson Hole group 
convened. I think they are both in the same direction. 

At this point, we have talked with some people who are part of 
the foundation group about how they plan to proceed with this, but 
I do not think they have the specifics worked out yet of exactly how 
they will move ahead. If we were to go back to the experts again, 
they might no longer feel the need for something like a national 
board. 

When the experts we interviewed spoke of a national board, it 
was seen as something like the PPRC or the ProPAC. For example, 
there could be an advisory board and then people would talk to re- 
searchers who worked on this to seek input and really try to pull 
together all the information about measures such as the pros and 
cons of different ones. So if we were to go back to them after the 
foundation has proceeded with its work, they might feel that that 
was sufficient. I think it is a little early to know for sure. 

Mr. Greenwood. You noted in your testimony that HCFA’s Of- 
fice of the Actuary annually surveys some 12,000 beneficiaries 
treated predominantly under fee-for-service arrangements about 
their health status, and so forth. Has the Office of the Actuap^ 
done a similar study exclusively on the Medicare population within 
managed care? 

Ms. Joyner. No, they have not. The current survey would poten- 
tially include people who are in managed care if they happened to 
be in the sample, but it is not focused on managed care. That is 
why the Office of Managed Care is considering doing a separate 
survey to get specific information about satisfaction of oeneficiaries 
in managed care. 

Mr. Greenwood. I assume that you would encourage them to do 
that. 

Ms. Joyner. I would certainly encourage that, one way or an- 
other, HCFA get that kind of information and ideally that they get 
it in some form that is comparable for fee-for-service and managed 
care. That is a question that gets raised, and I think that HCFA 
has some responsibility to provide some answers. 

Mr. Greenwood. Thank you, Mr. Chairman. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from Iowa wish to inquire? 

Mr. Ganske. Thank you, Mr. Chairman. 
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Dr. Joyner, I remember when I first decided to run for office, I 
decided to do a survey. And when I talked to the pollster, he said. 
What do you want the poll for? I looked at him quizzically and I 
said. Well, I want to know what my chances are, why did you ask? 
He said. Well, because we can find out the truth or we can use a 
poll for other purposes. 

Now, part of what we have going on is we have a lot of surveys 
and polls that are being done and it is hard to get at exactly what 
the statistical validity is because of the way questions can be asked 
and the facts are moved around. 

We have a lot of data where proponents of managed care say 
that patients are very happy, and opponents say they are not so 
happy. How does HCFA get at the validity of patient satisfaction 
surveys, and should this ne done by a totally separate entity, an 
office of statistics, or something that can review this? 

Ms. Joyner. We have talked with people about this issue, and 
you have certainly hit on a point that many of them raised: the ob- 

e ' vity and the importance of the wording of the question and a 
of confidence at this point in the results. For example, individ- 
ual plans will often put out information about how satisfied their 
patients are, and then you have this competition. Everybody says 
our people love ours. It is exactly that concern, with each plan de- 
veloping its own, that the potential for bias is there. 

So what we heard was that surveys should be done by a more 
independent source. So if you were to consider HCFA to be unbi- 
ased in what it is trying to get at, and if it were collecting informa- 
tion on beneficiaries in noth kinds of plans, then I think the people 
we talked with would certainly consider that to be more credible 
than surveys done by an individual plan or by an organization that 
represents managed care plans. There is always going to be the 
recognition of the inherent bias, intended or otherwise. 

Mr. Ganske. I think it would be important for us to look, if we 
are going to be providing choices, at having patients be able to 
compare apples to apples, and so forth. 

Ms. Joyner. Exactly. 

Mr. Ganske. I imagine that you have thought a great deal about 
how to make sure that there are some patient protections in wher- 
ever we are going, and I am sure managed care will be part of that, 
and some other options will be, also. 

Let me ask you a few specific questions. Do you think that it 
would be reasonable to ensure a prompt authorization within some 
time-limited period of time for a patient who is in an emergency 
room waiting for treatment? Should that be something that is in- 
cluded? 


Ms. Joyner. That that should be an expectation of a quality pro- 

f ram, that this authorization come quickly, I would assume so. I 
0 not know how that is dealt with in standards right now. 

Mr. Ganske. I could tell you right now it is a weakness in the 
Medicare Program. They have a pretty good appeals process, but 
from the perspective of a beneficiary tnat feels that they need ur- 
gent services and need an emergency room and they are obviously 
not necessarily in a position to know whether they really do need 
emergency service, they are not likely to get an answer to the ques- 
tion of whether or not that is covered for 6 or 8 weeks, sometimes 
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6 or 8 months. They end up being liable for some fairly substantial 
payments that they do not feel they justifiably should pay. Would 
you think that it is important to have a prompt and fair appeals 
process for resolving coverage denial complaints? 

Mr. Stropko. Yes. We have a good process right now, but it is 
not timely. 

Mr. Ganske. How about a ban on financial incentives on provid- 
ers which may limit referrals or treatment options? 

Mr. Stropko. Right now, HCFA is responsible for coming up 
with some guidelines. The statute was 1990, and they still have not 
come up with guidelines for risk-sharing arrangements. I think 
that is critically important. 

Mr. Ganske. It looks like my time is finished. 

Thank you, Mr. Chairman. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from Oklahoma wish to inquire? 

Mr. Coburn. Thank you, Mr. Chairman. 

Dr. Joyner, thank you so much for being here. One of the things 
I observed as I have heard the questions asked, do you have stud- 
ies to show that the only way we improve the quality of care is by 
spending more dollars? 

Ms. Joyner. We have not done such studies. 

Mr. Coburn. So the assumption that we hear made routinely by 
many is that we in fact cannot improve quality of care unless we 
spend more money, and that is pretty disturbing to me because 
that frames the whole debate. That says that the way we are treat- 
ing and caring for our patients today under the provisions of Medi- 
care is a very efficient, cost-oriented, quality-oriented program, and 
that the only w^ we could improve that would be by spending 
more dollars to offer more services. 

In the Medicare system today as you all look at it, are there hur- 
dles that prevent improved quality of care without spending more 
dollars? 

Ms. Joyner. Mr. Stropko, you touched on one of those a moment 
ago. I will let him elaborate on that, on the kinds of obstacles to 
improving within the same amount of money. 

Mr. Stropko. HCFA is almost legislatively prohibited from using 
a lot of the basic managed care techniques in the fee-for-service 
sector. 

Mr. Coburn. Remember, I am talking about quality of care. I am 
not talking about reducing dollars. I am talking about improving 
the quality of care with the same dollars. 

Mr. Stropko. In a sense, that implies to me the ability to man- 
age care a bit, to apply a case management approach that could 
help you look at both what is necessary and what is cost effective. 
Right now, there is no mechanism in HCFA to do that. HMOs pre- 
sumably do that when they are under contract with HCFA, but 
HCFA cannot apply that strategy to the fee-for-service sector, say, 
as Blue Cross & Blue Shield could apply through development of 
preferred provider networks and certain case management pro- 
grams that they have for diabetics, and so forth. 

Mr. Coburn. At the same time, there is not the assumption that 
we cannot — what I am trying to get to is the baseline is that we 
have to spend more money to improve quality of care. That is just 
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not true. We can improve quality of care by spending no additional 
dollars, if in fact we spend the dollars more wisely, if we allow a 
large portion of choice with those who are Medicare beneficiaries, 
but also in the system as it works to supply that need. Is that not 
true? 

Mr. Stropko. I think there is so much waste in the system right 
now that it is a pretty good strategy to say that is true. It is very 
true. It seems to me that with better management of care, you 
could save a lot of money and also maintain or even enhance qual- 
ity. 

Mr. Coburn. So you would agree with the principle that with a 
flat number of dollars and given the same number of providers, if 
we looked at doing it a better way, that we could in fact enhance 
quality of care with the same dollars? 

Mr. Stropko. Doing it is another matter, but I think theoreti- 
cally — 

Mr. CoBXJRN. So it would follow that if we had a marked increase 
in the number of dollars over the next few years, that we ought to 
both be able to take care of an additional number of people and at 
the same time improve the quality of care, if we say that is what 
our goal is. 

Mr. Stropko. It is not impossible. 

Mr. Coburn. Let me go to one other area. We have seen lots of 
data and you have heard mention several times fraud and abuse. 
Give me your feeling. The range is anywhere from 10 percent of the 
total dollars down to 4 percent, and some people even say 20 per- 
cent. If you had to pick a number, a percentage number on Medi- 
care, where would you say pure fraud and then fraud and abuse? 

Mr. Stropko. We have never looked at it that way. We have 
picked a number for fraud and abuse and the number we have 
picked is 10 percent, and largely that is a number that we got from 
talking to a lot of people that are in the claims processing business, 
both in the private and the public side. That number has been on 
the street for the last 4 or 5 years, and the numbers have been, 

{ 'ust as you said, all around that. I do not think anyone could ever 
)y its very nature define what a precise number is, because it is 
invisible. 

Mr. Coburn. So if we did look at that and we assumed that an 
average of all the experts that we have heard was around 10 per- 
cent, and that if we eliminated 5 percent of that, one-half of that, 
50 percent of that, we eliminated that, we would see significant 
dollars to be able to be put back in for care, would we not? 

Mr Stropko. I think both GAO and the OIG can point to those 
dollars in our studies. There is a lot of waste out there and a lot 
of abuse. 

Mr. Coburn. So there is significant savings from the elimination 
of fraud and abuse? 

Mr. Stropko. They are documentable, yes. 

Mr. Coburn. Thank you very much. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from Georgia wish to inquire? 

Mr. Norwood. Thank you, Mr. Chairman. 

Dr. Joyner, I am a freshman and would ask that you be very 
gentle with me. I am trying to figure out how this system works 
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up here. I have so much admiration for Mr. Dingell, who has done 
such a fine job for 40 years. I sit here on this panel and I know 
that we are talking about a Medicare Program that is going to in- 
crease its spending by 40 percent, and he keeps telling me, you 
fool, that is a cut, do you not understand? I really am trying to un- 
derstand how we can increase our spending in such a considerable 
manner, and we seem to get a lot of people shaking their heads 
even out there that, boy, you are really cutting that program. 

Help me with some numbers. It is my understanding that over 
the next 7 years the Medicare Program will spend $1.87 trillion. 
Tell me, what that would be? 

Mr. Stropko. I cannot do math that quickly in my head. We are 
talking about $160 billion right now growing at 10 percent a year, 
and so somebody better than I is going to have to do the calculat- 
ing. 

Mr. Norwood. That is not too far wrong, is it? 

Mr. Stropko. I do not know. 

Mr. Norwood. Who in Washington determines that that is what 
we are going to spend? 

Mr. Stropko. I think we just sort of look at what we have spent 
in the past and that is sort of the best 

Mr. Norwood. Who is we? 

Mr. Stropko. HCFA. 

Mr. Norwood. Is it HCFA or is it the 104th Congress who de- 
cides it? Who made the estimate that we will spend x amount of 
dollars, that amount Mr. Dingell wants to spend over the next 7 
years, HCFA? 

Mr. Stropko. They, ProPAC, those are the numbers that are 

Mr. Norwood. So we find that HCFA and Mr. Dingell want to 
spend X amount, the President wants to spend a little less than 
that, and the 104th Congress is saying we are just going to slow 
this growth down enough and it will not be the same amount of 
dollars. Is that how we get to that? Who do we trust? Who do we 
know who knows how much it will cost? 

Mr. Stropko. I think to a large degree how much it will cost in 
the future depends on the policies you make this year and in the 
coming years. I think if you say things are going to continue to go 
as they are going right now, then you have a fairly good baseline 
to measure and the 10-percent growth rate is not an unreasonable 
expectation. Wanting to live with that growth rate and being able 
to live with that growth rate is quite another matter. 

Mr. Norwood. I gather that is what my distinguished friend 
wants to do, just lest it go on like it is going. If we do that, what 
do you think will happen to the trust fund in 2002? 

Mr. Stropko. That is a for sure. I mean the trustees indicate 
that we are going to be in big trouble. 

Mr. Norwood. Do you mean it will be out of money? 

Mr. Stropko. Yes, sir. 

Mr. Norwood. Vhiat about all these people who need health 
care, senior citizens who want their Medicare Program? 

Tell me. Do you have any idea what we spent in Medicare in 
1990, $150 billion? 

Mr. Stropko. Less than that. 

Mr. Norwood. $140 billion? $130 billion? 
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Mr. Stropko. Probably. 

Mr. Norwood. $130 billion, let us just say that is it. Back in 
1965, somebody up here decided that they would look out into the 
future and determine what the Federal Government would be 
spending in Medicare in 1990. I do not know who it was. I do not 
^ess HGFA was up and going then. Maybe it was Congress. Some- 
body looked out and said that Medicare was going to cost us $9 bil- 
lion in 1990. What in hell happened? We must not be very good 
with our numbers in this town and we are seriously talking about 
big dollars here, and we do not have a clue what it might cost in 
2002. Yet, we have our friends over here saying do it anyway. 

That is all, Mr. Chairman. 

Chairman Thomas. I thank the gentleman. 

Does the gentleman from North Carolina wish to inquire? 

Mr. Burr. Thank you, Mr. Chairman. 

Welcome, Dr. Joyner. I would like to go straight to the conclud- 
ing observations that you made in your testimony, and I will read 
a couple of sentences. 

HGFA has quality assurance programs with that goal. Although we have identi- 
fied problems in their implementation, the enhancement HGFA is making to its 
quality assurance approach is consistent with the direction in which the private sec- 
tor is moving and with the consensus of health care experts we interviewed. 

Now, I interpreted that to say that HCFA is trying to replicate the 
successes that have been experienced in the private sector. Would 
that be a correct interpretation of your conclusion there? 

Ms. Joyner. They are attempting to use some of the techniques. 
To take as an example, continuous quality improvement has been 
shown to be helpful not just in the health care industry, but in 
many other industries, as well, as a way to improve the product or 
the services that you are delivering. That is the point that we are 
making 

Mr. Burr. Could I also interpret that “although we have identi- 
fied problems in their implementation” means that they are not 
doing as good a job as one would hope? 

Ms. Joyner. In the past, they have not done as good a job as 
we — and I am sure you — would have hoped in carrying out their 
program. 

Mr. Burr. Since in health care Mr. Norwood very eloquently dis- 
played that we use the past to predict the future, can we expect 
a different outcome than what we have seen, which is failure? 

Ms. Joyner. Well, that is why we pose it as a challenge facing 
HCFA and facing the Congress in its oversight of HCFA, to make 
sure that as it moves in these directions, that it does so effectively. 

Mr. Burr. In the private sector plans that you referenced, who 
determines the quality of care? 

Ms. Joyner. The corporate purchasers that we talked about col- 
lect data on the kind of care that is being provided. They often re- 
quire accreditation. 

Mr. Burr. Who do they ultimately answer to about the plans 
that they choose? 

Ms. Joyner. Well, they ultimately answer to their stockholders 
and they answer certainly to their employees who are in these 
plans who expect to receive good care and who, if they do not re- 
ceive good care, in fact end up costing the company more money. 
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Mr. Burr. Is it realistic for the Members of the Subcommittees 
to believe that seniors in this country can make the same quality 
of care decisions that we see exemplified in the private sector 
plans? 

Ms. Joyner. That Medicare beneficiaries can make the same 
choices, make the same decisions, is that what you are saying? 

Mr. Burr. The discussion on this Subcommittee now is can we 
inject some of the private sector successes, the choices of different 
types of plans, into what has traditionally been a government 
dominated, government run HCFA administered health care deliv- 
ery system, not to do away with it. You have identified that in fact 
they are struggling to meet the private sector accomplishments. My 
question would be. Can we expect seniors to also respond in a simi- 
lar fashion that we do people in private sector plans to the quality 
of care? If the quality of care is not there, seniors will scream, if 
it is, they will praise the plan. 

Ms. Joyner. They will need information just as people not on 
Medicare need information about the quality of care. To some ex- 
tent, individuals — I or you or a Medicare beneficiary — are able to 
judge the quality of what we are getting. But sometimes we do not 
know and we need somebody else to help identify the quality of 
care and give us some report card, give us some consumer reports 
that we can use so that we know whether we are getting the right 
care. If so, I would assume that they can make choices. 

Mr. Burr. From the standpoint of the GAO, let us consider that 
down the road we inject into Medicare private sector options, dif- 
ferent plans for seniors with the high quality of care that you have 
made reference to here. Will the current HCFA, the HCFA that 
your report was about, need to change significantly to compete on 
both a cost and quality of care standpoint for those people 
accessing care? 

Ms. Joyner. Yes, it will need to more effectively carry out its 
quality assurance activities. 

Mr. Burr. Thank you. Dr. Joyner. 

Mr. Chairman, I yield back the remainder of my time. 

Chairman Thomas. I thank the gentleman. 

I want to thank you. Just a couple of questions on a followup, 
so that people can understand some of the points that were made. 
I will not go into the dollar amount discussion. Although “cut” is 
continually used, that is not what we are talking about. We are 
talking about increasing the funds to the program, but simply not 
at the rate that they have been increased in the past. 

The gentleman from Oklahoma’s point about the fact that you 
can get quality care out of the same dollars I think is a valid one. 
That in essence is what is occurring in the private sector. If you 
increase the money as you go along, you ought to be able to get 
both. 

I am interested in the comment Mr. Stropko made about HCFA’s 
ability to create a program that adequately reimburses and would 
hopemlly reinforce quality in the coordinated care programs. I be- 
lieve you used the term that most people know that that reim- 
bursement structure is flawed. 

Mr. Stropko. Yes, sir. 
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Chairman Thomas. Is HCFA currently working on unflawing the 
reimbursement system, do you know? 

Mr. Stropko. Yes, it has been working on it for the past decade. 

Chairman Thomas. I think that is the point I want to under- 
score. They have been working on it. In fact, they have been work- 
ing on it mr the past decade and they still have not come up with 
a Detter program. We are constantly reminded by my colleague 
from California, Mr. Stark, how much a model of the bureaucratic 
form HCFA is, that the administrative costs are low, it is a lean 
fighting machine that does a great job, and we certainly ought not 
think about replacing it with anything in the private sector, God 
forbid, something from a State structure to help it do the job. 

Dr. Joyner, I understand that the GAO is going to be releasing 
a study shortly about HCFA and its performance in the area of ad- 
ministration. Are you going to tell everybody that HCFA is this 
lean quality machine that ought to be emulated everywhere in the 
system? 

Ms. Joyner. We are going to be releasing a report looking at its 
enforcement in risk HMOs. I am not at liberty at this point to say 
anything about what we will be saying, but we expect to release 
that on August 3 in hearings before the Senate Select Committee 
on Aging. We will be glad to come over and brief your staff fully 
as soon as we have issued that report. 

Chairman Thomas. So we are going to have it released August 
3 on the administrative quality of HCFA over HMOs? 

Mr. Stropko. Yes, we are looking at the broad issue of how effec- 
tive they are in overseeing the HMO Program. We have done this 
almost evei 7 2 years. 

Chairman THOMAS. On how effective they are? 

Mr. Stropko. Right. 

Chairman Thomas. We know that the reimbursement scheme 
that HCFA has created for the HMOs, in essence, is flawed. Are 
we going to say that the oversight structure for HCFA is good, or 
flawed, as well? 

Mr. Stropko. I do not think I am letting anything out of the bag 
to suggest that there is a lot they could learn from the private sec- 
tor approaches that we have talked about today. 

Chairman Thomas. So the direction that we are going in terms 
of taking a look at private sector models and things that are going 
on in the private sector, in your opinion, is a positive thing, and 
maybe HCFA does not know everything and perhaps there is a 
thing or two that HCFA can learn from what has been going on 
in the outside world? 

Mr. Stropko. Something as simple as letting beneficiaries know 
what is going on with the HMOs that they are enrolled in is a very 
positive step that they need to take. 

Chairman Thomas. A little bit of education and assistance in 
terms of making choices would go a long way toward assisting the 
beneficiaries in making the right kind of choices. 

Mr. Stropko. And I think making HCFA a lot more effective. 

Chairman Thomas. And HCFA does not do that now? 

Mr. Stropko. No. 

Chairman Thomas. I appreciate your testimony. 
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The Subcommittees will stand in recess for just a few brief mo- 
ments, because the gentleman from Florida, Mr. Bilirakis, Chair- 
man of the Health Subcommittee, will be coming back and chairing 
the second panel. So as soon as he gets here, we will begin the sec- 
ond panel. 

The Subcommittees stand in recess. 

[Recess.] 

Chairman Bilirakis [presiding]. We are going to continue on 
here. 

If they have not left, I would like to call the next panel: Margaret 
E. O’Kane, president of the National Committee for Quality Assur- 
ance, and Dennis O’Leary — two Irish names — president of the Joint 
Commission on Accreditation for Healthcare Organizations, 
Oakbrook, Illinois. 

With your indulgence, I know I am only here at the outset to lis- 
ten to you, but you are also probably experienced with how we do 
things up here, unfortunately. Many of the others will be right 
back. 

In the interest of time, we will maybe kick it off. Ms. O’Kane. 

STATEMENT OF MARGARET E. O’KANE, PRESmENT, NATIONAL 
COMMITTEE FOR QUALITY ASSURANCE 

Ms. O’Kane. Good morning. Chairman Bilirakis. 

My name is Margaret O’lSine. I am president of NCQA, the Na- 
tional Committee for Quality Assurance. 

As Congress and the administration look to increase the use of 
managed care in the Medicare Program, I commend both Sub- 
committees for convening this hearing on the standards for health 
plans providing coverage to Medicare beneficiaries. 

NCQA is an independent nonprofit organization which oversees 
two complementary approaches to health plan evaluation, accredi- 
tation, and performance measurement. NCQA accreditation exam- 
ines the heath plans’ infrastructure, while clinical and service per- 
formance are measured through our health plan employer data and 
information set. 

NCQA is governed by a broad-based board of directors which in- 
cludes large purchasers, health plan representatives, a consumer 
representative, a State legislator, a union representative, an AMA 
representative, and independent quality experts. 

By the end of this year, we will have accredited nearly one-half 
of the Nation’s health maintenance organizations against a set of 
rigorous and evolving standards. I should mention that this is a 
new accreditation program which was launched in 1991. 

This figure includes 80 health plans which currently enroll two- 
thirds of the Medicare beneficiaries and TEFRA risk contracts. The 
NCQA standards are divided into six sections: (1) Quality improve- 
ment, how well does the plan manage and improve quality 
throughout the health plan, does it coordinate all parts of the deliv- 
ery system, which is a very important issue for the Medicare popu- 
lation; what steps does it take to make sure members have access 
to care in a reasonable amount of time; (2) credentialling, how does 
the plan meet specific requirements for investigating the training 
and experience of the physicians in its network, how does it choose 
hospitals and other provider organizations; (3) member rights and 
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responsibilities, how clearly does the plan inform members about 
how to get services, how to choose a physician or change physi- 
cians, and how to make a complaint; how responsive is the plan to 
member satisfaction ratings, how effectively does it handle member 
complaints and grievances; (4) utilization management — does the 
plan use a reasonable and consistent process when deciding what 
health care services are appropriate for individual needs; when the 
plan denies payment for services, does it respond to member and 
physician appeals; are physician consultants from the appropriate 
specialty areas used when these decisions are made; (5) preventive 
services, does the plan encourage members to have preventive tests 
and immunization, does the plan ensure that its physicians are en- 
couraging and delivering preventive services; and (6) medical 
records, how consistently do records kept by the physicians meet 
NCQA standards for quality care. 

Approximately one-third of health plans reviewed against stand- 
ards have received full accreditation, and 13 percent of the plans 
that have applied have been denied. The results of our accredita- 
tion process are available free of charge to any individual who 
phones or writes our officers, and summary reports for every plan 
reviewed after July 1 will be made available in 1996. We are com- 
mitted to providing information in the marketplace. 

The primary reason that so many health plans have undergone 
such a rigorous process is the purchasers’ interest in ensuring that 
their employees are enrolled in quality organizations. Large em- 
ployers such as Xerox, GTE, IBM, Allied Simal, and certain States 
have required that the health plans with \smom they contract seek 
NCQA accreditation. 

In addition to accreditation, we have developed a standardized 
system for measuring health plan performance, the health plan em- 
ployer data and information set, which contains information on 
quality, access, patient satisfaction, and health plan management. 

While HEDIS, the Health Plan Employer Data and Information 
Set, was initially designed for commercial purchasers, we are com- 
mitted to broadening this set of measures to address the needs of 
all payers, including Medicare and Medicaid. We are working with 
the Packard Foundation and are just releasing for comment a set 
of measures particularly geared to the Medicaid population, and we 
are about to launch an initiative to address the special issues of the 
Medicare population with some funding from the Kaiser Family 
Foundation. 

The framework for the development of HEDIS will come from our 
Committee on Performance Measures, which is again a broad-based 
group of experts, which includes corporate purchasers, health 
plans, AARP, consumers, other consumer organizations, CalPers, 
and a State Medicaid director. Our approach really is to develop a 
broad consensus between the health plans and the purchasers. 

I think I am out of time, so I will be submitting this testimony 
and am happy to respond to questions. 

Chairman Bilirakis. You are certainly welcome to summarize, if 
you have something else you would like to say. 

Ms. O’Kane. 'The two methods we use to evaluate health plans 
are both based on the premise that a health plan is responsible and 
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accountable for the quality of care and service that its members re- 
ceive. 

Many of the options now under consideration by Congress and 
the administration would encourage a wider variety of managed 
care organizations such as PPOs to enter the Medicare market. 
One of our concerns is that HMOs, which really have come forward 
for this measurement and have been willing to be held accountable, 
might be subjected to an additional measurement burden when 
compared to the other managed care alternatives that you are 
planning to allow in the Medicare marketplace. 

There is sort of a perverse problem when you have people that 
are able to be measured having more reporting burden than those 
that are not able to be measured, and I think this is not an easy 
problem to solve. You cannot just say overnight that organizations 
that have not been able to measure should be held accountable, es- 
pecially if they do not have the infrastructure. But I do think this 
is a serious issue that ought to be addressed as you try to move 
forward. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF MARGARET E. O’KANE, PRESIDENT 
NATIONAL COMMITTEE FOR QUALITY ASSURANCE 


Good morning Chairman Thomas, Chairman Bilirakis, and members of the Subcommittees. 

I am Margaret E, O’Kane, President of the National Committee for Quality Assurance 
(NCQA). As Congress and the Administration look to increase the use of managed care in 
the Medicare program, I commend both Subcommittees for convening this hearing on the 
standards for health plans providing coverage to Medicare beneficiaries. 

NCQA is an independent, non-profit organization which oversees two complementary 
approaches to health plan evaluation: accreditation and performance measurement. NCQA 
accreditation examines a health plan’s infrastructure, while clinical and service performance 
is measured through NCQA's Health Plan Employer Data and Information Set (HEDIS 2.0 
and 2.5). NCQA is governed by a broad based Board of Directors which includes large 
purchasers, health plan representatives, a consumer representative, a state legislator, a union 
representative, an AMA representative, and independent quality experts. 

By the end of this year, we will have accredited nearly half of the nation’s health 
maintenance organizations (HMDs) against a set of rigorous and evolving standards. This 
figure includes eighty health plans enrolling two thirds of the Medicare beneficiaries in 
TEFRA risk contracts. The NCQA Standards are divided into six sections: 

• Quality Improvement: What improvements in care and service can the Plan 
demonstrate? Does the plan full examine the quality of care given to its 
members? How well does the plan coordinate all parts of its delivery system? 
What steps does it take to make sure members have access to care in a 
reasonable amount of time? 

• Provider Credentials: Does the Plan meet specific NCQA requirements for 
investigating the training and experience of all physicians in its network? 

Does the Plan keep track of all physicians’ performance and use that 
information for their periodic evaluations? Does the Plan look for any history 
of malpractice or fraud? Has the Plan performed a quality assessment for 
health delivery organizations such as hospitals, home health agencies, nursing 
homes, and free-standing surgical centers? 

• Members ' Rights and Responsibilities: How clearly does the Plan inform 
members about how to access services, how to choose a physician or change 
physicians, and how to make a complamt? How responsive is the Plan to 
members' satisfaction ratings and complaints? Does the appeals process for 
grievances include a second review with different individuals? 

• Utilization Management: Does the Plan use a reasonable and consistent 
process when deciding what health care services are appropriate for individuals 
needs? Are appropriateness criteria clearly documented and available to 
participating physicians? When the Plan denies payment for services, does it 
respond to member and physician appeals? Are physician consultants from the 
appropriate specialty areas of medicine and surgery utilized as needed? 
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• Preventive Health Services: Does tlie Plan encourage members to have 
preventive tests and immunizations? Does the Plan ensure that its physicians 
are encouraging and delivering preventive services? 

• Medical Records: How consistently do medical records kept by the plan’s 
physicians meet NCQA standards for quality care? For instance, do the 
records show that physicians follow up on patients’ abnormal test foldings? 

Approximately one third of health plans reviewed against our standards have received Full 
Accreditation and thineen percent have been denied. The results of our accreditation process 
are available free of charge to any individual who phones or writes our offices, and summary 
reports for every plan reviewed after July 1st will be made available so that purchasers and 
consumers will have even more information with which to evaluate health plans. 

The primary reason that so many health plans have undergone such a rigorous process is the 
purchasers’ interest in ensuring that their employees are only enrolled in a quality 
organization. Large employers such as Xerox, GTE, IBM, Allied Signal, the States of New 
York, Tennessee, and many others have all required that the health plans with whom they 
contract seek NCQA accreditation. 

In addition to accreditation, NCQA has developed a standardized system for measuring health 
plan performance, the Health Plan Employer Data and Information Set (HEDIS). HEDIS 
2.5 is a set of sixty standardized measures of health plan performance in five areas. More 
than two thirds of the nation’s HMDs are now using HEDIS to generate performance 
information. HEDIS covers five areas of a health plan’s performance: Quality, Access and 
Patient Satisfaction, Membership and Utilization, Finance, and Health Plan 
Management and Activities. 

While HEDIS 2.5 was initially designed for commercial purchasers, we are committed to a 
performance measurement tool which addresses the needs of all populations served by a 
health plan, regardless of the payor relationship. With funding from the Packard Foundation 
and in conjunction with HCFA and the State Medicaid Directors Association, NCQA just 
released a draft set of Medicaid HEDIS measures for review and comment. In addition, we 
are in the final stages of discussions with HCFA and the Kaiser Family Foundation for the 
development of Medicare HEDIS measures to be incorporated into HEDIS 3.0. 

The framework for the development of HEDIS 3.0 will come from NCQA’s Committee on 
Performance Measurement. Tlie Committee on Performance Measurement is a broad based 
group of experts charged with overseeing the development of the next generation of health 
plan performance measures (HEDIS 3.0). In addition to corporate purchasers, health plans, 
providers, labor, AARP, CalPers, and a state Medicaid Director, we are pleased to have the 
director of HCFA’s Health Standards and Quality Bureau as a member of the Committee. 
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The two methods NCQA uses to evaluate health plans, accreditation and performance 
measurement, are both based on the premise that a health plan is responsible and accountable 
for the quality of care and service that its members receive. Many of the options now under 
consideration by Congress and the Administration would encourage a wider variety of 
managed care organizations, such as PPOs, to enter the Medicare market. 

We are concerned that HMOs which have made accreditation and performance information 
publicly available, could be held to a higher set of standards than less 'accountable" health 
plan model types. All health plans, regardless of their financing and delivery structure, 
should be held accountable for the quality of care and service, and required to provide data 
on their performance. A central goal of Medicare reform should be to reward health plans 
for making themselves more accountable to the federal government and beneficiaries. Easing 
the standards for less accountable health plans would have the opposite effect. 

As I mentioned earlier, NCQA will have accredited over half the nation’s HMOs by the end 
of this year; a figure which includes health plans responsible for 66 percent of the seniors 
enrolled in TEFRA Medicare Risk Contracts. While NCQA Accreditation should not be a 
condition of participation in the Medicare program, health plans which have achieved 
accreditation should not be subjected to redundant HCFA certification processes. 

Such a consolidation would minimize the administrative burden on health plans, while at the 
same time providing HCFA with a body of expert knowledge and experience. Federal 
oversight resources could then be re-allocated to higher priority areas such as new health 
plan model types, new entrants into the Medicate market, or existing plans experiencing 
large gains in Medicare enrollment. A model for this public/private partnership already 
exists in six states (PA, FL, OK, KS, Rl, VT) where NCQA works closely with health plan 
regulators. Just as these states have coordinated their regulation of health plans with NCQA 
accreditation to eliminate duplication and increase efficiency, so too should the federal 
government. 

NCQA recognizes that reducing the rate of growth in the Medicare program is a critical 
component of deficit reduction efforts, and we believe there is real potential to reduce costs 
and improve quality through the use of managed care. However, 1 urge both Subcommittees 
to build on the work of this hearing and ensure that efforts to reduce costs do not 
compromise quality in the process. 

Thank you again for the opportunity to testify. 
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Chairman BiLiRAKis. Thank you very much, Ms. O’Kane. 

Mr. O’Leary. 

STATEMENT OF DENNIS OTLEARY, M.D., PRESIDENT, JOINT 

COMMISSION ON ACCREDITA'nON OF HEALTHCARE ORGA- 

NIZA-nONS, OAKBROOK, ILLINOIS 

Dr. O’Leary. Thank you, Mr. Chairman. 

I am Dennis O’Leary, president of the Joint Commission on Ac- 
creditation of Healthcare Organizations. We appreciate the oppor- 
tunity to appear before this joint Subcommittee hearing on stand- 
ards for health plans providing services through the Medicare Pro- 
gram. 

I would like to leave you with two messages today. ’The first is 
that progressive advances in quality evaluation techniques have to 
date provided accreditors with sophisticated and meaningful mech- 
anisms for overseeing the quality related performance of health 
plans, mechanisms that are fiilly capable of addressing the priority 
concerns of the Medicare population. 

Second, there is a need to standardize the quality evaluation 
framework for Medicare managed care plans to assure consistent 
and relevant oversight of these plans. Health plans and other 
emerging delivery systems are poised to plan an increasingly im- 
portant role in the future of American health care. ’The Nation, 
therefore, has a vested interest in ensuring that health plans pro- 
vide the high quality of services that Americans have come to ex- 
pect. 

This is especially true for the Medicare ProCTam, if there is an 
intent to encourage and sustain greater enrollment in managed 
care arrangements. Quality measurement and public disclosure of 
how well the health plans accomplish quality goals provide the op- 
portunity for educated decisionmaking by consumers, and offer a 
means to track their own performance against the established 
goals. 

However, the trend toward vertical integration of services creates 
new challenges for quality evaluation. Health plans have new re- 
sponsibilities for integrating services across multiple sites of care 
and for assuring that the needs of their enrollees are met. How 
well a plan performs these and other key functions has a large 
bearing on enrollee outcomes, the cost of providing services, and 
the eventual health status of the population served. 

We also need to remember that health plans share a common in- 
centive in seeking to determine the appropriate intersection be- 
tween cost containment and quality. This incentive creates risk; 
that is, what makes a plan successful in controlling its costs also 
causes exposure to quality concerns. ’There is a growing belief 
among major private sector purchasers that the progress already 
made in paring down system costs has led us to a mandate for vigi- 
lant quality oversight initiatives. 

Groundbreaking efforts in recent years, both in creating 
performance-based standards and in developing performance indi- 
cators, now provide the tools for effective quality measurement and 
permit the evaluation of quality across a spectrum of health plan 
configurations. This capability will be essential, as innovative ap- 
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proaches to delivering and financing cost-effective health care 
emerge. 

The thorough evaluation approach for health plans and more 
complex delivery entities should address two broad areas, perform- 
ance of key organization functions and patient^enrolling outcomes. 
The former requires the application of contemporary standards, 
and the latter involves the use of carefully selected performance in- 
dicators. 

Evaluation of each of these areas provides essential and often 
complementary information. Together, the two measurement ap- 
proaches form the fundamental basis for effective quality review in 
both the fee-for-service and managed care sectors. 

To ascertain the likelihood that a health plan will achieve their 
future results, one must evaluate organization functions that are 
basic to both the clinical services provided to enrollees and to the 
management of the organization. In developing standards around 
key functions that all health plans must perform and by articulat- 
ing them as performance objectives, we have established a basis for 
evaluating quality without prejudice to how the provider is struc- 
tured or even how the provider undertakes to meet the expecta- 
tions. 

The government has the potentially important role in standardiz- 
ing the quality measurement framework for health plans partici- 
pating in the Medicare Program. To this end, the Secretary of 
Health and Human Services, acting through existing agencies and 
in conjunction with States, consumers, and private sector experts, 
could, and we believe should articulate quality expectations for 
health plans. 

These expectations should include both minimal standards and a 
menu of consensus outcomes measures applicable to the full range 
of health plans. The government should not feel the need to estab- 
lish any new oversight bureaucracy. Rather, its determination as 
to minimum standards and consensus outcomes measures should 
permit a judgment as to the desirability of reliance on private sec- 
tor entities to perform evaluations of health plans, using at a mini- 
mum the explicit expectations of the Medicare Program. The re- 
maining responsibility of government would then be to oversee its 
delegated evaluation agents to ensure its satisfaction with their 
performance in providing quality oversight of health plans. 

The private sector is well prepared, we believe, to evaluate the 
array of emerging variations of managed care plans. Our cutting- 
edge standards permit us to evaluate the centralized “brain” of the 
plan, the functions pertinent to its successful operations, and the 
performance of providers in all of the component delivery sites in 
a plan or system, such as hospitals, nursing homes, and home 
health agencies. 

Chsiirman BiLiRAKis. Please summarize. 

Dr. O’Leary. Throughout the Nation, restructuring of health care 
delivery is taking place. New options are being considered for the 
Medicare Program. Meaningful quality evaluation is essential to 
the success of and public confidence inithe new delivery models. 
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The Joint Commission has previously worked in successful col- 
laboration ventures with the public sector and is prepared to do so 
in this area. We believe there is a rich opportunity to design an ef- 
fective quality evaluation and improvement system that will build 
public confidence in Medicare managed care plans, while contin- 
ually upgrading the level of care provided to our Nation’s elderly 
and disabled citizens. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF DENNIS OXEARY, M.D. 

PRESIDENT, JOINT COMMISSION ON ACCREDIATION OF HEALTNCARE 
ORGANIZATIONS 

I am Dr. Dennis O'Leary, President of the Joint Commission on Accreditation 
of Healthcare Organizations. We appreciate the opportunity to appear before this 
joint committee hearing on standards for health plans providing services through 
the Medicare program. 

I would like to leave you with two messages today. The first Is that 
progressive advances in quality evaluation techniques have today provided 
accreditors with sophisticated and meaningful evaluation approaches for 
overseeing the quality-related performance of health plans - approaches that are 
fully capable of addressing the priority concerns of the Medicare population. 

Second, there is a compelling need to standardize the quality evaluation framework 
for Medicare managed care plans to assure consistent and relevant oversight of 
these plans. 

Health plans and other emerging delivery systems are poised to play an 
important role in the future of American health care. The nation, therefore, has a 
vested interest in ensuring that health plans and their hands-on care sites provide 
the high quality of services that Americans have come to expect. This is especially 
true for the Medicare program if, as a matter of public policy, we wish to 
encourage and sustain greater enrollment in managed care arrangements. 

The potential impact of health plans Is significant. The capitated payment 
systems that characterize most integrated delivery models provide strong 
incentives to keep patients healthy by focusing on wellness, prevention and early 
intervention. Health plans are also in a unique position to coordinate care along the 
entire continuum of service delivery. Quality measurement and public disclosure of 
how well the health plans accomplish these and other quality goals will provide the 
opportunity for educated decision making by consumers in selecting among their 
options, and will offer a means for plans to track their own performance against 
established goals. 

However, the trend toward vertical integration, coupled with growing 
purchaser and consumer demands for information about value, creates new 
challenges for quality measurement. Health plans are complex entities that are 
more than the sum of their parts; they have new responsibilities for integrating and 
coordinating services across multiple and differing sites of care, and for assuring 
that the needs of their enrollees are met along the full continuum of care. How 
well a plan performs these and other key functions has a large bearing on enrollee 
outcomes, the cost of providing effective and appropriate services, and the 
eventual health status of the population served. 

Health plans can take a variety of forms, and some of these are not fully 
tested. They share a common incentive, however, seeking to determine the 
appropriate intersection between cost containment and quality. This incentive 
creates risk; that is, what makes a plan successful in controlling its costs, also 
causes exposure to quality concerns. There is in fact a growing belief among 
major private sector purchasers that the progress already made in paring down 
system costs has led us to a mandate for vigilant and substantive quality oversight 
initiatives. 

Performance measurement is usually undertaken for two primary reasons: as 
a basis for making decisions and to serve as a basis for quality improvement. In 
the ideal world, consumers, purchasers, and other stakeholders would make a 
range of decisions about health care plans based on measurement information 
about various aspects of organization performance. In addition, these 
measurements of quality would provide plans with useful, comparable information 
upon which to base internal quality improvement activities. Ground breaking 
efforts in recent years - both in creating performance-based standards and in 
developing performance indicators — now provide the tools for reaching those goals 
of quality measurement, and permit the evaluation of quality across a spectrum of 
health plan configurations. This capability will be essential as innovative 
approaches to delivering and financing cost-effective health care emerge. 

A thorough evaluation approach for health plans and more complex delivery 
entities should address two broad areas: performance of key organizational 
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functions and patient/enroHee outcomes. The former requires the application of 
contemporary standards, and the second involves the use of carefully selected 
performance indicators. Evaluation of each of these areas provides essential, and 
often complementary Information. Together, the two measurement approaches 
form the fundamental basis for effective quality review and assessment in both the 
fee'for-service and managed care sectors. 

Performance of Key Organizational Functions 

To ascertain the likelihood that a health plan will achieve good future results, 
one must evaluate organizational functions that are basic to both the clinical 
services provided to enrollees and to the management of the organization. The 
performance of these systems and processes, such as credentialing of 
practitioners, management of information, and patient assessment, is usually 
measured by assessing compliance with relevant standards. For health care 
organizations, a standard is a statement of expectation that defines the processes 
that must be functioning well in order to optimize the likelihood of good outcomes. 
In developing standards around key functions that all health plans must perform, 
and by articulating them performance objectives, we have established a basis for 
evaluating quality without prejudice as to how the provider is structured or even 
how the provider undertakes to meet the expectations. This is designed both to 
encourage the organization to have an accountable locus of responsibility for its 
performance in providing services, and to stimulate innovation in the creation of 
cost-effective delivery models. 


Patient/Enrollee Outcomes 

Information on patient/enrollee outcomes is necessary to complement the 
Information gathered from an assessment against performance standards. 
Outcomes are the product of the performance of clinical services and management 
functions, and are understood to include certain measures of process (e.g., staging 
of cancer for appropriate treatment selection) that are proxies for likely outcomes 
(e.g., survival). An advantage to outcomes data is that it can be monitored 
routinely between the onsite visits made to assess compliance with standards. 

Such data thus is available to support internal quality improvement activities in the 
health plans, and to provide external assurances that plan performance is being 
sustained or improved. 


The Measurement Framework 

A potential role of the government is to help standardize the quality 
measurement framework for health plans participating in the Medicare program. 
Toward this end. the Secretary of Health and Human Services, acting through 
existing agencies and in conjunction with states, consumers, and private sector 
experts could, and we believe should, articulate quality expectations for health 
plans and their component providers. These expectations should include both 
minimal standards and a menu of consensus outcomes measures applicable to the 
full range of health plans. This need not be a costly effort. To accomplish this task, 
the government could borrow from the substantial work already done in the private 
sector. For example, accrediting organizations have already created a 
comprehensive array of quality standards for health plans. 

Neither should the government feel a need to establish any new oversight 
bureaucracy. Rather, its determination as to minimum standards and consensus 
outcomes measures (performance indicators) should permit a judgment as to the 
desirability of reliance on private sector entities to perform evaluations of health 
plans, using, at a minimum, the explicit expectations of the Medicare program. 

The remaining responsibility of government would then be to oversee its delegated 



agents to ensure its satisfaction with their performance in providing quality 
evaluation and oversight of health plans. 

The private sector is well prepared, we believe, to evaluate the array of 
emerging variations of managed care plans. The Joint Comrfiission has developed 
a top to-bottom adaptable capability for measuring quality in new delivery system 
models, regardless of their financing arrangements. Our cutting-edge standards 
permit us to evaluate the centralized 'brain' of the plan, the functions pertinent to 
its successful operation, and the performance of providers in all of the component 
delivery sites in a plan or system, such as hospitals, nursing homes, and home 
health agencies. With the current changes taking place in the health care system, 
we believe that a solid oversight program must include direct evaluation of actual 
delivery sites as part of plan evaluation. Our accreditation process involves this 
type of review. 

The Joint Commission has been the leader in developing performance-based 
standards, and we recently completed the redesign of our standards manuals for 
the more than 1 1,000 health care organizations we accredit. The standards are 
patient focused and are stated as performance objectives rather than as inflexible 
requirements. The Health Care Financing Administration has also begun to recast 
its standards for certain health care facilities, such as hospitals, along similar lines. 
Further, the Joint Commission has taken a leadership role in the area of public 
disclosure of standards compliance information through the development of 
performance reports on accredited organizations. These activities and others 
provide ample evidence that accrediting bodies continue to be at the leading edge 
of advances in quality evaluation. 


The Near Future in Quality Measurement 

Both regulators and accreditors are now aggressively moving toward the 
development, testing and broad application of outcomes measures and other 
performance indicators as integrals of the modern quality oversight approach. The 
Joint Commission has been a pioneer In the development of performance 
indicators, especially for inpatient care. However, the population-based nature of 
managed care plans requires a more elaborate range of indicators capable of 
addressing a continuum of services. On the positive side, prolific efforts in recent 
years have yielded an Inventory of hundreds of indicators that are now available for 
potential use in managed care settings. On the cautionary side, considerable work 
remains to be done to evaluate these performance indicators against the 
dimensions of reliability, validity, discrinunation capability, and the benefil-to- 
burden balance. With the right partners at the table, we believe that the Medicare 
program could rapidly assimilate the work currently being done by accrediting 
organizations, to the benefit of the Medicare population. 

Specifically, there is a need for outcome measures that will lead to 
improved patient care for the Medicare population, while at the same time 
optimizing the resources available to support data gathering and quality 
improvement activities. We see an important potential role for the federal 
government in establishing a simple forum for arriving at an acceptable menu of 
performance indicators applicable to the Medicare population. This type of 
public/private sector collaboration could be achieved quickly, potentially placing 
Medicare at the forefront of quality measurement in all of its health care programs. 

Along similar lines, the Joint Commission undertook a pilot project in 1993 
with a number of stakeholders interested in developing consensus performance 
indicators for use in evaluating health plans and other emerging entities. The work 
group agreed upon eleven principles (see addendum} that should shape the 
measurement framework for the Joint Commission's new accreditation activities in 
this area. These principles then provided the structural underpinning for 
identifying those measurement categories for indicators to complement the already- 
established performance-based standards. These categories included; 

+ clinical performance, including prevention, early detection. 
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appropriateness of care, and effectiveness of treatment. 

+ functional status 

+ satisfaction of enrollees. practitioners, and purchasers 

Indicators within these categories could be general or*^Dan relate to specific 
disease states. The work group also identified a set of priority medical conditions 
that should be targeted for measurement. 

Confidence in performance indicators will only be achieved when there are 
adequate numbers of relevant and welt*tested indicators that can offer a full profile 
of health plan performance. With respect to health plans, this will require the 
gathering and, as appropriate, adaptation of existing measures and the design of 
new ones to fill in any gaps in the measurement framework. The Joint 
Commission has begun this task by gathering information from existing databases 
of outcomes measures, and by establishing a process to determine the specific 
criteria against which indicators will be judged. 

The Joint Commission's long-term objectives are to use outcomes and other 
performance data to focus the on-site evaluation of the health plan standards 
compliance, and eventually to create a continuous accreditation process. 

Standards compliance is generally a good predictor of future good outcomes. 

Where outcomes are less than satisfactory, this information can rapidly point to 
areas where processes are not functioning properly (i.e., failed standards 
compliance) and set the stage for performance improvement. Such improvement 
initiatives need not occur periodically (that is, awaiting the next survey) but can, 
and should occur on a real live basis as outcomes data are monitored continuously. 
The Joint Commission is beginning to field test a continuous accreditation model in 
central Pennsylvania where over 40 organizations have already agreed to 
participate. 

Throughout the nation, restructuring of health care delivery is taking place. 
Spurred by market forces, as well as by state reform initiatives, provider 
organizations, practitioners and insurers are coming together in a variety of 
innovative organizational structures to form new and increasingly complex delivery 
systems. New options are also being considered for the Medicare program. 
Meaningful quality evaluation is essential to the success of, and public confidence 
in, the new delivery models. The private sector's accrediting bodies have 
developed and are using, relevant quality evaluation tools in the form of 
performance-based standards and outcomes measures. We have previously worked 
in successful collaborative ventures with the public sector and are prepared to do 
so in this area as well. Working as a public/private partnership, we believe there is 
a rich opportunity to design an effective quality evaluation and improvement 
system that will build public confidence in Medicare managed care plans while 
continually upgrading the level of care provided to our nation's elderly and disabled 
citizens. 
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ADDENDUM 

Principles for Performance Measurement of Health Care Networks 

^ . Measurement of health status and health care quality are essential to the 
improvement of health care. 

2. The design of any meaningful measurement system must involve all key 
stakeholders, including purchasers, providers, evaluators, consumers, and 
government. 

3. A basic requisite to the creation of a measurement system is the 
establishment of a national framework within which measurement priorities 
can be determined and measures developed. 

4. The measurement framework must be applicable to networks and 
components of networks; useful to purchasers and consumers in evaluating 
the quality of networks and their components; useful to government in 
formulating and assessing public health policy: and useful to providers in 
improving care. 

5. The measurement framework must promote efficient and concise 
measurement that minimizes the associated administrative burden. 

6. The measurement framework must promote the accountability of both the 
network and the stakeholders of the network. 

7. The measurement process should include definition of the individual or unit 
accountable for each specific measure. 

8. The measurement system should be able to describe the health benefits 
achieved both by individuals and the population served by the network. 

9. Data system used for quality measurement and comparison must be built on 
relevant measures that meet established criteria for reliability, validity, and 
ease of data collection. 

10. Data collection must focus on those data necessary for the measures, rather 
than those data most readily available. 

1 1. The measurement system must constantly anticipate its own improvement. 


Source: Joint Commission on Accreditation of Healthcare Organizations 1993 
workgroup on identifying indicators for use in the network accreditation program. 


SELECTED CRITERIA FOR EVALUATING INDICATORS 


Relevance Applicability and pertinence of the indicator 

Reliability Ability of the indicator to accurately and consistently 

identify the events it was designed to identify across 
multiple settings 

Validity Extent to which the indicator raises legitimate questions 

about the quality of care provided and the extent to 
which opportunities for improvement are Identified. 

Discrimination Extent to which indicator shows significant variation 

Capability in performance across multiple networks 

Importance of the measure balanced against the 
accessability of needed data elements, the relative effort 
required to abstract or collect the data, and the 
associated costs. 


Benefit/Burden 

Balance 
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Chairman Biurakis. Thank you very much, sir. 

Ms. O’Kane, what level of acceptance would you say that the 
NCQA has in the industry? 

Ms. O’Kane. Well, I think we have been controversial in the in- 
dustry to some degree in terms of we are willing to draw lines. As 
you might imagine, some plans have not come out as well as others 
in this process. So while there is a lot of support in the industry, 
we are not universally loved. 

I think a qualitv oversight organization that was universally 
loved probably would not be doing its job. 

Chairman Biurakis. I was in the aerospace industry for many 
years as an engineer, as well as a lawyer, and the quality assur- 
ance people were never really the most loved in the organization. 

Dr. O’Leary, what does your group think about the NCQA? 

Dr. O’Leary. We have high regard for our colleagues in this 
arena. We have collaborated on a variety of arenas, not in actually 
performing evaluations, but I think we see eve-to-eye pretty much 
on the standards base and the measurement base. In fact, I believe 
you will see a lot of similarities between our standards for man- 
aged care networks and between our respective measures. 

Chairman Bilirakis. Ms. O’Kane, I have sort of glanced over 
your written testimony here, and I understand that you are cur- 
rently in the process of accrediting 80 health plans. 

Ms. O’Kane. Eighty health plans that have Medicare risk con- 
tracts. There are about 200 health plans. 

Chairman Biurakis. Which enroll about two-thirds of the bene- 
ficiaries in risk contract HMOs. 

Ms. O’Kane. Yes. 

Chairman Biurakis. By the way, I think Mr. Waxman used the 
figure like 2 percent of Medicare hieneficiaries are in managed care. 
I believe that figure is about 9 percent. 

Ms. O’Kane. I thought so, too. 

Chairman Biurakis. In any case, do your standards differ in any 
way from those set by HCFA for these HMOs? 

Ms. O’Kane. Yes, they are considerably different. When we wrote 
out standards, which was in 1990, we basically went through a 
process of reviewing HCFs oversight standards, some of the Joint 
Commission standards, and other organizations that do quality re- 
view. We particularly paid attention to what many Fortune 500 
companies were doing in terms of evaluating the quality of the 
health plans that they offered, because many of them were really 
at the cutting edge, in our view. 

So we like to think our standards advance the state of the art. 
They really are very quality improvement oriented, as well. I think 
there is some degree of overlap with the quality oversight process 
within the Federal qualification and Medicare certification process, 
but also considerable divergence. 

Chairman Biurakis. But where there is, shall we say, a clear 
distinction — I hate to use the term disaCTeement, but clear distinc- 
tion between certain standards, who basically controls it? Does 
HCFA basically control, because they are the government? 

Ms. O’Kane. Yes, they wrote their own. I believe that came out 
of their regulatory processes. 

Chairman Bilirakis. I see. Is that good? 
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Ms. O’Kane. Obviously, we believe ours are better, of course we 
do. We just went through a big process of rewriting them and we 
think they are really quite good 'This is a complicated business and 
there is always room for improvement. 

Chairman BiLlRAKis. When I asked my first question regarding 
the industry and your acceptability — and that is not intending to 
just refer the providers, I also was thinking in terms of bene- 
ficiaries, the consumer, and that sort of thing — what is your status 
with those? 

Ms. O’Kane. Well, we get increasing numbers of consumer calls 
because we have had more press coverage lately. 

While we are on the topic of consumers, we have been doing a 
lot of focus groups with consumers asking them about what kind 
of quality information they would like to have when they choose a 
heaUh plan. I think particularly for the Medicare population, there 
really needs to be a lot of attention to educating consumers about 
what to look for when they are choosing a health plan, especially 
if a lot of consumers are going to be moving into Medicare managed 
care. I think some thought ought to be given to some kind of infor- 
mation broker organization that could actually help people sort 
through the information that is increasingly going to be made 
avail^le. Because I think the information is complicated and there 
could be a reaction that it is too confusing, and I do not want to 
deal with it. So I would urge you to consider that. 

Chairman Bilirakis. Certainly. If it is complicated now, it may 
tend to be a little more complicated as we are talking about these 
additional choices, and certainly it is not our intent to do that. I 
just hope we do a good enough job of it. 

The gentleman from Wisconsin. 

Mr. Kusczka. Thank you, Mr. Chairman. 

The previous panel, in response to a question from one of the 
Members of the Subcommittee, indicated that in the Medicare Pro- 
gram there is about 10 percent fraud, waste, and abuse. Would ei- 
ther of you in your professional judgment be able to speak to that? 
I am trying to ascertain whether or not it is realistic to say that 
it is 10 percent or something close to that. 

Ms. O’Kane. I do not really have any basis for shedding any ad- 
ditional light on it. I would agree with the statements that they 
made that that is the number on the street, but it is obviously real- 
ly hard to know for sure whether all fraud has been uncovered, so 
it is a speculative number. 

Mr. Kleczka. Dr. O’Leary. 

Dr. O’Leary. Neither one of us has standards that specifically 
address or have the ability to ferret out financial fraud and abuse 
kinds of issues. 

Mr. Kleczka. Let us leave aside for the moment the Medicare 
Program. How about in the private insurance market, HMOs, and 
managed care type operations, would a 10-percent figure be com- 
parable there also? 

Ms. O’Kane. That seems to be the consensus number, the con- 
ventional wisdom again. There may be some variation between the 
private and public sector, I would imagine there might be. 

Mr. Kleczka. Like how much variation? 

Ms. O’Kane. I cannot say. 
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Mr. Kleczka. So you do not really know if there is any? 

Ms. O’Kane. I really do not know much about this at all. 

Mr. Kleczka. Let us say it is somewhere in the vicinity of 10 
percent. Where in your estimation would the bulk of the fraud be 
coming from? Is it from providers, is it from a particular CTOup of 
providers? If I wanted to divvy up 10 percent, who would I at- 
tribute the problem to? 

Ms. O’Kane. I guess I think that there is fraud and abuse in the 
system, I think that the major opportunities for improving the 
value we get in health care comes from getting rid of some of the 
costs of poor quality. I think that there are many costs in the sys- 
tem of poor quality, unnecessary bad things that happen to pa- 
tients like wound infections in the hospital that could have been 
prevented. I think there are just enormous opportunities. 

Mr. Kleczka. But that would not be waste or fraud. That is just 
poor medical care. 

Ms. O’Kane. That is what I am saying. 

Mr. Kleczka. Let us go back. I am trying to ascertain who is re- 
sponsible for it. Is it the providers? Can we say that the doctors 
are at 5 percent, medical suppliers are 3 percent? 

Ms. O’Kane. I do not know that there is any particular number 
that would be true nationwide. It probably varies in local situa- 
tions. I do not have anything really to shed on the subject. 

Dr. O’Leary. I do not have any information, either. I think that 
those who are inclined to commit a crime are not readily cat- 
egorized and are more on an individual basis. You may be an indi- 
vidual practitioner, you may be running a group, you may be run- 
ning an organization, you might be an insurer. People are inclined 
to commit crimes. The system does not have tight controls on it to 
prevent those crimes and they will occur. 

Mr. Kleczka. In your estimation, is there any opportunity for 
the beneficiaries themselves to engage in fraud and abuse? 

Dr. O’Leary. I think there are opportunities. 

Mr. Kleczka. Like where? 

Dr. O’Leary. Well, it is not an area that I have studied particu- 
larly, but I think that mechanisms for payment and reimbursement 
are complex. I have been a user of the delivery system and my fam- 
ily has, and you can see that the system is not tightly run to pre- 
vent duplicative payments, for instance. 

Mr. Kleczka. But the payments would go to providers and the 
only way the beneficiary would share in the fraud and abuse would 
be if in fact they are in concert with the provider. 

Dr. O’Leary. No, that is not true. There are times when the ben- 
eficiary pays or alleges to have paid a provider and seeks reim- 
bursement directly from an insurer or from an HMO. That really 
does happen. I can see opportunities for at last petty larceny in the 
system. I do not know whether we are talking about a lot of money, 
but these systems are complex and complex systems have a tend- 
ency to die under their own weight. 

Mr. Kleczka. I am aware that this panel did not make the state- 
ment and the other panel was gone by the time I got to my second 
round, so I thank you for shedding a little light on it. 

Chairman Bilirakis. I thank the gentleman. 

The gentleman from Louisiana, Mr. McCrery. 
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Mr. McCrery. Thank you, Mr. Chairman. 

Ms. O’Kane, can you give us your opinion of how effective a 
mechanism the 50-50 rule is as a means of assuring quality? 

Mr. O’Kane. Well, I think it has played some mitigating role per- 
haps, although it is a crude way of ensuring quality. As we evolve 
the ways that we can look at qualitv, I think that the 50-50 rule 
will become less pressing, although there was a certain logic to the 
50-50 rule when it was put in place. 

Mr. McCrery. And what was that logic? 

Ms. O’Kane. I believe that the logic was that an organization 
that could hold commercial enrollees would have to be providing a 
certain level of quality and would have to have a certain infrastruc- 
ture, so that presumably some of that could impact, would spill 
over onto the Medicare population. 

Mr. McCrery. In other words, the rationale was that when you 
say commercial enrollees, you are really talking about private sec- 
tor enrollees 

Mr. O’Kane. Right. 

Mr. McCrery [continuing]. People that are not in government 
programs, but are in private sector programs. 

Ms. O’Kane. Right. 

Mr. McCrery. The rationale was that those private sector enroll- 
ees would demand auality and therefore assure a certain level of 
quality that would then trickle down, shall we say, to the govern- 
ment enrollees? 

Ms. O’Kane. I suppose, yes. 

Mr. McCrery. As we hear more from the private sector about 
ways to measure quality, and we are talking today a little bit about 
how the government can catch up to the private sector, it really 
concerns me that we are studying another government mechanism 
or structure to put in place. We have found through the years that 
as the government puts in place a structure or a mechanism, it is 
sometimes quickly outdated. Can you give us any insight as to how 
we create a mechanism or how we keep from locking in a mecha- 
nism that might work well today, but soon becomes outdated? 

Dr. O’Leary. I think that what you need is an adaptable mecha- 
nism that does not create a hierarchy nor add people. Our experi- 
ence in working with HCFA, for instance, in hospital oversight, is 
that HCFA has required relatively little staff in order to run a 
pretty effective oversight program in the private sector. 

I see the role of government in this arena as being the standard- 
ization of the measurement tools that are going to be applied; to 
work with the private sector in determining what those should be, 
and then putting them in place and using that as the reference 
point; then determining who in the private sector is capable of car- 
lying out evaluation against those standards, and even spot check- 
ing our performance. That is not an elaborate system, but it has 
the checks, balances, and oversight that permits the government to 
meet its oversight responsibilities. 

Ms. O’Kane. May I answer that? 

Mr. McCrery. Sure. 

Ms. O’Kane. I think we agree with the implication in your ques- 
tion that there is a real opportunity here for the public and the pri- 
vate sectors to work together ana for the public sector to benefit 
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from the ability of organizations like ours to move quickly to ad- 
vance the state of the art and to respond to changing conditions in 
a way that we seem to be able to do more effectively maybe, be- 
cause we do not have to go through the political process. 

Mr. McCrery. Thank you. I certainly would not mean to imply 
anything with my questions, but I appreciate your responses. 

Chairman BiLiRAKis. I thank the gentleman. 

Mr. Ensign. 

Mr. Ensign. Thank you, Mr. Chairman. 

Dr. O’Leary, in your testimony, you argue that there is no need 
to create new standards because organizations such as yours have 
already developed them and that there is no need to add any new 
oversight bureaucracy. If this is the case, how quickly do you be- 
lieve we could implement a standard system for measuring quality? 

Dr. O’Leary. I think that putting in place a standards based sys- 
tem could occur within months to, at the outside, 1 year. Now, the 
development of applicable standards, just like the development of 
applicable performance measures, is an evolving process, so what- 
ever you put in place, you need to have an ability to update over 
time. But I feel sufficiently confident in the standards that we have 
for managed care networks and in the ones that NCQA has, to say 
that those are state-of-the-art standards. Those could be melded to- 
gether very readily with very little cost to put in place the kind of 
oversight mechanism that I think people are interested in. 

Mr. Ensign. Do you think — and this gets back to a little bit ear- 
lier questioning — that the Medicare population is a fairly, let us 
not say cynical, but skeptical group on whether what somebody is 
telling them is the truth and they can count on the information? 
Do you think that these are standards of quality that this popu- 
lation would be willing to accept? 

Dr. O’Leary. Yes, I think as long as they understand what they 
are. My experience in dealing with the Medicare population is that 
their knowledge base as to available mechanisms and their ability 
to interpret performance information is limited. I put that burden 
on us. That is our job, to make sure that they learn about that. 

But the kinds of standards that we are looking at are of the most 
basic, and we are talking about patient rights and responsibilities, 
organization ethics, patient assessment, patient care, management 
of information, and performance improvement. This is not esoteric 
stuff. These are basic fundamental expectations of the performance 
of any health care organization. 

Mr. Ensign. Ms. O’Kane, I would like to explore this. You men- 
tioned the cost of poor quality and that whole concept. I would just 
like to take a couple of minutes and address that with you. In busi- 
ness outside of the health care industry, whether it is manufactur- 
ing or the service industiy, people understand the cost of quality 
and actually how much money they can save in the long term with 
proper management techniques, and with proper systems put in 
place that people can operate under. That is usually within one or- 
ganization that you are doing that with, and it is usually top-down 
driven. 
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Addressing perhaps those kinds of concepts within the whole 
Medicare fi^d, we are dealing with all these different companies, 
all these different doctors, their own bosses, their own type of situ- 
ation where it is not a top-down driven system. 

Ms. O’Kane. I think that while it may not be necessarily top- 
down and sort of uniform the way a manufacturing firm is, there 
is a system quality in a good managed care organization that has 
to be there in order for it to effectively do its job. I think about ex- 
amples like asthmatics that wind up in the emergency room or ad- 
mitted to the hospital because their asthma has not been managed 
effectively. That drives up the costs of the system, and it makes the 
patients unhappy and very anxious. There is really little good to 
be derived from a system that is not working in that area. 

To use the Medicare example, people with chronic obstructive 
lung disease also carefully managed on the outpatient side, you can 
avoid those kinds of crises and that kind of exacerbation which 
drives up the costs of the system tremendously. There are just mul- 
tiple examples of chronic illnesses in the Medicare population that, 
if effectively managed in the outpatient setting, will prevent hos- 
pitalizations that are costs for quality. 

Mr. Ensign. Do you see this then mainly being applicable to a 
managed care situation and not to the general population, as well? 

Ms. O’Kane. Only a managed care population has the system 
quality so that it is able to find out who are the relevant popu- 
lations, how do they intervene, which parts of the system are not 
working, where do they need to put in a case manager, where do 
they need to put in a patient education program. So you cannot do 
that in a cottage industiy, which is what 1 believe fee-for-service 
Medicare is at this point. 

Mr. Ensign. Thank you. 

Thank you, Mr. Chairman. 

Chairman Biurakis. I thank the gentleman. 

The gentleman from North Carolina, Mr. Burr. 

Mr. Burr. Thank you, Mr. Chairman. 

Welcome, Ms. O’l^ne and Dr. O’Leary. I am fortunate that in 
Winston-Salem, North Carolina, we just had an insurance company 
who introduced an HMO plan for seniors, so I have first-hand 
knowledge of the fact that we can introduce options into the mar- 
ketplace. I am just curious, has that plan been rated, or is that too 
new? 

Ms. O’Kane. I do not know, but I can get you that information. 

Mr. Burr. I would appreciate that. 

Ms. O’Kane. I know that we have done some partners plans, but 
I do not remember if the North Carolina plan has been evaluated 
or not. 

Mr. Burr. I would appreciate it if you could supply that. 

[The following was subsequently received:] 

CIGNA Healthcare of North Carolina is scheduled to be surveyed on October 7, 
1996. Kaiser Foundation Health Plan of North Carolina received provisional 
acceditation. PARTNERS National Health Plan of North Carolina received provi- 
sional accreditation. Personal Care Plan has been surveyed and is awaiting a deci- 
sion. Prudential Health Care System of Charlotte received full accreditation. 
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Mr. Burr. Let me go back to a question I asked of the GAO, and 
it specifically dealt with HCFA trying to replicate the successes of 
the private sector. I guess what I want to ask you is, as one who 
is an expert on the quality of plans in the private sector, would you 
agree with the GAO that HCFA has quite a ways to go to replicate 
the successes? 

Ms. O’Kane. We are very proud of the work that we have done. 
We think we have advanced the state of the art. 

Mr. Burr. I will try one more time, and I certainly understand 
that you are on a fine line. Seldom do we have somebody whose ex- 
pertise is in front of us that deals with the quality of care, and I 
think that the challenge for this Subcommittee is to meet or exceed 
the current quality of care that is created in the system. 

To do that, we must first establish what that quality of care is, 
and a very important aspect of that is to determine whether HCFA 
and the fee-for-service plan as currently designed and really under- 
written by the Federal Government can be improved, and if in fact 
the private sector has made advances ahead of the Health Care Fi- 
nancing Administration. 

Dr. O’Leary. I think we always will be ahead, because we have 
ready access to the kinds of expertise and input that are necessary 
to build state-of-the-art standards, and we can tap into a wide 
range of professional expertise, to consumer groups, to purchasers, 
and we do not have a regulatory bureaucracy to go through in 
order to put those in place. So we will always I think be on the 
cutting edge. 

My experience and I think my colleague’s experience is there has 
been a lot of interest on the part of HCFA in tapping into what we 
have been able to develop. The process through which new regula- 
tions or conditions of participation are put in place is cumbersome. 
It takes time and there are a variety of obstacles, and sometimes 
HCFA seems to fall short I think of both the timeliness and the 
degree of toughness of its standards. 

^ere is also some philosophy that has been afoot in government 
that government standards should be minimum standards, and I 
understand the need for that where you are an enforcing and cer- 
tifying agency. We are not bound by that and we can engage more 
in reach-for-the-sky standards, and indeed both of us have stand- 
ards that are strongly intertwined with quality improvement prin- 
ciples that say that the oversight mechanisms should not create a 
ceiling. It should be a base upon which organizations build, and 
private organizations will always have that advantage over the 
government. 

Mr. Burr. So, in fact, the private sector displays much more cre- 
ativity in its approach to specific problems than in this particular 
case? 

Dr. O’Leary. We are imshackled in that regard. 

Ms. O’Kane. Let me just add, though, that we have been talking 
to HCFA about working with them jointly on some HEDIS meas- 
ures that would really address particular concerns of the Medicare 
population, so I want to make that for the record. 
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Mr. Burr. I think we would all admit that HCFA has reached 
out to try to take advantage of some of the lessons that are out 
there. I think the disagreement we might have with some of the 
administration is how quickly they understand and if they ever do 
implement them, and I think that is certainly something we have 
to find out. 

Mr. O’Leary, just one thing, in your testimony you wanted to 
leave us with two messages. The second one is there is a compel- 
ling need to standardize the quality evaluation framework for Med- 
icare managed care plans to assure consistent relevant oversight of 
these plans. I would just ask you, is there a difference in evaluat- 
ing the quality of a Medicare managed care plan and an HMO out- 
side of the senior population? 

Dr. O’Leary. For all intents and purposes, no. 

Mr. Burr. Let me ask either one of you or both of you: Based 
upon the work that you do, if you were to rate the current health 
care plan that we have for seniors in this country, how would it 
rank from a standpoint of quality assurance? 

Ms. O’Kane. Do you mean wnere we are right now in terms of 
the way the Medicare Program is working? 

Mr. Burr. Yes. 

Ms. O’Kane. I could not give it a very high mark. 

Dr. O’Leary. I think if you at least focus on the areas in which 
we have relationships with the Federal Government, HCFA, I 
think you are seeing some fairly major changes in 

Mr. Burr. I am asking you to make a decision, if you were to 
rate it, base it off of where we are today — the point here is can we 
make progress, can we improve the quality of care for seniors over 
what they have today? 

Dr. O’Leary. I think the answer has to be yes. My only caveat 
was I know that there are plans in process to move forward, irre- 
spective of where we are today, that the answer to your question 
is yes. 

Chairman Bilirakis. The gentleman’s time is expired. 

Mr. Burr. I thank both of you. I yield back the remainder of my 
time. 

Chairman Bildiakis. They are boDi shaking their heads yes. 

Mr. Thomas, the Chairman of the Ways and Means Subcommit- 
tee. 

Chairman Thomas. I thank the gentleman. 

I want to continue in that direction in just a slightly different 
way. It is interesting that most of the examples are of critics who 
do not want us to really focus on making what I think are positive 
and healthy changes by turning HCFA inside out, as I say, or rely- 
ing on the private sector and those who are out there. 

What bothers me a lot is that the implication is that, well, folks 
on Medicare are getting the best quality assurance program, we 
have got the best administration, and the folks out there in the pri- 
vate sector really — I mean there are a bunch of sleazies out there 
and the structures that are out there overseeing what is going on, 
I mean you would not want them, if you really knew what was 
going on. 

I get this constantly from our critics, and it just ameizes me that 
they have to rely on examples of 20 or so years ago to talk about 
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the state of the industry. Ms. O’Kane, where was your organization 
20 years ago? 

Ms. O’Kane. Well, this organization existed, but it was not active 
20 years ago. It existed on paper, really. 

Chairman 'Thomas. So clearly with the growth of coordinated 
care programs in the private sector through the eighties and espe- 
cially — 

Ms. O’Kane. Actually, 20 years ago it did not exist. Excuse me, 
I did bad math there. 

Chairman ’Thomas. Around 1975. 

Ms. O’Kane. Right. No, it did not exist in the seventies. 

Chairman 'Thomas. I know how you feel. To me, 10 years ago 
was 1975, and then someone says no, that was 20 years ago. You 
did not exist. In fact, you have grown and developed as the ap- 
proach to the delivery of medicine that you now oversee on quality 
assurance has grown. 

Ms. O’Kane. Right. 

Chairman Thomas. Dr. O’Leary, your organization 20 years ago? 

Dr. O’Leary. We did exist, but we had an accreditation process 
that you will find very few threads of remaining today. Basically, 
it has totally revamped itself to focus on performance and on out- 
comes measures, and we in fact 

Chairman Thomas. In fact, did you not go through a name 
change during this period? 

Dr. O’Leary. We went through a radical change during this pe- 
riod of time. 

Chairman Thomas. And name in terms of focus. Were you not 
or^nally just looking at hospitals? 

Dr. O’Leary. Looking at hospitals, and today we accredit across 
seven fields and over 15,000 organizations. Hospitals are a signifi- 
cant segment, but not the majority of what we do. 

Chairman 'Thomas. So when folks use the examples of horror sto- 
ries and they have to go back 20 years, I mean the value of that 
in reflecting on today’s marketplace, today’s private sector certifi- 
cation and the rest really is not of much value. Do you not think 
that is true? 

Dr. O’Leary. Yes. 

Chairman Thomas. 'Then let us take a look at today’s perform- 
ance standards. I understand, Ms. O’Kane, that you mentioned 
that you accredit 80 health plans which enroll about two-thirds of 
the Medicare beneficiaries in the TEFRA risk contracts? 

Ms. O’Kane. Let me clarify that again, because you were not 
here. We have accredited about 200 health plans, 80 of which have 
TEFRA risk contracts. 

Chairman 'Thomas. Of course, HCFA has to approve those. And 
where were you in matching up with approval of what HCFA had 
approved? 

Ms. O’Kane. We have not done that analysis, but I just told one 
of my staff we ought to do that analysis, because I know that there 
have been discrepancies. 

Chairman 'Thomas. And discrepancies meaning what, that 
maybe some HMOs met the Federal standards and actually 
flunked your standards, that in fact the private sector standards 
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may be more rigorous and closer to what we are currently looking 
for on quality standards than what HCFA is doing? 

Ms. O’Kai^. Yes. I do not know how many cases that happened 
in, but I know of at least two cases where that happened. 

Chairman Thomas. I hope you move into that study fairly quick- 
ly — 

Ms. O’Kane. We will have it done by next week. 

Chairman Thomas [continuing]. Because nw understanding from 
the previous panel is we are going to get a GAO study, and it al- 
ways worries me a little bit when government gives us an opinion. 
I would love to have a second opinion from the private sector on 
whether or not their accreditation process seems to give HCFA 
high marks in terms of the Federal standards, and I look forward 
to your cursory examination. But my understanding is that — I 
apologize for speaking over you — is that you know of two instances 
in which somebody got flying colors from HCFA and in fact failed 
your standards. 

Ms. O’Kane. That they were federally qualified. I do not know 
if they got flying colors. 

Chairman 'Thomas. The way we operate, if they meet the stand- 
ards, that is it? 

Ms. O’Kane. Yes, I think so. I do not think there are gradations, 
but I am not that familiar with the Federal qualification process. 

I do want to make the point that we set our standards high. We 
did try to make them stretch standards, so there is a different phi- 
losophy about setting not a flooiY but this is considered a good 
health plan if it is accredited by NCQA- 

Chairman Thomas. The bottom line is that if we turn to the pri- 
vate sector, we are probably going to find a better quality product 
because the standards are higher in the private sector. 

Thank you very much. 

Chairman BiLiRAKis. I thank the gentleman. 

Dr. Ganske, would you like to inquire? 

Mr. Ganske. Thank you, Mr. Chairman. 

Ms. O’Kane, can you delineate a few of the patient protections 
that you think would be important, as we look at Medicare man- 
aged care plans? 

Ms. O’Kane. I think it is important that the complaint and griev- 
ance system work very effectively. I think it is important that there 
be an effective process for crraentialling the physicians in the 
health plan. I think it is important that the utilization manage- 
ment practices of the health plan are based on current medical 
knowledge, that there are appeals mechanisms for physicians, that 
patients also have the right to appeal in the case where there is 
a denial. 

Mr. Ganske. Do you have any specific ideas in terms of how you 
would set up an appeals mechanism that would help meet insurer 
due process for botn patients and providers? 

Ms. O’Kane. We have a grievance system, a set of grievance sys- 
tem standards in our member rights and responsibilities statement 
which I will be happy to submit for the record. Basically, we want 
to see that there has been effective resolution of the problem in a 
timely manner, that the plan studies what is causing a lot of the 
complaints and grievances and goes back and corrects root causes. 
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and so forth. So we are looking for an effective process that solves 
individual problems, but also that goes back and is addressed at 
the system level. 

I was really talking about the utilization management. If a plan 
were to sav a certain medical service was inappropriate and the 
physician oisaCTeed that it was inappropriate, our plans have to 
have an appeals mechanism for the physician where that decision 
can be reviewed. 

[The following was subsequently received:] 
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Member Rights Review the policy statements and determine if the policy covers all of the points listed above. 

Policy for MCO and 
Delegated Entities 
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NARRATIVE Complete the table in the Data Collection Tools on RR 2.0 and comment on any deficiencies in the statement of responsibilities. 






RR 3.0 The managed care organization provides a copy of the organization's policies on members' rights and responsibilities to all participating 
providers and directly to members. 
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Key Provider Review with the staff how and when the MCO sends the members' rights and responsibilities statement to existing and 

Relations Staff new providers. 
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RR 4. 1.5.3 At least one of the levels of review permits the member to appear before the panel; and 
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t No(e: Standard S. 1 .2.1 is a new Standard and is being monitored. The substandard was added to address the issue of providing members with information and instructions on 
how, and under what circumstances, members should seek direct (i.e., without pre-authorization) access to emergency care and/or 9 1 1 services. 




RR 5,1.3.1 any special benefit provisions (e.g., payment, higher deductibles, rejection of claims) that may 
apply to services obtained outside the system; and 
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If the NCQA review covers more than one product and the MCO uses different member materials for its different 
products, check the materials for each product. These different products may include HMOs, point-of-service plans 
(POS), preferred provider organizations (PPOs), Medicaid plans, and Medicare plans 



member handbook; 
identification card; 
benefits summaries; 
participating provider handbooks; 
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The member services handbook usually provides a general description of the MCO’s health cate delivery system, 
provider directory usually includes lists of providers (primary care, specialty, and inpatient). 




Member Services Is there a clear, understandable description of how to obtain services during regular hours of operation, how to obtain 

Handbook, Member urgent and after-hours care, and how to obtain emergency care? 
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RR 6.0 Member information is comprehensible and well-designed. 




RR 6.2 Member Information is available, as needed, in the language(s) of the major population groups served. 


84 



RR 7.1 The organization has written confldeotiality policies and procedures. 
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DOCUMENT REVIEW 


86 



RR 8.3 Identifies sources of dissatisfaction; 
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INTCRVIEWS 


88 



demonstrated improvement, include that information in Q1 10.1 and QI 1 1.2. 




RR 8.5 Informs practitioners and providers of assessment results. 

The MCO should provide reports of member satisfaction to practitioners and providers. If applicable, practiiioner/provider-specific 
results should be reported directly to the affected individuals or institutions. The MCO should communicate its overall findings to the 
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NARRATIVE Describe how the MCO keeps practitioners and providers informed of member satisfaction issues. 





Note: Surveyors will consider delegated as well as nondelegated activities. Note any findings that are different for delegated entities. 

RR 9.0 If the maDaged care organization delegates any member services activities (e.g., complaints and grievances, processes, and member surveys), 

to contractors, there is evidence of oversight of the contracted activity. 
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approve the delegated entity’s method of handling the full scope of the delegated activities; 
obtain regular reports from the delegated entity that describe performance on (he delegated activities, including 
complaints and grievances and member survey data, as applicable, and planned improvement actions; and 
evaluate the delegated entity’s performance against the applicable NCQA Standards. 
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NARRATIVE Describe the scope of the delegation of member services. Describe how the MCO monitors the delegated entity's performance, any 
problems identified, and any actions taken lo improve. 
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Mr. Ganske. Frequently, I suspect disputes arise because enroll- 
ees will claim that they did not fully understand the full provisions 
of a plan or the restrictions of a plan. Do you think it will be im- 
portwt for us to address that issue as we talk about expanded 
managed care? 

Ms. O’Kane. Yes, I do. In our standards, we have standards 
about the clarity of the information. We actually look through their 
materials to make sure they are clearly explaining how the system 
works. We have done a lot of focus group work, and this is an area 
where patients consistently tell us that they did not understand 
how the plan worked, and where I have suggested, particularly 
with the Medicare population, that additional care should be taken 
to have information brokers, perhaps some senior organizations, 
that could help people really understand how the system works be- 
fore th^ choose to enroll in the system. 

Mr. Ganske. Thank you very much. I yield back my time. 

Chairman BlLlRAKls. I thank the gentleman. 

I am going to excuse this panel at this point. 'Thank you so very 
much. You cannot imagine how helpful you have been. 

Ms. O’Kane. Thank you vepr much. 

Chairman 'Thomas [presiding]. 'The next panel, I would ask you 
to come forward, consists of Dr. Bristow, president, American Medi- 
cal Association; Mr. Sprenger, chair-elect. Board of Trustees, Amer- 
ican Hospital Association; Mr. Walworth, president, Health Alli- 
ance Plan of Michigan; and Ms. Lehnhard, senior vice president. 
Policy and Representation, Blue Cross & Blue Shield Association. 

I will indicate to all of you that if you have any written testi- 
mony, it will be made a part of the record and you may proceed 
to inform the joint Subcommittees in any manner you see fit. 

Dr. Bristow, by your attendance today — and I have not been 
keeping count— you may now be only two behind the American As- 
sociation of Retired Persons. 'They declined to come today, so you 
have a chance down the stretch to at least break even with certain 
senior organizations. It is a pleasure to have you with us and to 
underscore the fact that you are one of the groups that have taken 
us seriously in saying, look, folks, this is not easy, take a look at 
it and mve us your ideas. So we are pleased to have all of you with 
us, ana we might as well start with Dr. Bristow. 

STATEMENT OF LONNIE R. BRISTOW, M.D., PRESIDENT, 
AMERICAN MEDICAL ASSOCIATION 

Dr. Bristow. Thank you very much. Chairman Thomas and 
Members of the Subcommittees. My name is Lonnie R. Bristow, 
M.D. I am a practicing internist from San Pablo, California, and 
president of AMA, the American Medical Association. 

Today I am pleased to offer our views and suggestions on the 
most important questions this Congress will face in reforming Med- 
icare, that is what should be the appropriate standards required to 
protect our Medicare patients and who should be responsible for 
developing these standards. While choice is the heart of our pro- 
posal, the AMA believes that health plan standards and patient 
protections are its backbone. 

As we see it, there are two challenges that the transformation 
will present: First, patients must be assured that the quality of 
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care they have come to expect will continue. To meet this objective, 
standards must be put in place in both the public and private sec- 
tors. Second, the innovations in quality and efficiency occurring 
throughout the country must be identified, evaluated, and then in- 
tegrated into Medicare plans. Now, this will allow a transformed 
Medicare system to provide the cost savings needed while improv- 
ing the quality of care provided. 

As Medicare beneficiaries are offered more choices, they must be 
given the appropriate tools and information to make the choices 
meaningfiil. To this end, the AMA urges Confess to include the 
following five principles in Medicare reform which have enjoyed bi- 
partisan support: 

Disclose to patients plan information on their rights and respon- 
sibilities; appropriate professional involvement in medical policy 
matters; disclose utilization review plan policies and procedures; 
patients must have reasonable opportunity for choice of physicians, 
delivery systems and plans; and patients must have reasonable ac- 
cess to physicians and specialists. 

In addition, there are legitimate concerns regarding market seg- 
mentation and practices designed to attract healthy enrollees. 
Plans should benefit from competition and their ability to construc- 
tively improve the health care delivery process, but they should not 
be allowed to seek out and cover only relatively healthy individ- 
uals, while avoiding the sicker, more costly elderly. An insurance 
company should be prohibited from offering physicians and physi- 
cian groups inducements to reduce or limit medically necessary 
services provided to patients. 

In order to allow the market to operate, however, there should 
be flexibility in how these principles are achieved. For example, ac- 
creditation by voluntary private sector bodies should be recognized 
as an alternative to direct government regulation. Also, the pa- 
tient-physician relationship must be safeguarded 1^ allowing physi- 
cians to seek reasonable participation in plans. They should also 
have the ability to review the reasons why participation would not 
be continued. 

To guarantee fairness, enrollees and providers should have ac- 
cess to a disputes resolution system where differences occur with 
administration policy. Physicians have a duty to ensure that pa- 
tients receive necessary and appropriate care. It is therefore rea- 
sonable that physicians should be allowed to be involved in the de- 
velopment of medical policies of a plan. We also believe that quality 
management systems and utilization review programs should be 
based on sound scientific and medical information. Costs cannot be 
allowed to drive quality. 

To put muscle on the backbone of Medicare standards, we are 
proposing the creation of a “partnership for health care value,” to 
give practitioners and plans the best clinical judgments possible. 
This congressionally chartered corporation would be governed and 
funded by a broad range of private and public health care entities. 
The work of the partnership is detailed in the AMA’s trans- 
formation proposal previously submitted to you. 

Members of the Subcommittee, choice demands options, and 
many physicians want the opportunity to order their own inte- 
grated delivery systems. They believe they could compete against 
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the large corporate health care plans and powerful insurance com- 
panies, if given the chance. Many multispecialty group practices al- 
ready do so; for example, the Cleveland Clinic, Oschner Clinic, and 
the Mayo Clinic. 

The second obstacle in their way, however, relates to antitrust 
concerns. The Department of Justice and the FTC have promul- 
gated a very narrow set of guidelines. Unlike insurers and other 
nonproviders, it is still considered illegal for physicians to form cer- 
tain kinds of networks and plans such as PPOs. Additional legisla- 
tive action is needed to clarify the antitrust laws in this area. 

In closing, the AMA’s proposal is based on the idea of a competi- 
tive market-driven system as the best option for the future of the 
Medicare Program. It offers more choice and the greatest value to 
senior citizens and the disabled. Patients will have the opportunity 
to make wise prospective choices of physicians and financing mech- 
anisms, but Confess must ensure that adequate standards are in 
place to protect them. 

Thank you for the opportunity to present our views, and I wel- 
come your questions. 

[The prepared statement and attachments follow:] 



95 


Statement 
of the 

American Medical Association 
to the 

Subcommittee on Health 
Committee on Ways and Means 

and the 

Subcommittee on Health and Environment 
Committee on Commerce 

U.S. House of Representatives 

RE: STANDARDS FOR HEALTH PLANS PROVIDING COVERAGE IN THE 
MEDICARE PROGRAM 

Presented by Lonnie R. Bristow, MD 

July 27, 1995 


Mr. Chairman Thomas. Mr. Chairman Bilirakis and Members of the Subcommittees. My 
name is Lonnie R. Bristow. MD. I am a practicing internist from San Pablo. California, 
and President of the American Medical Association (AMA). As you know. 1 have recently 
had the opportunity to testify before both of your Subcommittees regarding the AMA’s views 
on the factors precipitating Medicare's current crisis as well as the AMA’s proposal to 
transform Medicare. Today, I am pleased to offer our views and suggestions concerning 
what we believe is one of the most important questions Congress will face during this debate 
-- that is - what are the appropriate standards required to protect our Medicare patients in an 
environment that is conducive to choice and who should be responsible for developing 
standards and protections. 

As 1 mentioned in previous testimony, the heart of the AMA’s proposal is based on a 
competitive market-driven system which offers more choice to senior citizens and the 
disabled without placing them at risk. Without again going into detail, these choices would 
range from remaining in the restructured Medicare program, to selecting from various 
competing health plans, including managed care plans, to investing in a Medical Savings 
Account (MSA) coupled with a catastrophic coverage. The government would pay the same 
amount regardless of the patient’s choice. 

The AMA believes that while choice is at the heart of our proposal, health plan standards 
and patient protections are its backbone. As we see it. there are two challenges that the 
transformation will present. The first is to adequately assure patients that the quality of the 
care they have come to expect can be maintained at a high-level, even in a market-driven 
system focused on costs. We believe that to successfully achieve this objective, standards 
must be put in place in both the public and private sectors. 

The second challenge is ensuring that innovations in efficiency and quality occurring 
throughout the country can be identified, evaluated and then integrate into Medicare plans. 
In other words. Medicare beneficiaries, if given a choice must also be given the appropriate 
information to make these choices in an informed manner, and plans must be given the 
appropriate clinical information to improve quali^ end reduce costs. 
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The AMA maintains that as Medicare beneficiaries are offered more choices they must be 
provided with the appropriate tools to make these choices meaningful. The AMA urges that 
plans be guided by the following principles which enjoyed bipartisan support in the past 
Congress. In general, plans should: 

• disclose to patients plan information, rights and responsibilities; 

• provide for appropriate professional involvement in plan medical policy 
matters; 

• disclose utilization review plan policies and procedures; 

• provide reasonable opportunity for patient choice of plans and physicians; and 

• provide reasonable access to physicians and specialists. 


DISCLOSURE 


More specifically, plans should disclose to patients information on plan costs, benefits, 
operations, performance, quality, incentives and requirements to potential and current 
enrollees. In selecting plans, individuals need information to understand how the plan 
operates, what they get in benefits, what they must do to ensure that services are covered, 
where and from whom they get services, and how plans compare on items such as quality 
indicators, patient satisfaction, cost control programs, and grievance procedures. 

Furthermore, there are legitimate concerns regarding market segmentation and marketing 
practices designed to attract healthy enrollees. While plans should be allowed to benefit 
from competition and their ability to constmctively improve the health care delivery process, 
they should not be allowed to seek out and cover only relatively healthy individuals while 
avoiding the sicker, more costly elderly. Marketing practices need to be evaluated as well 
and insurance companies should not be allowed to offer physicians and physician groups 
inducements to reduce or limit medically necessary services provided to patients. The AMA 
believes (hat (here should be a minimum set of provisions that plans must meet and 
enrollment procedures that plans must comply with that are fair and avoid inappropriate 
market segmentation. 

As a federally funded program it is important to assure that there be some minimum set of 
services (hat each plan provides with appropriate incentives for preventive services. Plans 
should have flexibility as to how they provide the services and should be able to enhance the 
benefit package in any way that meets customer and market needs. At the same time, plans 
also need to have arrangements so (hat enrollees can expect reasonable access to all 
medically necessary and appropriate care. In order to allow the market to operate, however, 
(here should be several allowable alternatives in achieving these requirements. For example, 
to the greatest extent possible, accreditation by voluntary private sector bodies should be 
recognized instead of direct government regulatioD. Therefore, procedures should be put in 
place for recognition of private sector accreditation programs. 


DISCLOSURE OF PLAN POLICIES AND PROCEDURES 

In order to guarantee fairness and that necessary medical services are provided, procedures 
must be established that provide enrollees and fwoviders with a system to resolve disputes 
within the plan. In cases where the grievance or dispute cannot be resolved within the plan, 
participants should be able to seek independent means to address the problems. 

Due to the nature of the patient-physician relationship, physicians should be allowed to seek 
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panicipalion in plans. Physicians should also have the ability to examine with the plan the 
reasons why participation would not be continued, for example, where involuntary 
termination occurs. 

APPROPRIATE PROFESSIONAL INVOLVEMENT 

We believe (hat it is the duty of physicians to ensure that their patients receive necessary and 
appropriate care regardless of (he setting or method of payment in which that care is 
delivered. To make certain that physicians are able to meet this obligation, plans need to 
provide a process, such as a medical staff, for meaningful physician involvement in the 
development of medical policies of the plan, including drug formularies. It is also necessary 
for plans to have procedures and methods that assure that high quality care is provided, yet 
plans should also be given some degree of flexibility in order to achieve these standards and 
to encourage innovations in quality improvement and cost-effective care. In addition, the 
AMA believes it is well suited to develop a program for physician performance assessments. 

DISCLOSURE OF UTILIZATION REVIEW 

In plan quality management systems and utilization review programs, it is necessary that 
these programs operate to enhance patient care and be based on sound scientific and medical 
information. Cost alone cannot be allowed to drive quality. Those who are involved in final 
decisions should be knowledgeable and qualified in the area they are renewing. Procedures 
need to be fair and prompt. 

ADMINISTRATIVE SIMPLIFICATION 

Accrediting bodies that now exist for managed care and other health benefit plans, such as 
the National Committee on Quality Assurance (NCQA), properly require that each plan have 
procedures regarding credential verification, inspections and other mechanisms to assure that 
the practitioners and the facilities within their programs are capable of delivering care and 
meeting plan quality and other standards. Unfortunately, when a physician or a medical 
group participates in more than one plan, there can be multiple inspections and other 
administrative requirements that serve the same purpose but provide no new information and 
increase costs and divert attention away from patient care. Therefore, to the greatest extent 
possible, uniform information requirements and inspection or certification procedures should 
be established to avoid duplication of efforts and increased costs. The federal government 
should foster this uniformity by providing grants to private sector organizations for the 
development of acceptable uniform standards, procedures and inspections. Provider 
credential verification should be made as easy as possible. To avoid duplication of efforts, a 
private verification service should be recognized in lieu of repeated validation of primary 
source data. Likewise, when a plan contracts with an Individual Practice Association (IPA) 
for (he provision of physician services, it should delegate verification to the IPA. 

With respect to federal regulations and administrative simplification, federal law currently 
requires an opportunity for public comment on proposed rules. This involvement takes place 
after the drafting has already occurred and in a trontcxt that is not conducive to give and 
take. Therefore, in areas where there will be continued federal regulation, the AMA 
recommends that a major emphasis be placed on using negotiated rulemaking procedures to 
improve the quality of needed regulations in (he health care sector. 

PARTNERSHIP FOR HEALTH CARE VALUE 

Just as Medicare beneficiaries should be affoixJed the tools to make wise and informed 
choices, plans and practitioners should also be given the appropriate tools to make the best 
clinical judgments. Therefore, to put muscle on the backbone of (he Medicare standards we 
are proposing, an unprecedented "Partnership for Health Care Value," should be created. 
The Partnership could be a Congressionally chartered corporation similar to the National 
Academy of Sciences and the Institute of Medicine and would focus on private and public 
sector efforts devoted to practice guidelines development and organizing a structure to guide 
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development and dissemination of improvements in medical practice and health care delivery. 
The Partnership should be governed and funded by representatives from medical societies, 
hospital associations, insurers and national managed care companies, accrediting ageiKies, 
employers, consumer groups, and the federal agencies. It would act as a clearinghouse and 
marshall private sector resources devoted to the development and application of medical 
standards. These standards or practice guidelines would be used by both clinicians and 
health benefit plans as a basic protection for patients to assure that they receive state-of-the- 
art medical care. The work of the Partnership would include: 


• Developing standards for outcomes measurement and reporting, 
including the content and format of electronic patient records, and 
guiding and coordinating efforts to gather outcomes data; 

• Coordinating technology assessn^ent and establishing standards for 
technology, dissemination and use; 

• Establishing priorities for guideline development through analysis of 
variations in practice or important procedures; 

• Creating guidelines for coordinating the development of, and 
disseminating practice parameters; 

• Creating guidelines for the development of methodology for profiling 
and evaluating health care providers; 

• Developing interventional tools and education progrants to change 
practice patterns; 

• Making recommendations about the content of basic benefits packages; 
and 


• Evaluating health care spending and pinpointing areas needing study 
and corrections. 


While it may come as a surprise to the uninitiated, it is a fact that current standards for 
treatment practices and outcomes vary considerably. The AMA believes that by creating the 
Partnership, both practitioners and plans may begin the arduous and comprehensive process 
of developing a common standard of medical care that can be measured, analyzed and 
evaluated. 


PHYSICIAN SPONSORED COORDINATED CARE ORGANIZATIONS 


The AMA recognizes the need to transform the Medicare system. The AMA also 
understands that many physicians want the opportunity to offer their own integrated delivery 
systems and believe they could compete against large corporate health care plans and 
powerful insurance companies, if given the chance. The benefits to the Medicare program 
would be lower costs and higher quality of care than in non-physician/provider health plans. 
For example, costs would be lower because contracting with a Physician Sponsored 
Coordinated Care Organization (PCCO) instead of an insurer could eliminate a layer of profit 
and overhead. Quality would be higher because physicians would have direct control over 
medical decision-making, and physicians are best t^jalified to strike the balance between 
conserving costs and meeting the needs of the patient. 

There is already a substantial infrastructure of PCCOs. The ideal PCCO is physician 
directed, with vehicles for input from the physkiaos that deliver health care through the 
PCCO. They include large, multispecialty group practices such as the Permaneiue Medical 
Group, and. in more recent years, the Cleveland Clink, Oschner Clinic, and the Mayo 
Clinic, academic medical centers, large "climes without walls," and hospital systems that 
have partnered with physician networks. Many of these PCCOs include a full range of 



99 


providers and are capable of contracting to provide care for Medicare beneficiaries. 

In addition, many physicians and other providers are interested in forming PCCOs. 

Physicians and hospitals are exploring ways to organize themselves so they can operate on a 
prepaid basis. There are almost no communities in the United States where physicians and 
other providers are not considering or actively forming a PCCO. If these explorations 
resulted in the formation of numerous new PCCOs. the public benefits would be substantial. 

There are, however, obstacles to realizing the benefits of competitive PCCOs. One is a 
trend towards treating PCCOs that operate on a prepaid basis as insurance companies that are 
required under state law to register as insurers and comply with all applicable state 
regulations. Treating PCCOs as insurers does not make sense because, unlike the 
conventional insurer or HMO, a PCCO consists of the physicians and providers capable of 
delivering the product that it has contracted to provide on a prepaid basis. The PCCO does 
not have to contract with providers to deliver the care. Requiring the PCCO to comply with 
insurance regulations adds unnecessary costs to their operations. Instead, a PCCO should be 
likened to a self-insured plan in so far as a self-insured plan pays out its own benefits using 
its own resources and assets in conjunction with reinsurance as a guarantee against excess 
claims. 

The second problem is legal obstacles to the formation of PCCOs. Physicians and other 
providers face substantial practical problems that must be solved in the ^rmation of a 
PCCO. While they do have on hand the ability to provide the services^ they lack the capital 
resources that insurance companies and national managed care organizations have, and they 
lack the management infrastructure. To make matters even more difficult, legal regulations 
simply bar the formation of certain kinds of PCCOs. Compliance with legal regulations adds 
substantial costs and time to the organizational effort. For example, although the Department 
of Justice and the Federal Trade Commission have promulgated a set of Guidelines, it is still 
considered illegal for physicians to form certain kinds of networks and plans. Insurers and 
other non-providers may organize networks and plans without the same legal barriers. 
Additional legislative action is necessary on issues such as single and multi-provider 
networks. 

Current trends in health care delivery and finance require that physicians and other providers 
cooperate to form health care delivery networks that are (1) capable of providing 
comprehensive health care services in a coordinated fashion, and (2) capable of managing 
financial risk, such as capitation and fee withhold arrangements. However, our legal 
structure has not yet adjusted to the new economic conditions. Several sets of laws actually 
interfere with the ability of providers to develop health care delivery systems, including 
antitrust laws, bars on legitimate self-referral, fraud and abuse laws, the tax regulation of 
pension plans, laws regulating tax exempt entities, and others. 

To prevent physician values from being submerged and lost as a contribution to the 
competitive system, (he minimum accommodation needed today is clarification of the 
antitrust laws supporting the rights and abilities of physicians and other providers to jointly 
present their views on any matter to insurance plans on behalf of themselves and patients. 
These changes should be made with (he clear recognition that they are appropriate as long as 
no bovcoli and price-fixing is involved. 

CONCLVSION 

The refonns we propose are a fundamental shift away from government control toward 
personal responsibility, individual choice and an invigorated Medicare marketplace. The 
AMA’s proposal is based on the idea of a competitive market-driven system as the best 
option for the future of the Medicare program because k offers more choice with the greatest 
value to senior citizens and the disabled. We must give the patient both the opportunity and 
the responsibility to make wise prospiective choices of physician and financing mechanism, 
with the reasonable opportunity to change either if they prove unsatisfactory. An effective 
health care marketplace is only achievable if we rid ourselves of the current program’s 
distortions that have had the porverse effect of aggravating, rather than easing, the 
government’s burden in keeping Medicare’s promise. We do, however, recognize the need 
for appropriate patient protections and rules to assure that a competitive market place meets 
the programs goals and responsible. As long as Medicare insulates patients from the true 
cost of the services they are consuming, a competitive Medicare marketplace will never 
flourish and costs will continue to escalate. We have taken the liberty of including 
legislative sp)ecifications regarding reforms to facilitate the formation of PPCOs and the 
antitrust laws as well as a description of our Partnership for Health Care Value. We stand 
ready to work with you and your staffs on this important issue. 
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LEGISLATIVE SPECIFICATIONS; REFORMS TO 
FACILITATE THE FORMATION OF PCCOs 

ANTITRUST REFORMS 

Risk Sharing 

• The physician participants in a PCCO should engage in risk 

sharing, which includes, without limitation, the following; 

► when the PCCO agrees to provide services at a 
capitated rate; 

► when the PCCO creates significant financial incentives 
for its members as a group to achieve specified cost- 
containment goals, such as withholding from all 
members a substantial amount of the compensation due 
to them, with distribution of that amount to the 
members only if the cost-containment goals are met; 

► when the PCCO agrees to provide services for global 
fee packages; or 

► when most of the member physicians hold significant 
ownership or equity interests in the PCCO, where the 
capital contributed by the members is used to fund the 
operational costs of the PCCO such as administration, 
marketing, and computer-operated medical information, 
if the PCCO develops and operates comprehensive 
programs for utilization management and quality 
assurance that includes controls over the use of 
institutional, specialized, and ancillary medical 
services. 


Size 

• PCCOs may have exclusive physician panels that include up 
to 30% of the physicians in the market, in aggregate and by 
specialty. 

• PCCOs may have nonexclusive physician panels that include 
at least 50% of the physicians in the market. 

• PCCOs may have exclusive or nonexclusive panels larger 
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than those set forth above if the PCCO is not in violation of 
any federal law. 

► Alternatively, no size limits are set on PCCOs, and 
they are evaluated on whether they intend to or in fact 
engage in anticompetitive conduct. 

Payment Arrangements 

• Physician members of a PCCO may jointly determine the 
terms of financial arrangements between the PCCO and the 
physicians, including the method and amounts by which the 
physicians will be paid. The physician members may also 
jointly determine the terms of financial arrangements 
between the PCCO and any purchaser of the . products 
offered by the PCCO. 

• The physicians participating in a nonexclusive PCCO may 
not agree to boycott any purchaser, and they may not agree 
to fix prices for physician services when contracting with 
purchasers other than through the PCCO. 


New Product 


• A PCCO will be considered to be offering an additional or 
"new" product in a market for the finance and delivery of 
health care if it offers one of the following: 

► A preferred provider organization which has the 
following characteristics: 

□ Physicians and other providers on the PPO’s 
"panel" of providers agree to discount their fees or 
charges for treatment of PPO beneficiaries. 

□ The PPO gives its beneficiaries financial 
incentives to use the providers on its panel. 
Beneficiaries may use providers who are not on 
the panel, but if they do so they are personally 
liable for larger copayments than are required 
when they use panel providers. 
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□ The PPO engages in utilization review and quality 
assurance to control costs and maintain quality. 

Q The PPO administers and pays claims. 


Studies 


• Adopt the recommendation of the Physician Payment Review 
Commission that the DOJ and FTC conduct studies of the 
market for health care delivery and finance and the structure 
and role of PCCOs in the market. One part of the study 
should be directed at market definition to provide better 
guidance about how to define the size of the market in which 
a PCCO is being formed or is operating. 

SELF REFERRAL 

• Physician members of a PCCO may make arrangements 
among themselves to coordinate the care of patients who are 
beneficiaries of contracts between the PCCO and a 
purchaser. This includes referring to facilities or providers 
in which the other providers have a financial interest. Safe 
harbors should be created in the existing self referral laws 
for this kind of coordination of care. 

FRAUD AND ABUSE 

• Provider members of a PCCO may purchase physician 
practices and other providers or engage in other kinds of 
financial arrangements with providers that remain 
independent but commit to becoming part of the network. 
Safe harbors should be created for this activity. 


PENSION PLANS 

• Tax regulations should be developed which permit the 
formation of PCCOs without requiring aggregation of 
pension plans that have been independently developed and 
funded. Aggregation may be permitted on a prospective 
basis when a PCCO becomes fully integrated. 
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CERTIFICATE OF NEED LAWS 

• Medicare providers should be exempt from Certificate of 
Need laws. 

REGULATION OF TAX EXEMPT ENTITIES 

• Tax regulations should be developed that allow tax exempt 
hospitals and tax exempt clinics to purchase physician 
practices at fair market value without endangering their 
exempt status. Tax regulations should be developed that 
allow tax exempt hospitals to affiliate with PCCOs without 
losing their exempt status. Tax regulations should allow up 
to 50% of the governing board members of a tax exempt 
health care delivery system to be physicians. ■■ 

STATE INSURANCE REGULATION 

• The National Association of Insurance Commissioners is 
asked to develop model regulations for risk bearing PCCOs 
that are appropriate for the function performed by those 
entities as opposed to treating them as insurance companies. 
These model regulations would not contain onerous 
capitalization, reserve, and surplus or registration 
requirements. 



104 


LEGISLATIVE SPECIFICATIONS: REFORMS TO 

CLARIFY THE ANTITRUST LAWS WITH REGARD TO 

JOINT DISCUSSION WITH PLANS 

• Where physicians are unable to create effective competing 
plans their only avenue for making effective input into the 
increasingly concentrated delivery system/payer control is 
through joint presentation of their views and patient views 
about plan matters. The Court of Appeals for the Ninth 
Circuit recently held, ” ...individual health care providers 
are entitled to take some joint action (short of price fixing or 
group boycott) to level the bargaining imbalance created by 

the plans and provide meaningful input " ( Alston v. 

United States') . 

Alston demonstrates the need to correct the FTC’s 
interpretation of the antitrust laws regarding physician 
involvement in the development of fees by a physician 
network or health plan. Antitrust officials must issue a clear 
statement that physicians are free to approach health 
purchasers and plans jointly in order to provide input on fees 
and other payment-related issues, as long as the physicians 
do not engage in a boycott or threat of boycott. An agency 
or trier of fact should not infer a boycott threat from the 
mere fact of discussions — some express or implied threat of 
coercive conduct by the physicians must be made. 

Otherwise, health care providers will be deterred from 
engaging in useful and potentially procompetitive activities. 



105 


PARTNERSHIP FOR HEALTH CARE VALUE 

Structure The Partnership would be established as a 

Congressionally chartered corporation. Therefore, it 
would operate under the auspices of Congressional 
purpose and would have some direct involvement of the 
federal government, but would not be an agency or an 
instrumentality of the Executive or Legislative 
Branches. Both the National Academy of Sciences and 
the Institute of Medicine are such corporations. The 
NAS was chartered in statute in 1863 (36 USC 251 
et.seq.). It is recommended that we seek such a Charter 
to establish the purpose of the Partnership in law while 
allowing for the operation of the activity in the private 
sector. 

Purpose The purpose of the Partnership is to advance the science 
of medical practice and health care delivery through 
improvement in the development, recognition and 
dissemination, coordination and focusing the effort to 
develop medical standards to be used by clinician and 
health benefit plans as a basic protection for patients to 
assure that they receive state-of-the-art medical care. 
Dissemination of medical practice guidelines and health 
services research would be the major focus initially. 

The work of the Partnership would be to develop a plan 
that would include priorities for: 

• Developing standards for outcomes measurement 
and reporting, including the content and format of 
electronic patient records, and guiding and 
coordinating efforts to gather outcomes data. 

• Developing standards for and coordinating 
effectiveness research and technology assessment. 

• Coordinating technology assessment and 
establishing standards for technology, 
dissemination, dispersion and use. 

• Establishing priorities for guideline development 
through analysis of variations in practice or 
important procedures. 
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• Creating guidelines for coordinating the 
development of, and disseminating practice 
parameters. 

• Creating guidelines for the development of 
methodology for profiling and evaluating health 
care providers. 

• Developing interventional tools and education 
programs to change practice patterns. 

• Making recommendations about the content of 
basic benefits packages. 

• Evaluating health care spending and pinpointing 
areas needing study and corrections. 

Powers The Partnership would be allowed to make it own 

organization , including the make-up and 
composition of the Board of Trustees, by-laws , 
rules and regulations, to hold property, to enter 
into contracts, to receive money, pursuant to grant, 
contract or contribution from public or private 
sources to carry out its purposes. The Partnership 
would the authorized and empowered to receive, 
by devise, request, donation, or otherwise, either 
real or personal property ,and to hold the same 
absolutely or in trust and to invest, reinvest and 
manage the same in accordance with the provision 
of its constitution and to apply said property and 
the income arising therefrom to the objections of 
its creation and according to instruction of donors, 
contractors and grantors. The Partnership would 
exist until such time as it dissolved and/or its 
charter is revoked. 

Incorporators Original incorporators would include entities that 
are significant in the development and 
dissemination of new medical information 
represented by the Chief Executive Officers of: 


The AMA; 
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An organization that represents those in the field 
of accrediting health care delivery systems, such as 
the National Committee for Quality Assurance 
(NCQA) 

An organization representing health services 
research including outcomes assessment research 
and the development of practice guidelines; 

An organization that represents those in the field 
of biomedical research; 

The Secretary of Health and Human Services 
(covering AHCPR and HCFA); and 

The Director of the National Institutes of Health. 

The original incorporators or their successors can 
increase the number of and identify further additional 
incorporators. 

The original incorporators shall establish an advisory committee 
that seeks representation from all involved in the health care 
delivery system including, but not limited to, providers, insurers, 
consumers, other payers, standard setting bodies and employers. 
This advisory committee shall meet on a regular basis to provide 
views to the Partnership on the practical implications and aspects 
of the Partnership’s work. Organizations that should be involved 
include: 


Organizations representing hospitals such as the 
American Hospital Association or the Federation 
of Health Systems; 

Organizations representing health insurers and 
health care delivery systems such as the Health 
Insurance Association of American and the Blue 
Cross/Blue Shield Association; 

Organizations that represent employers, both large 
and small, that provide health benefits to their 
employees; 
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Organizations that represents consumers of health 
care services; 


Operation The Partnership would be able to hire staff to 

assist in carrying out its functions. In addition, it 
would be able to contract with other organizations 
to provide staff for its functions and it would be 
able to contract with other organizations for the 
performance of various functions. 

It is expected that the Partnership would have a 
relatively small staff, and would, instead, rely upon 
resources that the private sector or government agencies 
bring to it within the context of grants and contracts to 
conduct research or develop initiatives consistent with 
its purposes. The Partnership would focus on setting the 
methodologies for these activities, setting priorities for 
them, and in reviewing and approving of the work done 
by private sector organizations. For example, in the 
development of practice parameters, the Partnership 
would proceed by reviewing the efforts of various 
organizations to develop methodologies for the creation 
of parameters. These would include the attributes of 
practice parameters developed by the AMA\Medical 
Specialty Society Practice Parameters Partnership, the 
principles developed by the AHCPR, the principles 
developed by the Institute of Medicine, and by others. 
The Partnership would then reach a consensus on a 
single set of attributes or principles. Subsequently, the 
Partnership would review existing practice parameters 
against the principles that it develops. Sources of 
existing parameters include those listed in the 
compendium of practice parameters developed by the 
American Medical Association, those developed by the 
AHCPR, and others. Practice parameters which met the 
approval of the Partnership would then be adopted by it. 
Approved practice parameters would be forwarded to 
HCFA for use in the Medicare and Medicaid programs. 
HCFA would review and approve of them, and then put 
them through a public notice and comment process. 

Any problems discovered would then be referred back 
to the Partnership for resolution. 
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After completing this process, the Partnership would 
then set priorities for the development of practice 
guidelines. The priorities would be disseminated to the 
public. Organizations that had an interest in a topic 
would then inform the Partnership of their intent to 
form a practice parameter, and would provide the 
Partnership with a time table for development. 

Similar procedures could be used for the other topical 
areas, such as the development of standards for the 
measurement and reporting of outcomes, for the 
performance of outcome studies, and others. 

Funding Each of the original incorporators would contribute to 
the initial operation of the Partnership. Thereafter, the 
operations of the Partnership would be financed through 
grants, contracts and donations for services provided. 

The HHS Secretary and the Director of the National 
Institutes of Health would provide funding for the initial 
work plan and priority setting by the Partnership under 
Contract with the Partnership. 

Rational A revolution is occurring in medicine which promises to 
substantially reduce costs while maintaining and 
enhancing quality. However, this revolution will not 
succeed unless a coordinated effort is made to develop 
the tools necessary for the revolution to take place. 
Medical societies, many other private sector 
organizations, and government agencies such as the 
Agency for Health Care Policy and Research are 
working at creating the tools necessary for the 
revolution. However, these efforts are fragmented and 
duplicative, and the tools needed are being developed at 
far too slow a pace. 

The basis of the revolution is the information explosion 
in medicine and systems designed to manage 
information made possible by computer technology. 

The revolution involves; 

• The reassessment of virtually all medical practice to 
determine the extent to which generally accepted 
clinical practices help patients. Much of medicine is 
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based on the experience of physicians and does not have 
a basis in scientific research. The object is to weed out 
generally accepted practices that cost money but do not 
result in a significant benefit to the patient. This 
reassessment is conducted by gathering together all 
information about a medical topic and synthesizing the 
best of it into practice parameters that can be used by 
physicians in clinical practice. 

• This reassessment is supported by outcomes 
measurement and reporting, which involves the 
gathering of massive amounts of data about how well 
patients responded to medical treatment and analyzing 
that data. This kind of information gathering and 
analysis is now possible with computer technology. 

• The continuous assessment and improvement of the 
quality of care actually delivered to patients by 
providers. This involves gathering outcomes data for 
the patients of a health care delivery system and 
individual physicians, and using that information to 
determine ways in which the cost and quality 
performance of the provider can be improved. 

• Making information about the cost and quality 
performance of health care delivery systems available to 
the public. This information can then be used in the 
selection of health plans and providers. 

There is a need for generally accepted and authoritative 
medical standards for use developing the tools necessary for 
the medical revolution, and there is a need to develop the 
tools themselves. At present, numerous entities are 
developing standards of some kind for one or more purposes. 
These include efforts to develop practice parameters, 
computer software designed to screen claims, protocols 
designed for physicians to follow as they treat patients, and 
other tools. However, the methods used to develop these 
tools and the meaning of vocabulary used within them is 
often not disclosed. Vendors of utilization control systems 
often refuse to disclose the medical standards used in their 
systems on the grounds that the. information is proprietary. 
The result is a confusing array of materials that are difficult 
for potential users to understand, evaluate and use. Further, 
there is no way that the tools being developed can be used 
together in a coordinated fashion to maximize the benefits 
that can be achieved with modem information systems 
technology. 
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Chairman Thomas. Thank you. Dr. Bristow. 

Mr. Sprenger. 

STATEMENT OF GORDON SPRENGER, EXECUTIVE OFFICER, 

ALLINA HEALTH SYSTEM, MINNETONKA, MINNESOTA; ON 

BEHALF OF AMERICAN HOSPITAL ASSOCIATION, WASHING- 
TON, DC 

Mr. Sprenger. Thank you. Congressmen Thomas and Bilirakis. 

I am Giordon Sprenger, executive officer of the Allina Health Sys- 
tem in Minnesota, and chairman-elect of the American Hospital As- 
sociation. We include in our membership 5,000 hospitals, health 
systems and networks, and other providers of care, and we are 
pleased to present our thoughts to you today. 

Chairman Thomas. Mr. Sprenger, let me tell you that these 
microphones are very unidirectional and you need to be right in 
front of it, or we are going to miss some of your remarks. 

Mr. Sprenger. Mr. Chairman, the private sector has been open- 
ing all kinds of doors, as we have heard this morning, in search 
of innovative ways to make the health care system more effective 
and user-friendly. Medicare meanwhile has mostly remained on the 
outside looking in. We believe that it is time for Medicare to offer 
more choices to its beneficiaries. 

Our main theme to you today is that options will be necessary, 
as you consider Medicare reform, and it is a process of change. It 
is not a light switch you can just turn on. It is transition we will 
be going through. Not one solution is going to fit all. Moving more 
toward risk-reward sharing will bring the kind of behavioral 
change in providers which we think we will need to foster in order 
to get some of the cost savings that we want out of the system. 

Medicare beneficiaries who want to choose coordinated care, 
rather than fee-for-service coverage, today just have two choices, an 
HMO, health maintenance organization, or a CMP, competitive 
medical plan. These plans accept full risk for the coverage they pro- 
vide emd are very important elements in a restructured nealth care 
delivery system. But Medicare should look beyond full risk con- 
tracts, as we look at multiple options. It should also consider lim- 
ited risk-sharing arrangements with locally based networks of care, 
what we will call provider-sponsored networks, and I will comment 
on why. 

First, the definition, what is a PSN. PSNs are formal affiliations 
of health care providers organized and operated to provide health 
care services under contract with insurance companies, HMOs, or 
other health plan companies. These networks commonly take the 
form of hospital-physician orranizations or independent practice as- 
sociations and are often called integrated delivery systems. They 
exist tod^ in many parts of the country. 

Many rSNs have formed HMOs or have become partners with 
insurers to do so, but some have not become HMOs. Some serve 
populations that are too small or too sick to support the full risk 
of an HMO. Some are in States where it reportedly takes up to 2 
years to get an HMO license, and others are in areas where Medi- 
care’s HMO payment is simply too low to provide adequate care. 
Frankly, we are taking care of these patients as providers already. 
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and what we are asking for is the opportunity to move them into 
coordinated care. 

We agree that any entity delivering care to Medicare bene- 
ficiaries must meet high standards. The current regulatory think- 
ing limits the ability of these PSNs to serve Medicare beneficiaries 
in a coordinated care context. We believe the Medicare Program 
should take full advantage of the health care innovations and effi- 
ciencies offered by these PSNs by Medicare joining them in risk- 
sharing arrangements. We need Congress to change laws to allow 
the PSNs to contract directly with Medicare. 

The standards tliese plans should follow should include the same 
important consumer protection standards and safeguards found in 
the HMO requirements. But because we are talking about PSNs 
not taki^ all the risks of a full risk HMO, they should be regu- 
lated differently. This means eliminating the requirement for a 
State HMO license, if the PSN’s contract contains appropriate risk 
limiting provisions. 

The purpose of a Medicare HMO or CMP is to protect against un- 
expected illness or injury and similar insurance risks, but this role 
is played by Medicare in a partial risk arrangement. The required 
inclusion of risk sharing or limit is clear evidence of an intent to 
avoid asking the PSN to take on an insurance role. This is particu- 
larly true when coupled with the fact that the arrangement pre- 
dominantly covers services provided directly by providers. 

Also, solvency requirements for PSNs should acknowledge that 
they need to invest their capital in providing services, and not in 
creating cash reserves to pay claims. 

By making these changes, Mr. Chairman, PSNs can be recog- 
nized for what they are, organizations of providers that do not take 
on the full risk or unexpected illness or injury that ensures care. 
They would still, however, be regulated. 

In conclusion, allowing these networks to contract with Medicare 
on a limited risk basis we think opens doors for everyone involved. 
We need many options to go through this transition. Medicare and 
the network providers and beneficiaries themselves would be able 
to choose their local hospitals, physicians, and other practitioners 
who organize to provide benefits in a coordinated and efficient way. 
It is a choice we think the seniors deserve to have. 

Thank you. 

[The prepared statement follows:] 
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I am Gordon Sprenger, executive ofHcer of the AUina Health System in Minnetonka, 
Minnesota, and chairman'elect of the American Hoq>ital Association's (AHA) Board of 
Trustees. AHA includes in its membership 5,000 hospitals, health systems, networks and 
other providers of care. I am pleased to testify today on their behalf. 

In recent hearings before both of these subcommittees, AHA has made the case that the 
Medicare program needs to change. While the private sector has been opening all kinds of 
doors in search of innovative ways to make the health care system more efTicient and user- 
friendly, Medicare has effectively remained on the outside looking in, stuck in the traditiona), 
fee-for-service mindset. Last week we laid out a road map on Medicare restructuring that 
included increasing beneficiary incentives to choose coordinated care, eliminating barriers that 
discourage the creation of coordinated care networks by inhibiting provider cooperation, 
fixing the problems with how Medicare calculates capitated rates for risk contractors, and 
expanding the choices available for Medicare beneficiaries. 

My testimony today will explain how Congress can open the door for Medicare and its 
beneficiaries to benefit from provider-sponsored, locally-based networks of care. 

AHA believes that any entity that takes on the task of delivering care to Medicare 
beneficiaries must meet high standards, and be held accountable for the quality of care it 
delivers. But we also believe that ill-suited regulation must not close the door on groups of 
providers that can offer efficient, high-quality care for Medicare and its beneficiaries. 

Making the most of providensponsored networks 

Moving Medicare to the future will require the thoughtful restructuring of the program itself. 
Restructuring must include offering Medicare beneficiaries the same coverage options enjoyed 
by people with private sector coverage. 

It is therefore critical that, in an effort to broaden beneficiaries' options, Congress not limit 
its thinking to the current options - health maintenance organizations (HMO) or competitive 
medical plans (CMP). While those options are important in a restructured market and need 
some modification to make them work better, we believe Medicare must look beyond full-risk 
contracts with HMOs and CMPs. It must stimulate the availability of more plan choices to 
create a dynamic local market by also considering risk-sharing arrangements with what we 
genericalJy call provider-sponsored networks (PSNs). 

Provider-sponsored networks are formal affiliations of health care providers - such as 
physicians and hospitals — organized and operated to provide health care services under 
contract with insurance companies, HMOs or other health plan companies. Some PSNs are 
known as physician-hospital organizations, under which physicians create a joint venture with 
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a hospital. That joint venture in mm contracts on behalf of its members with health plan 
companies to offer a variety of health care services. 

Other PSNs may be more integrated that is. there may be greater economic or corporate 
ties among the participants. These PSNs are often called integrated delivery systems. In my 
state of Minnesota, for example, hospitals may directly acquire physician practices and 
employ the practitioners. Still other PSNs may be less integrated -- independent practice 
associations, for example, allow providers to Jointly contract with health plan companies and 
offer reduced rates to patients that are members of a plan without formally merging their 
practices. 

These arrangements have evolved into a variety of corporate and organizational structures that 
reflect local market conditions and regulatory constraints. But, I*SNs have several things in 
common. Among them: They are initiated, financed and governed by health care providers; 
and they are formed to deliver health care services through contracts with health plan 
companies. 

Provider- sponsored networks play an important and positive role in health care delivery, 
particularly in the delivery of coordinated health care. Health plan companies find that the 
expansion of coordinated care programs is facilitated by PSNs, because they: 

■ Offer an established network of providers. 

■ Promote provider accountability for quality by acting as a mechanism to simplify 
administration and implement clinical quality management programs. 

■ Reduce a health plan's administrative expenses by providing a single party through 
which to negotiate contract terms. 

Many PSNs have formed HMOs, or have become partners with insurers to do so and, as a 
result, have been able to provide coordinated care choices for Medicare benericiarie.s. But 
others have not become HMOs for several reasons. Some serve populations that are either 
loo small or too sick to support the ftill risk of an HMO. Some are in states where it 
reportedly takes up to two years to get an HMO license. And others are in geographic areas 
where Medicare's HMO payment would be too low to provide adequate care. Current 
regulatory thinking could limit the ability of thes e organizations to serve Medicare 
beneficiaries. 

We believe the Medicare program should not limit beneficiary choices of coordinated care 
programs by contracting only with plans in which an insurer or HMO acts as the 
intermediary. Medicare should take full advantage of the health care delivery innovations and 
efficiencies offered bv PSNs by joining them in risk-sharing arrangements as well. 

Under such arrangements, PSNs would be paid on a partial capitation basis, but the risk 
assumed by the PSN would be limited. Financial risk-sharing arrangements would not expose 
PSNs to full insurance risk for unexpected illness or injury, yet would still create incentives 
for providers to manage utilization and keep people healthy. 

Medicare should limit financial risk-sharing arrangements to PSNs that contract for the fiiU 
benefit package and directly provide substantially all of the services through their own 
affiliated providers. This type of risk-sharing arrangement has worked well in the private 
sector to help contain health care costs. B^ause F^Ns would not be taking on all the 
insurance risk of a full-risk HMO, they should be regulated somewhat differently than 
insurers or HMOs. If a PSN wishes to assume full capitation, then it should comply with 
HMO regulations. 


We believe that true resinicturing of the program means that Medicare should contract 
directly with provider-sponsored networks, just as we have supported that freedom for ERISA 
self-insured employer group health plans. The standards that these plans should follow should 
include the same important consumer protection safeguards found in HMO requirements, but 
a few key modifications are needed. These include; 
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The 50/50 govemment/privaie enroUees rule, which requires that no more than half of 
a plan's enroUees be M^care or Medicaid beneficiaries, is no longer necessary, 
particularly in this context. This rule was adopted to safeguard the quality and 
accessibility of care for govemmeot beneficiaries, but there are now other, more direct 
mechanisms to ensure quality. This would allow PSNs, particularly those that serve 
rural and chronicaUy iU patients (prunarily people covered by Medicare and 
Medicaid), to participate in the program. 

The miniroum-5,000-eciroUee threshold has impeded the development of coordinated 
care in smaller rural communities. As kmg as the PSN can demonstrate its ability to 
provide a fiiU range of services in a coordinated fashion, this requirement is also 
unnecessary. 

The requirement for a state HMO license should be eliminated if the PSN's contract 
contains apprc^riate risk-limiting proviskms. The purpose of a Medicare HMO or 
CMP is to ensure protection against unexpected morbidity (illness or injury) and 
similar insurance-type risks. This "back-stop* role can just as easUy be performed by 
the Medicare program as by an HMO CMP without having to pay the HMO 
additional fees for those insurance services. The required inclusion of risk-sharing or 
limits is clear evidence of an intent to limit the PSN's risk, particularly when coupled 
with the fact that the arrangement covers predominantly services produced directly by 
the providers. This would open more optkms for boteficiaries by overcoming the 
problem of long delays (reportedly up to two years) in obtaining HMO licenses. 

This is not to say the PSNs should not demonstrate their own financial ability to 
deliver services. PSNs should be subject to appropriate solvency requirements. These 
solvency requirements, however, should ackn^ledge that PSNs must invest most of 
their capital in delivering high-quality services, not creating cash reserves to pay 
claims. PSNs should be held to a solvency standard that takes into account the amount 
and type of risk the network takes on and its delivery assets, but ensures its ability to 
meet its obligation to Medicare beneficiaries. Compliance with the standards could be 
streamlined by requiring that PSNs obtain and submit independent actuarial 
certification about (heir compliance with the standards. 

Quality issues 

This is also an opportune time to completely re-examine Medicare requirements that address 
quality and access, and the provision of information to beneficiaries to help them choose plans 
and treatment options that ensure ready access to high-quality care. Standards should ensure 
access to providers on a timely basis and at the appropriate level of care. Standards should 
ensure an adequate number, geographic distribttfion aixl specialty mix of network practitioners 
and providers. They should also ensure that utilization review procedures encourage quality 
delivery of services, and are not used to restrict medically necessary services — especially 
after-hours and emergency room services. 

(^ality assessment and improvement standards should require that providers in the network 
are chosen for how well they deliver care and with the expectation that they actively 
participate in an ongoing effort to monitor and improve care. Quality assessment measures 
should include the traditional clinical outcomes, but also b^in to utilize patient-rqorted 
information on their functional ability a^ treatuiem, and on emotional and educational 
support from practitioners. As a safety valve and ongoing monitoring tool, provider- 
sponsored networks and other coordinated care systems should maintain easily accessible, 
responsive complaint and grievance processes. Cooaimers should feel their complaints are 
heard and that every attempt is made to settle diqxites. 

The responsibility for giving beneficiaries information to choose between networks must be 
shared by the Medicare program. While networks should not be precluded from advertising 
in local markets, the advertbing should meet some common national standards. In addition, 
networks should be required to provide infonnatkm in a simple standard format that HCFA 
would develop. 
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We also believe Congress should consider federal certification of PSNs to estabUsh their 
ability to enter into direct risk-sharing arrangements with the Medicare program. We have 
been discussing a similar approach with Rep. Harris Fawell (R-E.), chairman of the House 
Committee on Economic and Educational Oj^rtunities Subcommittee on Employer-Employee 
Relations, in the context of ERISA self-insured employer group health plans. Such a 
certification process would ensure that standards are applied without requiring the overly 
broad state regulatory framework for health carriers and HMOs. 

To streamline standards enforcement, the Medicare program should consider using private 
accrediting bodies through deemed status where appropriate. However, this is a new area of 
standards development chat requires a careful assessment of network and health plan 
standards, both public and private, before such an arrangement is implemented. 

HCFA's Mcdigtre Choices Dentonstratiop Project 

We had hoped that the Health Care Financing Administration's (HCFA) Medicare Choices 
demonstration project would open more doors for beneficiaries by exploring how Medicare 
can take advantage of delivery systems such as provider-sponsored networks. However, it 
would appear that the criteria for ^)plicants could effectively require that applicants be 
licensed HMOs in all but possibly one of the nine metn^litan areas targeted by HCFA. 
Consequently, the project may be limited to demonstrating alternative payment methods for 
HMOs. While such efforts are needed. Congress may want to stimulate much broader efforts 
to bring Medicare into the future of health care ctelivery. Medicare beneficiaries should be 
able to continue relationships with local health care providers that they have built up over the 
years. Provider-sponsored networks can offer this option to them. 

Conclusion 

Mr. Chairman, America's hospitals and health systems are proud of the service they’ve 
provided for Medicare beneficiaries over the past 30 years. We’re proud that we've been 
able to maintain high levels of quality, make new technology available to Medicare 
beneficiaries, and increase efficiency. 

But we cannot continue to cut costs and become more efficient without a significant 
realignment of financial incentives. If PSNs cannot take some risk without being required to 
have an HMO license, most of our members will be driven away from incemive-bas^ 
payment arrangements because they are either too small to accept full risk or because it takes 
too long to get an HMO license from their state. 

^Tpre^riate public policy is key to making sure the door is not shut on the provider- 
sponsored network option. Allowing provider-sponsored n^works to contract with Medicare 
on a limited-risk basis opens doors for everyone involved: Medicare and the network's 
providers, and the beneficiaries themselves, who would be able to choose local hospitals, 
physicians and others organized to provide benefits in a coordinated and efficient manner. 

It's a choice they deserve to have. 
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Chairman Thomas. Thank you very much. 

Mr. Walworth. 

STATEMENT OF JAMES WALWORTH, PRESIDENT, HEALTH 

ALLIANCE PLAN OF MICHIGAN, DETROIT, MICHIGAN, ON 

BEHALF OF GROUP HEALTH ASSOCIATION OF AMERICA 

Mr. Walworth. Thank you, Mr. Chairman and Members of the 
Subcommittees. I am James Walworth, president. Health Alliance 
Plan of Michigan, and I am here today testifying on behalf of 
GHAA, the Group Health Association of America, the Nation’s lead- 
ing association for health maintenance organizations. Our 385- 
member HMOs account for more than 80 percent of the 50 million 
Americans who are today served through HMOs. 

We are pleased to have been asked once again to testify before 
Congress and these Subcommittees with respect to the future of 
the Medicare Program. We look forward to continuing to work with 
Congress and the administration as you review the Medicare Pro- 
gram. 

Medicare can best be strengthened, in our view, by offering bene- 
ficiaries the same kinds of choices that are already available to mil- 
lions of working Americans in the private sector and those working 
for the Federal Government. In prior testimony before other Com- 
mittees, we have put forth our view of the basic elements of that 
kind of an approach. 

Today, at the request of these two Subcommittees, we will focus 
on the standards that should apply to the alternatives that may be 
created as part of the Medicare Pro^am. In order to participate in 
Medicare today, HMOs and competitive medical plans must meet 
detailed standards on many aspects of their operations, from mar- 
keting, enrollment, disenrollment, infrastructure and access to 
care, to grievance procedures and appeal processes reporting disclo- 
sure solvency standards, and other forms of enrollee protection. 

While recognizing that their administration should be simplified 
and streamlined, we believe that these standards provide a very 
strong foundation for criteria that should apply to the full spectrum 
of options that may seek to participate in a reformed Medicare Pro- 
gram. Based on years of experience of Medicare contracting with 
the HMOs and CMPs, these standards are known to address cer- 
tain fundamental issues that will remain as valid in the future as 
they are today. 

These include, in particular, assurances that beneficiaries have 
the information necessary to make an informed choice among the 
options available and the information necessary to understand how 
to obtain the covered services through organized delivery systems, 
as well as under the traditional Medicare Ptogram. 

Second, to assure that enrollees have access to needed services; 
third, that those who will provide services demonstrate an account- 
ability for the quality of care; fourth, that there are adequate mech- 
anisms for resolving enrollee grievances; and, finally, that all the 
options that accept risk have financial capacity sufficient to provide 
those promised benefits. 

GHAA believes that as the array of offerings available to Medi- 
care beneficiaries expands, it is vitallv important to maintain 
strong and comparable standards for all options. We believe that 
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States and the Federal Government can work in partnership and 
plav equally important roles in achieving that goal, but with the 
Federal Government continuing to bear the responsibility for deter- 
mining that the options available meet standards for entry into the 
Medicare Program, and for ensuring that they meet these and 
other rules for program participation on an ongoing basis. 

However, where State licensure standards are at least as strin- 
gent as the Federal standards, plans should not be subject to im- 
necessary duplicative reviews. Under this framework. Medicare 
beneficiaries can be assured that all options available to them in 
all remons of the country are held to a consistent set of standards. 

We Delieve and recommend that all organized systems of care, as 
well as providers under the fee-for-service Medicare Program, 
should meet comparable standards. This means that where options 
include similar elements or activities, those are the areas where 
comparable standards apply, particularly in issues of State licen- 
sure, quality, access, grievance procedure, solvency, marketing, and 
administration. 

There are a couple of other areas I would like to quickly mention. 
We recommend that a statutory criteria be established for the 
waiving of the 50-50 rule with respect to enrollment in HMOs. 
Also, it is important and essential to avoid the inhibition of devel- 
oping HMOs and other organized systems of care through such 
antimanaged care proposals and changes to antitrust laws as has 
been suggested. 

We think that deemed status is also an appropriate role for the 
private sector with respect to issues of quality and standards and 
their application. While GHAA favors building on the existing 
standards, we do believe that there is room for improvement in the 
HCFA’s administration of the proCTam, particularly with regard to 
the processing of applications and the expansion of service areas. 

We appreciate this opportunity, Mr. Chairman, to present our 
views. We know, too, that there will be efforts to relax some of the 
current standards. We think that, as you view those, it is essential 
that you keep in mind how they would affect the operation of the 
program. 

We look forward to working with the Subcommittees on these is- 
sues and with Congress, as you go through this debate. 

[The prepared statement and attachment follow. The Consumer 
Protection and Quality Assurance; Current Reflations and Stand- 
ards for Medicare HMOs and CMPs are being neld in the Commit- 
tee’s files.] 
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STATEMENT OF JAMES WALWORTH, PRESIDENT 
HEALTH ALLIANCE PLAN OF MICHIGAN 
ON BEHALF OF GROUP HEALTH ASSOCIATION OF AMERICA 

Mr. Chairmen and members of the Committees. 1 am James Walworth. President of 
Health Alliance Plan of Michigan, and I am testifying today on behalf of the Group Health 
Association of America (GHAA). GHAA is the leading nalioDal association for health 
maintenance organizations (HMOs). Our 385 member HMDs serve 80 percent of the 50 
million Americans receiving health care throu^ HMOs today. 

We are pleased to be asked to testify as your Committees explore the future of the 
Medicare program, and look forward to working whh the Congress and the President in a 
bipartisan fashion on Medicare. GHAA believes that Medicare must be modernized to reflect 
the dramatic developments that have occurred in the private sector since Medicare was enacted 
30 years ago. Medicare can best be strengthened by oFTering beneficiaries the same kinds of 
choices that are already available to millions of working Americans both in the private sector 
and in the federal government. Today. I would like to: 

o review GHAA's guiding principles for discussion of Medicare reform; 

0 summarize briefly the recoDUDendatioDS GHAA has already made to Congress 
on the beginning steps needed to modernize Medicare; and 

0 present GHAA's views on the standards that should apply to options available to 
Medicare beneficiaries in an era of expanded choice. 


Guiding principles for discussion 

As you know, the health care cnviroomcm of 1995 is vastly different than the one that 
prevailed in 1965. when Medicare was enacted. Fee-for'Service coverage is no longer the 
predominant approach to coverage in the private sector. More than 60 percent of all working 
Americans with private health coverage now receive their care through HMOs and other 
organized systems of care. Medicare too is changing, but slowly - only about 10 percent of 
today's Medicare beneficiaries are in HMOs. The result is that Medicare beneficiaries no 
longer have coverage that is typical of that available to tbe working population and do not 
derive the benefits of the choices available to other Americans. 

Medicare must be updated to reflect tbe diamatic changes that have occurred in the 
private sector during the three decades since the program began. GHAA believes that 
Medicare can best be strengthened by giving benefictaries the same kinds of choices that are 
already available to millions of working Americans, incl uding federal employees and members 
of Congress. Medicare -- and the Health Care F inancii^ Adminis tration (HCFA) — should be 
reoriented toward a model in which Medicare beneftciaries have the opportunity to choose 
from among a broad array of options that ccunpete on tbe basis of quality, service, and cost, 
and are held to comparable standards. When beneficiaries can choose the option that best 
meets their needs. Medicare will benerit from the progress that has been made in the private 
sector. 


GHAA believes that the following principles should guide discussions of Medicare 

reform: 

o BeneHciary choices: Medicare icfcwm should be consistent with the promise of 
providing access to Medicare benefits that meet the needs of elderly and 
disabled Americans and offering bene^iaries choices comparable to those 
available to the working-age population. Attempts to limit choice by inhibiting 
the development of HMOs and other organized systems of care, such as anti- 
managed care proposals and changes to cuirent antitrust law, should be rejected; 
where such anti-managed care laws exist, they should be preempted. 


Medicare standards: Our experience also tells us that standards are vitally 
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importaot. All organized systems of care, as well as providers under the fee- 
for-service Medicare program, sh<Hild meet comparable standards in areas such 
as quality of care, access, grievance procedures, and solvency. 

o Medicare payments; Medicare payments should permit widespread availability 
of organized systems of care, as well as the traditional fee-for-service option, 
for Medicare beneficiaries nationwide. The Medicare program should act in a 
fashion similar to private sector purchasers. This can be done by establishing 
the amount of funding available for benefits for all beneficiaries on both an 
aggregate and per beneficiary basis, with an equitable allocation of resources 
between organized delivery system cations and the fee-for-service program. 
Total expenditures should be trended forward on an appropriate basis to meet 
program goals. 


Beginning steps 

Looking at the current Medicare program and using the GHAA principles as a guide, 
the question, of course, is how to begin to take the steps necessary to modernize Medicare. 
Based on the practical and proven experience of our member plans in serving tens of millions 
of Americans, including three million Medicare beneficiaries, wc have recommended a series 
of changes to transition from the current approach to a model based on beneficiary choices. 

Figure 1 


Current Medicare Program 


GHAA Medicare Proposal 


Benefioary 


Local Choices 


Beneficiary 


Local Ctwicea 



The changes are designed to foster expansion in existing Medicare markets, encourage 
new Medicare markets to emerge, permit the development of increased capacity for Medicare 
beneficiaries to enroll in organized options offered by HMOs and other entities, and provide 
the experience necessary to permit informed decision-making by the Congress on the future 
design of the Medicare program. We have recomn^nded changes in the following five areas: 

o improving beneficiary information, awareness, and enrollment process; 

o expanding the infrastructure of choices available to beneficiaries; 

o maintaining strong standards for options participating in Medicare; 

o beginning to transition HCFA from a mode) that relies on fee-for-service 
regulation to one that relies on beneficiary choice model; and 

0 transitioning to improved Medicare payment methodologies. 
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Maintain strong standards for options participating in Medicare 

In previous testimony, GHAA has focused on increasing the choices available to 
beneficiaries, and issues related to payment. Today, at the request of your two committees, 
we will focus on the standards that should apply to the alternatives to the traditional Medicare 
program that will be available in an era of increased beneficiary choice. 

Strong and comparable standards : in order to participate in Medicare today, health 
maintenance organizations (HMOs) and competitive medical plans (CMPs) ‘ must meet 
detailed standards on many aspects of their operations, including marketing, enrollment and 
disenrollment procedures, benefits, delivery system (access to care), quality assurance 
programs, grievances and appeals, reporting and disclosure, solvency, and other enrollee 
protections. Because a description of these standards would consume more time and space 
than this hearing permits, a chan summarizing them has been submitted for the record. 

While recognizing that their administration should be simplified and streamlined, 
GHAA believes that these standards provide the best foundation for standards for assessing the 
full spectrum of options seeking to panicipate in a reformed Medicare program. Based on 
years of experience of Medicare contracting with HMOs and CMPs, these standards address 
certain fundamental issues that will remain as valid in the future as they are today, including: 

o assuring that beneficiaries have the information necessary to make an informed 
choice among the options available to them, and the information necessary to 
understand how to obtain covered services through organized delivery systems, 
as well as under the traditional Medicare program. 

0 assuring that enrollees have access to needed care; 

0 assuring that all who provide services demonstrate their accountability for 

quality of care; 

0 assuring that there are adequate mechanisms for resolving enrollee grievances; 
and; 

0 assuring that all options that accept risk have the fmancial capacity to provide 
promised benefits. 

GHAA believes chat as the infrastructure of offerings available to Medicare 
beneficiaries expands, it is vitally important to maiiuain strong and comparable standards for 
all options. Both the states and the federal government have important roles to play in 
achieving this goal. The federal government should continue to bear the responsibility for 
determining that options meet standards for entry into in the Medicare program and for 
ensuring that they meet these and other rules for program participation on an ongoing basis. 
However, where state licensure standards are at least as stringent as the federal standards, 
plans should not be subject to duplicative reviews. Under this framework. Medicare 
beneficiaries can be assured that all options available to them in all regions of the country are 
held to a consistent set of standards. 

0 Comparable standards: All organized systems of care, as well as providers under the 
fee-for-service Medicare program should n^t comparable standards in areas such as 
quality of care, access, grievance procedures, and solvency. This means that where 
options include similar elements or activities, they should meet comparable standards 
with respect to those elements or activities. For example, the same standards should 


‘ Competitive medical plans (CMPs) are HMOs that have not chosen to become 
federally qualified but meet similar federal standards. For the remainder of the testimony, we 
use the term “HMO" to refer to both HMOs and CMPs. 
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apply whenever options have delivery systems, engage in marketing activities or accept 

risk for providing services or benefits. Standanls should include: 

State licensure: All options should be offered by state licensed entities, 
and all providers should be licensed, certified or accredited, as 
appropriate. 

Quality: All offerings and providers should have the capacity to develop 
reports on performance that permit comparisons among options and 
providers. 

Access: All options and providers should accept all beneficiaries who 
wish to enroll or who select those providers up to the limits of the 
capacity of such offerings/providers and without regard to health status. 

Grievance procedures; All offerings and providers should make 
available to beneficiaries procedures for hearing and resolving 
grievances under the Medicare program 

Solvency; All offerings should be fiscally sound and meet standards for 
an initial deposit, initial net worth and ongoing solvency. 

Marketing and Administration: All offerings should provide to 
beneficiaries easily understood information that describes the coverage 
offered, the structure of the delivery system and rules and procedures for 
obtaining covered services. HCFA shcmld work with entities offering 
these options to develop comparative information for beneficiaries that 
includes all of the choices available to those including the traditional 
Medicare program. 

Confidentiality: All offerings and providers should establish procedures 
for maintaining the confidentiality of patient records that are consistent 
with applicable laws. 

0 50/50 rule: Statutory criteria in connection with waiving the 50/50 enrollment 

requirement for HMOs and other organization offering organized options 
should be developed. 

0 Anti-managed care: Attempts to limit choice by inhibiting the development of 
HMOs and other organized systems of care, such as anti-managed care 
proposals and changes to current antitrust law, should be rejected; where such 
anti-managed care laws exist, they should be preempted. 

o Deemed status: To enhance and streamlii^ Medicare's quality assurance 
program, organized offerings that are accredited under standards at least as 
stringent as those established by the Medicare program by private sector 
organizations such as the National Committee for Quality Assurance (NCQA), 
the Joint Cominission for the Accreditation of Healthcare Organizations 
(JCAHO). and the Accreditation Association for Ambulatory Health Care 
(AAAHC). should be deemed to con^ily with apiplicable Medicare quality 
standards. 

As a broader range of options become available to Medicare beneficiaries the standards 
established in all of these areas must be comparable. We have carefully considered the way in 
which the current framework of federal regulation for HMOs and CMPs can form the 
foundation for this expanded participation. Our recommendation, one that is consistent with 
an approach chat has been adopted by the NAIC. is to require that all options that involve 
comparable elements or activities should meet the comparable standards for those activities. 
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How would this work? 

Many organized systems of care provide services to their enrollees primarily through 
affiliated providers, and ordinarily wilt not cover services furnished by others. Because the 
universe of providers available to their enrollees is defined, the current framework requires 
these plans to meet standards designed to assure access to care through those providers. 
Indemnity coverages pay for services but do not lake responsibility for providing care through 
arrangements with providers. Such plans would be subject different standards for access, 
because they do not perform coordination of care functions that are carried out by HMOs. 

By contrast, every health plan seeking to participate in the Medicare program will 
engage in marketing activities in order to enroll Medicare beneficiaries; thus, they should be 
held to comparable marketing standards in areas such as the accuracy of their marketing 
materials and avoiding prohibited marketing activities, such as door-to-door solicitation and 
offering gifts to induce enrollment. Likewise, every option to which Medicare makes a 
capitated payment for an enrolled beneficiary — regardless of who owns the entity offering the 
option or how its delivery system is organized — has accepted risk and must be held to 
comparable solvency standards designed to ensure it is able to deliver promised benefits 
without interruption. 

Requiring all options to meet comparable standards is critical to ensuring that all 
beneficiaries can have the same confidence in the soundness of the option they select. It is 
also critical to ensure that all options compete utKler comparable rules on the basis of quality 
and cost effectiveness. Therefore, the standards established for the range of choices under a 
modernized Medicare program are one of the paramount elements that make the choices 
meaningful for beneficiaries. 

GHAA strongly believes that the way you resolve the issue you are considering here 
today will be critically important in determining the success or failure of any Medicare reform 
initiative emerging from the I04th Congress. The standards that Medicare options must meet 
will have a major impact on whether or not the new choices available to beneficiaries in a 
restructured Medicare program are capable of delivering the benefits and quality of care they 
have promised to provide - and of doing so over the long run, not just for a year or two. And 
(his. in turn, will help determine whether Medicare beneHciaries see them as reasonable 
alternatives to the current fee-for>service Medicare program. 

Congress will undoubtedly be asked to relax some of the current standards as it 
expands the number and type of available health choices for Medicare beneficiaries. Those 
making such requests may argue that a particular option is distinguishable from existing 
HMOs - or that temporary relief is needed during an initial start-up phase. While GHAA 
does not necessarily believe that all such requests should be rejected out-of-hand, it believes 
that the greatest risks to Medicare reform lie in its initial stages, aixl we urge Congress to 
evaluate requests for differential standards in light of whether, if granted, they will increase 
or decrease the likelihood that the option in question will meet the needs and expectations of 
Medicare beneficiaries and remain financially viable. It will not take many health plan failures 
to discredit Medicare reform in the eyes of the public — setting back reform and imposing a 
substantial financial burden on (he program and the taxpayer who ultimately stands behind the 
failed plan. 


: While GHAA favors strong and comparable s tandar ds for 
all options - and believes that existing HMO/CMP standards provide the best framework upon 
which to build -- there is room for improvement in (he way the current standards are being 
administered. Changes in HCFA’s focus on individual claims payment and basic improvements 
in administrative mechanisms can help enhance the modernization of the choices available to 
beneficiaries. 


Transitioii to new model: HCFA needs to begin the process of reorienting its 
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approach from management of the transactions in a fee-for-servicc system to 
implementation of a beneficiary choice model oriented toward oversight of 
organized delivery systems. 

o Administrative procedures and processing of applications: In the short-term, 
HCFA should take immediate steps to improve administrative procedures aiKl 
processing time; 

reduce the time it takes to process and approve two types of applications 
from HMOs: initial applications to serve Medicare beneficiaries, and 
applications from approved plans to expaixi their service area and be 
able to serve additional Medicare beneficiaries; 

simplify administrative procedures for ^bmission and processing of 
applications (i.e., permit information associated with the application to 
be submitted on computer disk); and 

streamline oversight of multi-state oi^anizations. for example by 
eliminating duplicative filing requirements and facilitating 
communications among regions. 

0 Policy guidance/ regional variations: HCFA should take steps lo identify and 
narrow the variation in interpretation of policy by regional offices and promote 
consistency in decision making in such areas as review and approval of 
contracts, products, and marketing materials; this should include the 
development and issuance of guidelines for regional offices. 

Anti-managed care proposals : Finally, we would be remiss in testifying on standards 
for a broadened range of Medicare options if we failed to address proposals that would require 
HMOs and other organized offerings to contract with certain providers and to follow complex 
and burdensome procedures for credentialing and selecting providers. GHAA opposed such 
proposals last year in the context of comprehensive fiealth care reform, and we oppose them 
now in the context of Medicare reform. Current HMO/CMP standards address the issue of 
beneficiary access to care in considerable deiaU and are designed to protect consumers in key 
areas. Like other anti-managed care proposals, these proposed restrictions run counter to the 
central requirements of a system that is based on an array of choices competing on their ability 
to provide high quality, cost-effective care. Such provisions, if enacted, could undermine the 
ability of HMOs and other organized systems of care partkiipating in the Medicare program to 
select the physicians best suited to the needs of their members. 

Conclusion 

GHAA appreciates this opportunity to present our views about modernizing the 
Medicare program and establishing standards for the choices that will be available to 
beneficiaries. We look forward to working with the Committee on this issue, and 1 would be 
pleased to answer any questions that you may have. Thank you. 
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aHAA 


Quality Assurance in HMOs 
Medicare Requirements and NCQA Accreditation 
Standards' 


‘ In this document. "CFR" refers to the Code of Federal Regulations . "Review Guide" 
refers to the Medicare Contractor and Performanace Monitoring System. Review Guide 
(ExtemaP (1993 revision). AH NCQA references are to NCQA Standards for Accreditation . 
1994 edition. 
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Subject 

Regulations 

Agency Guidance 

Quality 

Ongoing quality assurance I 

Ongoing QA program 

Assurance 

program; must have ongoing i 

See also: Review Guide 

Program 

quality assurance program 
meeting four conditions: 

section VI. pp VI 1,2 

§1876 



1 (c)(6) 

Stresses health outcomes 

Stress on health outcomes See 

Social 


also: Review Guide, section 

Security 


VI. ppVl 2.3. 

Act 




Provides review by 

Peer review 


physicians/olher health 

See also: Review Guide, 


professionals of the process 
of providing health services; 

Section VI, p VI 3. 


Data collection. 

Systematic data collection 


interpretation, intervention: 

See also: Review Guide, 


uses systematic data 
collection of performance, 
patient results; interprets data 
to practitioners; institutes 
needed change 

section VI, VI 3,4. 


Includes written procedures 

Remedial 2 u:tion 


for taking remedial action 

See also: Review Guide, 


when 

• inappropriate or 
substandard services 
are provided 

• services that ought to 
be provided have not 
been provided. 

42 CFR 417,106(3); 417.418 

section VI, p. VI 4. 


NCQA 

Ongoing quality 
improvement (QI) program 
is designed to monitor and 
evaluate quality and 
appropriateness of care and 
service provided members 
and pursue opportunities for 
improvement. QI 5.0 - 
5.4.3 

Clearly defines and assigns 
to appropriate individuals 
organizadonal arrangements 
and responsibilities for QI 
processes. QI 1.0 -2.5 

QI committee is accountable 
to the HMO's governing 
body . Demonstrates 
evidence of a formally 
designated structure, 
accountability at the highest 
levels of the organization 
and ongoing and/or 
continuous oversight of the 

QI- 

QI 2.0 -2.5 

Documents and reports to 
appropriate individuals 
findings, recommendations, 
actions taken as a result of 
QI activity. QI 3.0 -3.3 

Takes an active role in 
improving the health status 
of members. QI 8.0 - 8.3 
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NCQA 

Incorporates into all 
provider contracts and 
employment agreements 
requirements to participate 
in QI activities. Specifies 
that hospitals and other 
contractors will allow 
access to medical records of 
HMO. 

Uses measurements. QI data 
collection, and analysis to 
track quality in^rovement. 
QI 9.0 -9.2.1 

Establishes standards for the 
availability of primary care 
providers and access. 
Assesses performance 
against these standards. 

QI 7.0 

Uses a variety of 
mechanisms to identify 
important areas for 
improvement and to set 
meaningful priorities. 

QI 6.0 - 6.4 

Takes actions to improve 
quality and assesses the 
effectiveness of these 
actions through systematic 
follow-up. QI 10.1 - 10.3 
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Subject 

Regulations 

Agency Guidance 

NCXJA 

Quality 

Assurance 

Program 



Evaluates the overall 
effectiveness of its Ql 
program. Ql 11.0- 11.2 

If any Ql activities are 
delegated to contractor, 
demonstrates evidence of 
oversight of the contracted 
activity. Ql 12.1 - Ql 12.2.2 

Utilization 

manage- 

ment 

HMO must have effective 
procedures to 
monitor utilization and to 
control the costs of services 
and to achieve utilization 
goals, which may include 
mechanisms such as risk 
sharing, financial incentives, 
or other provisions agreed to 
by providers. 

42CFR417.103Cb) 

See also: Review Guide, 
section (11, code UM01, p. Ill 

I. 

HMO must have a 
documented utilization 
managemenl program 
description that describes 
both delegated and 
Dondelegated activities. 

UM 1.0 

Uses qualified medical 
professionals to supervise 
review decisions where 
procedures are used for 
preautborizatioD and 
concurrent review. 

UM 2.0 -2.2 

Has a set of written UR 
decision protocols based on 
reasonable medical 
evidence. 

UM3.0 -3.3.1 

Efforts are made to obtain 
all necessary information, 
including pertinent clinical 
information, and 
consultation with treating 
physicians as appropriate. 

UM 4.0 
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Subject 

Regulations 

Agency Guidance 

NCQA 


Utilization 

manage- 

ment 



Makes decisions in a timely 
manner depending on the 
urgency of the situation. 
UM5.0 

Clearly documents reasons 
for denial and makes them 
available to member. 

Denial notification includes 
appeal process information. 
UM 6.0 

Has policies and procedures 
in place to evaluate 
appropriate use of new 
m^ical technologies. 

UM 7.0 -7.2 

Has mechanisms to evaluate 
the effects of the program 
using member satisfaction 
data, provider satisfaction 
data, and/or other 
appropriate means. UM 8.0 

If the HMO delegates any 
UM activities to contractors 
demonstrates evidence of 
oversight of the contracted 
activity. 

UM 9.0 
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Chairman Thomas. Thank you very much, Mr. Walworth. 

Ms. Lehnhard. 

STATEMENT OF MARY NELL LEHNHARD, SENIOR VICE 

PRESIDENT, POLICY AND REPRESENTATION, BLUE CROSS 

& BLUE SHIELD ASSOCIATION 

Ms. Lehnhard. Mr. Chairman and Members of the Subcommit- 
tees, my name is Mary Nell Lehnhard. I am senior vice president 
for Policy and Representation for the Blue Cross & Blue Shield As- 
sociation, and I am here representing the 68 Blue Cross & Blue 
Shield plans. 

We appreciate this opportunity to testify on the appropriate 
standards that you are considering in introducing more choice of 
programs into the Medicare Program. Blue Cross & Blue Shield 
plans are eager to participate in broadening the choice of options 
to Medicare beneficiaries. These plans currently enroll more than 
30 million Americans in a range of managed care network products 
that include HMOs, PPOs, and point-of-service products. Thirteen 
Blue Cross & Blue Shield plans currently have risk contracts, and 
30 plans are in the process of qualifying for these contracts. 

As you consider specific standards for these new types of health 
plans, we urge you to keep in mind three general recommenda- 
tions. First, the existing standards in 1876 which set the standards 
for the risk contracts already provide a comprehensive framework 
for consumer protection. We do not think you need to look any fur- 
ther. These standards cover such protections as open enrollment, 
solvency standards, consumer grievance procedures, health plan 
marketing, coverage of emergency and out-of-network services, ex- 
planation of benefits, and continuation of coverage upon contract 
termination. We have appended to our testimony a list of those 
standards. We think these standards have served beneficiaries very 
well and we urge you to resist more regulation. 

Second, in applying these standards to the new options, we rec- 
ommend three things: First, apply these standards uniformly to all 
twes of health plans that offer coverage to Medicare beneficiaries. 
This includes health plans offered by imysicians and hospital orga- 
nizations, the so-called PHOs. Second and very importantly, re- 
quire all participating health plans to be licensed by the State in 
which they operate. Again, this would include the PHOs. 

Health plans that participate in Medicare are going to be accept- 
ing. All of them, whether a PHO, HMO, or point of service are 
going to be accepting an insurance risk of providing services in ex- 
change for a capitation payment from Medicare. This is the busi- 
ness of insurance, and beneficiaries will not be protected unless the 
health plans meet very carefully designed insurance or HMO laws 
on solvency and other consumer protections. 

The National Association of Insurance Commissioners is cur- 
rently working aggressively on a strategy to assure that PHOs that 
accept capitation payments are licensed either as insurance compa- 
nies or HMOs in the States. 

The third recommendation with respect to the application of 
those existing standards is to use private accreditation, where pos- 
sible. You have heard today that Medicare has already laid a foun- 
dation for this. Hospitals that are accredited by JCAHO are 



131 


deemed to be in compliance with the Medicare standards. In other 
words, it is very simple: Congress sets the standards and if a pri- 
vate accreditation organization wants to participate in deeming 
those standards, then their private rules have to encompass Medi- 
care or be equal to or better than, and HCFA would make that de- 
termination. 

Beyond the obvious cost implications of reducing costs for health 
plans, private accreditation should be encouraged, because it would 
first say to beneficiaries that their health plan meets the same 
high standards that major employers are demanding, and, second, 
provides beneficiaries the advantages of private market demand for 
not just the infrastructure rules, but the performance measure- 
ments and the information on performance that would be given to 
purchasers. 

Our third and final overall recommendation as you develop these 
rules is to recognize the two facets growing in most popular man- 
aged care products. PPOs encourage the use of a health plan’s net- 
work by offering lower cost sharing when the network providers 
are used. And point of service, actually the most popular product, 
point-of-service products rely on lower cost sharing to encourage 
use of the network providers, but they include certain important 
features of HMOs, primarily primary care referral requirement and 
authorization for specialty services. 

Mr. Chairman and Members of the Subcommittees, this is a sum- 
mary of our recommendation and we look forward to working with 
you. 

[The prepared statement and attachment follow:] 
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STATEMENT OF MARY NELL LEHNHARD 
SENIOR VICE PRESIDENT 
BLUE CROSS & BLUE SHIELD ASSOCIATION 


Mr. Chairmen, and members of the committees, I am Mary Nell Lehnhard, Senior 
Vice President, of the Blue Cross and Blue Shield Association, the coordinating 
organization for the 68 independent Blue Cross and Blue Shield Plans. 

Collectively, the Plans provide health benefits protection for 68 million people — 
including more than 7 million Medicare subscribers with supplemental (Medigap) 
insurance coverage and 200,000 beneficiaries enrolled in Blue Cross Blue Shield 
HMOs 1 appreciate the opportunity to testify before you on ways to strengthen and 
improve the Medicare program. 

Our statement today primarily addresses the issue of setting appropriate standards 
for private health plans offered to Medicare beneficiaries and the role of federal, 
state and private agencies in the oversight of these standards. In our view, the 
structure of standards established under Section 1876 by the Social Security Act 
offers a comprehensive framework for health plans to be made available to seniors. 
We recommend, in addition, that: 

• health plan standards be applied uniformly to all health plans, including those 
sponsored by physicians and hospitals (PHOs); 

• all health plans offered to Medicare beneficiaries be licensed to offer health 
care coverage by the state and 

• that Medicare expand Its reliance on private accreditation to certify 
compliance with applicable federal health plan standards. 

In addition, we recommend that Medicare move quickly to expand the availability of 
health plans such as PPOs and Point-of-S^ice plans. 

In 1965, the Medicare program was designed to give seniors and the disabled 
access to mainstream medical care and coverage modeled after the most common 
kind of health insurance available to those under age 65 — health insurance that 
was pioneered by Blue Cross and Blue Shield Plans. Since 1965, mainstream 
coverage in the under 65 population has changed and Blue Cross and Blue Shield 
Plans have led the way with innovative managed care options. 

In an effort to make more comprehensive benefits available at lower cost, Blue 
Cross and Blue Shield Plans have successfully developed and marketed to the 
working population a wide range of heatth plan options. Blue Cross and Blue Shield 
Plans Plans, collectively, have enrolled ne^y 30 million subscribers in managed 
care products Blue Cross and Blue Shield, collectively, have the largest number of 
subscribers enrolled in HMOs, 

Medicare, however, has not changed. C^ly 10 percent of Medicare beneficiaries 
have enrolled in HMOs, More tellingly, the options that dominate the under-65 
market — Preferred Provider Organizations (PPOs) and Point-of-Service (POS) 
products — are not available to beneficiaries. Medicare can best be strengthened 
by making available to Medicare beneficianes the same broad range of options that 
have been widely adopted by the under-65 population. 

Blue Cross and Blue Shield Plans are working to make the current limited Medicare 
options available to seniors Thirteen Blue Cross and Blue Shield Plans offer 
HMOs or similar coverage to Medicare beneficiaries. As of the end of last year, 

Blue Cross and Blue Shield HMOs erirofled more than 200, OCX) Medicare 
beneficiaries, and the number is growing rapidly. In addition, nearly 30 Blue Cross 
and Blue Shield Plans are in the process of developing and launching risk-based 
HMO products to offer to Medicare beneficiaries. 

In the more traditional area of Medigap coverage. Blue Cross and Blue Shield Plans 
have also been innovators Medicare Select products offer beneficiaries more 
affordable Medigap coverage that relies cm a selected network of providers. The 
Select products are, in fact, virtually the CHiiy way Medicare beneficiaries can obtain 
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PPO-like or POS-like coverage. We believe that these products have a vital role to 
play in offering superior coverage to Medicare beneficiaries and have demonstrated 
the need for expanding the range of health plan options in a revitalized Medicare 
program. 


Guiding Principles for Reform 

We believe that Medicare should move beyond the current limited options offered to 
seniors. Medicare should apply the lesson learned by the private sector that private 
competitive markets offer a better solution to the problem of controlling costs, 
assuring quality, and providing better coverage than central bureaucratic controls. 

In applying this lesson, we believe that three principles should guide the effort to 
revitalize the Medicare program 

□ Medicare beneficiaries should be able to obtain coverage from the same 
range of mainstream health care coverage options that millions of working 
men and women rely on, including HMOs, PPOs, and Point-of-Service plans, 
in addition to the traditional indemnity coverage offered by the Medicare 
program 

a Medicare beneficiaries should be able to choose coverage within a 

competitive market in which private organizations design, develop, manage 
and offer innovative products to provide beneficiaries better coverage at a 
better total cost The federal government should continue to offer the 
traditional program as an option for beneficiaries — but should rely on private 
health plans to offer alternatives to traditional coverage. 

a Medicare should rely on a combination of federal, state and private 

accreditation organizations to make available to beneficiaries licensed health 
plans that offer high quality care and good value, and to supply beneficiaries 
with the comparative information that will enable them to select the health 
plan that best meets their needs. 

The federal government should strive to establish a competitive private market that 
meets the needs of seniors for high quality medical care and coverage. The federal 
government should protect beneficiary interests by adopting regulations that 
promote vigorous, responsible competition by emphasizing outcomes and 
performance over process and paper work compliance. A program restructured 
along these lines would work as follows: 

a Medicare beneficiaries would have the option of obtaining coverage from 
among certified private health plans or the traditional Medicare program. 

□ Only health plans that are offered by licensed insurers and HMOs (or other 
licensed entities), and meet federal standards would be able to participate. 

To the extent possible, the federal government should rely on private 
certification and state licensure to determine compliance with standards. 

□ Health plans would have maximum flexibility to design products that meet the 
diverse needs of the Medicare population within basic standards for 
adequacy of benefits. 

□ Medicare would determine the contribution that it would make toward the cost 
of coverage provided by a health plan related to the actual costs of Medicare 
beneficiaries. 

□ Beneficiaries would select a health plan and pay the health plan the 
difference between the Medicare contribution and the premium established 
by the health plan Beneficiaries would be able to switch health plans at 
least annually. 

A restructured, competitive Medicare market can provide beneficiaries access to 
innovative health plan coverage options that millions of working Americans currently 
enjoy. 
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Specific Principles for Health Plan Standards 

Standards to safeguard vital beneficiary interests are a necessary part of any 
Medicare reforms designed to expand access to private health plans Standards 
should be designed to encourage, not stifle, innovation in the design of products 
and the management of costs. They should emphasize the results that the health 
plan delivers to its subscribers, not detailed procedural requirements 

The existing requirements for Medicare capitated programs, Section 1876 of the 
Social Security Act, establish a comprehensive framework for consumer protections. 
(An outline of these requirements is attac^ied.) These standards address: 

• open enrollment; 

• solvency; 

• health plan capacity; 

• grievance procedures; 

• health plan marketing; 

• coverage of emergency services; 

• continuation of coverage upon termination of contracts; 

• explanation of benefit limitations such as requirements to use network 
providers; etc. 

We believe that this extensive lisf of standards speaks for itself. Even a cursory 
review of the attachment suggests that heaitft plans do not suffer from a lack of 
standards Congress should resist calls for still more regulation of the details of 
provider selection and contracting or utilization management. We believe that the 
current standards sufficiently protect consumer interests. 

In applying these standards to health plans, however, we believe that Congress 
should: 

• uniformly apply the same health plan standards to all types of health plans 
offering coverage to Medicare beneficiaries, including health plans 
sponsored by physicians and hospitals (PHOs); 

• require all participating health plans to be licensed to offer health benefit 
plans by the states in which they operate; 

• rely more extensively on private accreditation or state certification to identify 
the plans that comply with its requirements. 

A few comments on the second and third of these three points is in order. State 
licensure is important to make sure that the health plans available to seniors meet 
solvency and other financial standards. Federal law should, however, preempt 
state laws that restrict the ability of managed care plans to actually manage costs 
on behalf of their subscribers. 

Private accreditation would reduce the Medicare program's administrative costs and 
avoid imposing duplicative costs of regulatory compliance on health plans and 
consumers. Medicare has successfully relied on private accreditation to determine 
compliance with the Medicare conditions of participation for hospitals. Hospitals 
that are accredited by the Joint Commission for the Accreditation of Healthcare 
Organizations are deemed' to be in compliance with the Medicare standards for 
hospitals. Those hospitals that are not accredited (for the most part small, rural 
hospitals) may be certified by the states under cooperative agreements with the 
federal government. We believe this model has potential application to health 
plans. 

The private accreditation organizations that employers are beginning to use to 
certify their health plans offer a foundation for Medicare to use to certify compliance 
with its standards. We believe, however, that accreditation should be one means of 
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demonstrating compliance with Medicare health plan standards, not a requirement. 
The purpose of accreditation is to reduce administrative costs by accepting a 
private certification as evidence that the health plan satisfies Medicare standards. 
Medicare would determine v/hether an accrediting organization's standards are, in 
fact, at least as rigorous as Medicare's ovim standards. 

We believe that using accreditation to certify compliance with federal health plan 
standards has significant merit for two additional reasons. It would say to 
beneficiaries that the health plan meets the same high standards that health plans 
offered to millions of employed Americans meet. 

In addition, private accreditation is demonstrating innovative approaches to setting 
standards and reviewing health plan performance that will keep pace with the 
demands of a competitive — and demanding — marketplace. For example, NCQA 
has pioneered the development of methods of measuring performance and is using 
these measures both in the accreditation process and as a means of providing 
comparative performance information to purchasers We believe that Medicare 
should learn and benefit from this private sector innovation 


Standards for Health Plan Options 

Medicare's rules and regulations governing benefit design are showing their age. 

For all practical purposes, Medicare limits the private health plan choices that are 
available to beneficiaries to those that were available in the early 1970s: traditional 
indemnity coverage and the close-panel HMO. 

The Medicare program is making some attempt to expand the range of choices 
available to beneficiaries. We support these efforts, but believe that Medicare 
should go further, faster. There is today — after more than fifteen years of 
development and real-world testing in the market — nothing experimental about 
products that combine a provider network with more limited coverage of out-of- 
network services. Medicare should take steps to rapidly expand the availability of 
two well-tested health plans: 

• Preferred Provider Organization products which would create incentives for 
consumers to use the health plan’s provider network in the form of lower cost 
sharing when a consumer receives care from a provider that is part of the 
health plan's provider network. 

• Point-of-Service products also rely on lower cost sharing to encourage use of 
the health plan's provider network, but they include other features of HMOs, 
including primary care referral and authorization for specialist services. 

In both types of products, when a subscriber is referred to a non-network physician 
or other provider for services that are not available within the provider network, the 
services will be covered as an ‘in network' service (i.e., at the lower cost sharing 
amount). 

Beyond this relatively simple rule, the design of out-of-network benefits should be 
left substantially to the dictates of the market place. Federal law should not 
prescribe, in detail, cost sharing for out-of-network services. Such regulations, 
while well intentioned, will increase the cost of coverage by limiting the incentives 
for subscribers to use the providers that have agreed to participate in the health 
plan's provider network. 


Conctusion 

We appreciate this opportunity to present our perspectives on Medicare reform, 
generally, and the more specific changes that are needed in health plan standards. 
We believe that Medicare already has in place a comprehensive set of health plan 
standards. Improvements can be made in three areas 
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• the uniform application and enforcement of health plan standards to all types 
of health plans offered to seniors; 

• allowing only entities that are licensed by states to offer health plans to make 
coverage available to Medicare beneficiaries; and, 

• the introduction of private accreditation by organizations recognized by 
Medicare as adopting standards at least as rigorous as those established in 
federal law as an alternative means of demonstrating compliance with health 
plan standards 

We look forward to future opportunities to share with the Committee the results of 
our analyses as they are completed over the upcoming weeks and to work with you 
as you take up the complex challenge of bringing Medicare into the 1990s and 
putting it on a sound footing to face the 21st century. 
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Attachment: Section 1876 standards 

Section 1876 of the Social Security Act already establishes a comprehensive 
framework of consumer protection regulations. Section 1876(c) establishes a broad 
range of standards designed to protect consumers; 

□ Subsection 1 876(c)(2)(A) requires health plans to cover the services covered 
under Part A and B of the traditional program and allows health plans to offer 
supplemental benefits as an option available to beneficiaries. 

□ Subsection 1876(c)(2)(B) requires risk-contractors to comply with Medicare’s 
national coverage determinations or policies. 

□ Subsection 1876(c)(3)(A) requires risk-contractors to have an annual 30 day 
open enrollment period, and to maintain continuous open enrollment for any 
beneficiary who loses coverage because another risk-contractor’s contract is 
terminated 

□ Subsection 1 876(c)(3)(B) requires health plans to terminate a subscribers 
enrollment within one month of the subscriber's notice of termination. 

a Subsection 1876(c)(3)(C) requires marketing materials and practices of risk- 
contractors to be approved by the Secretary and prohibits the use of 
materials that are inaccurate or misleading. 

a Subsection 1876(c)(3)(D) prohibits risk contractors from refusing to enroll or 
renew coverage on the basis of a beneficiary’s health status. 

□ Subsection 1876(c)(3)(E) requires risk contractors to provide subscribers 
with an explanation of: 

• benefits, 

• out-of-network coverage, 

• out-of-area coverage, 

• emergency coverage, and 

• appeal rights/procedures. 
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□ Subsection 1 876(c)(3)(F) requires risk contractors to provide 'continuation 
coverage’ in the form of supplemental benefHs for up to six months In the 
event that it terminates its contract with Medicare. 

a Subsection 1 876(c)(4) requires risk contractors to make services ‘available 
and accessible " to all subscribers wrfo reasonable promptness and whenever 
medically necessary 24 hours a day arxi seven days a week. 

a Subsection 1876(c)(5) requires risk contractors to establish grievance 

procedures It also allows members who are dissatisfied with the outcome of 
the grievance procedures to submit unresolved disputes to an appeal to the 
Secretary and to seek judicial review. 

a Subsection 1 876(c)(6) requires risk contractors to establish a quality 

assurance program for the health services that it provides to its subscribers. 

□ Section 1 876(c)(7 ) limits (he liability of foe nsk-based contractor for primary 
coverage of medical care that is in progress at foe time the beneficiary elects 
coverage from the risk contractor. 

□ Section 1 876(c)(8) requires risk contractors to comply with Medicare 
regulations concerning advance directives. 

In addition to these standards, 

a Section 1676(h) establishes solvency standards; and. 

Q Section 1876(i) establishes various administrative standards foat risk 
contractors must meet, including; 

• prohibitions on actions designed to deny or discourage enrollment by 
beneficiaries in need of substantial future medical services; 

• requirements for review by Peer Review Organizations; and, 

• restrictions on the type of contractual relationships that foe health plan can 


enter into with providers. 
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Chairman Thomas. Thank you very much for your testimony. 

Does the gentleman from North Carolina wish to inquire? 

Mr. Burr. Thank you, Mr. Chairman. 

Dr. Bristow, the rest of the panelists thank you. We just saw 
each other last week, so I will be very brief with you, because I 
have had an opportunity recently. 

Dr. Bristow, does the AMA believe that a market-driven system 
can meet or exceed the quality of care standards currently under 
the HCFA driven plan? 

Dr. Bristow. Thank you. Congressman. We certainly do believe 
that that is feasible to do bv utilizing a good deal of the private 
sector efforts that are alreaay underway, some of which you have 
heard testimony from earlier today. We believe that by brinjping 
those private sector coordinates together with representation from 
government, the insurers, the purchasers in the form of business 
and consumers, that certainly one could be able to develop the sort 
of guidelines that are needed for assessing outcome studies, assess- 
ing effectiveness studies, putting together practice guidelines that 
would, we believe, be even more effective in terms of assuring qual- 
ity care to Medicare recipients than they have today. 

Mr. Burr. Let me ask you a question as it relates specifically to 
your proposal. You mentioned that physician networks are able to 
assume risk, effect self-insure by securing the risk with their assets 
and their services. Yet, you also acknowledged that these groups 
lack capital, the management infrastructure, and I think to some 
degree the resources that managed care companies currently have 
in the marketplace. 

I guess my question would be, help me sell the fact that a deci- 
sion to go to something like what you are proposing is responsible 
on the part of the Congress of the United States. 

Dr. Bristow. The rationale behind our suggestion is that the 
physician and provider network would already have that which an 
insurer would nave to go out and purchase and therefore has the 
capability, if there is a shortfall in terms of funding, to still provide 
the services by virtue of the contractual arrangement that they 
have made. So capital is not important. Capital is still important, 
but the degree of capital reserves that an insurer has to have we 
believe would be excessive for those who have the capability of as- 
suring that the services are going to be provided. 

Mr. Burr. Let me move quickly, if I can, because the clock in 
Ways and Means is much quicker than the clock in Commerce. Mr. 
Sprenger, risk reward savings, could you define that for me? 

Mr. Sprenger. Sure, this is where you accept a certain amount 
of risk within a quarter in that if you can help save costs, you get 
to keep some of that reward. 

Mr. Burr. Insurer or beneficiary? 

Mr. Sprenger. The insurer and the provider. 

Mr. Burr. The reason I ask is that the administration has re- 
ferred to that as financial coercion and would be vehemently op- 
posed to any sharing of those savings with seniors in this country, 
and I think that testimony has already been made. 

You indicated that a partial capitation arrangement might be an 
option with Medicare Programs. I think the exception would be 
that you would propose not to assume the risk for the high-cost 
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cases or the worst case scenarios. Was that an accurate descrip- 
tion? 

Mr. Sprenger. No, not at all. What it was was a shared risk. We 
agree with my colleagues at the table here who talk about the fact 
that if we as a group of providers are going to become an insurance 
company and assume all of the same risk that they assume, we 
need to be regulated and we need to be licensed in the same way. 

What we are talking about is there are parts of this country 
that 

Mr. Burr. I can see people turning to me sa^ng if we allow you 
to assume a level of risk up to a point, you have written a plan 
that lets them really skim the cream. 

Mr. Sprenger. You would have all the same requirements in 
terms of who you enroll into that risk. This would not be creaming 
off. By risk, I am talking about the risk of taking care of an indi- 
vidual, not risk by their health condition. 

Ms. Lehnhard. Congressman, could 1 interject here? 

Mr. Burr. Yes, ma’am. 

Ms. Lehnhard. I think it is very important to realize that State 
licensure for HMOs and particularly insurance companies already 
recognize that different organizations have different levels of risk. 
We are subject to a range of different reserve requirements based 
on different types of business we have. The business that we have 
with HMOs that we provide only a stop loss, we do not have to 
have the same level of reserves for. 

What I think is very important to realize is that the contract 
that a PHO would have with Medicare to accept the capitation pay- 
ment, that transfers risk and the PHO would further transfer risk 
to the physicians participating. That is another contract. A number 
of States have already said that is illegal, unless they are licensed 
as an insurance company or an HMO. They do not have to reserve 
at the level that our fully insured business does. 'There is adequate 
adjustment for that. 

Mr. Burr. Mr. Chairman, one last question, if I may. I believe 
this is venr important and I would like to direct this to Ms. 
Lehnhard. If we in fact try to inject choice into the senior self-care 
^stem, how many options do you see that Blue Cross & Blue 
Shield itself creates for that possible scenario? 

Ms. Lehnhard. In addition to the current HMO option, we think 
there are two that we would like to put on the table, and that is 
one of service, which is bv far and large the most rapidly growing 
option, and that lets people go outside the network when they need 
to, and also the preferred provider option. What is ironic is that the 
options that people are voting with their feet on are most popular 
and not available to Medicare beneficiaries. 

Mr. Burr. In fact, the debate is not over HCFA as it exists and 
an HMO. We are not limited to two choices? 

Ms. Lehnhard. We think the basic proCTam should continue to 
be available, but we think you can put at least HMO point of serv- 
ice and PPO very distinct products on the market. 

Mr. Burr. I thank all of you. We have run out of time. Mr. 
Chairman, I yield back. 

Chairman Thomas. The gentleman’s time has expired. I will tell 
the gentleman that he perhaps inadvertently reinforced Einstein’s 
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theory of relativity, because I understand that the Commerce clock 
is 5 minutes and our clock is 5 minutes. The difference is you may 
be having more fun here than in Commerce. [Laughter.] 

Does the gentleman from California wish to inquire? 

Mr. Stark. Thank you, Mr. Chairman. 

I have basically two questions. I wish we had more time, but the 
Chair wants to cover a lot of ground here today. I referred earlier 
to a letter written by Secure Horizons — PacifiCare, a for-profit oper- 
ator of health plans, in responding to an advocacy group represent- 
ing a patient who was unhappy. What Secure Horizons says is 
please be advised that Secure Horizons is not a provider of medical 
care; rather, it pays independent health care providers and the 
physicians and other providers of treatment that are independent, 
basically saying to the patient, I am sorry, we are not going to tell 
you. The last paragraph says, “In accordance with the Cmifornia 
Health emd Safety Code, the results of our quality assurance re- 
views are kept confidential.” 

In their marketing brochures, while I suppose a lawyer would 
say they skimmed by here, they say that by administering and co- 
ordinating your benefits, we are able to deliver comprehensive 
health care coverage efficiently and cost effectively. They go on to 
say that they want virtually no paperwork and they want to be the 
premier health care organization, and so forth. 

My sense is that they are selling one thing and providing an- 
other. So I would ask each of you — ^and I have looked at your testi- 
mony and I think all of you advocate choice and having the bene- 
ficiaries be able to select — two questions. Do you not all think that 
the results of quality surveys or accreditation surveys or whatever 
other empirical data and/or subjective data that is available should 
be made available to beneficiaries? That is one question. 

The other question that I would ask is whether all of you feel 
that the entities that you represent will be able to provide or con- 
tinue to provide quality care, if there is over the next 7 years a 
$452 billion reduction in payments for both Medicare and Medic- 
aid? I know the American Hospital Association has suggested $160 
billion. That leaves you $100 billion light just for Medicare. But I 
want to know whether you think that $452 billion in the aggregate 
is about the right amount, too much of a cut, or too little. 

Dr. Bristow, should rankings or studies be made available to 
beneficiaries to help them judge? 

Dr. Bristow. Congressman, we feel very strongly that patients 
should have as mucn information about the quality of care that 
they are trying to select among as possible. 

Mr. Stark. How about getting the numbers. Is $452 billion about 
right, too big a cut, too little a cut? 

Dr. Bristow. We have not examined numbers per se. What we 
have done is said that we believe that we can have quality 

Mr. Stark. The light is going to go on. 

Dr. Bristow. I am sorry. 

Mr. Stark. Mr. Sprenger, should the studies and the reviews be 
available to 

Mr. Sprenger. Absolutely, and in the system I represent, we 
have 99 percent approval from our Medicare enrollees. 

Mr. Stark. What about the $452 billion in cuts? 
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Mr. Sprenger. I can say that cannot happen without some 
change. Some change needs to occur, and what is the amount 

Mr. Stark. Do you think your members could continue to provide 
good quality care with those big cuts? 

Mr. Sprenger. I do not know what the right number is. We did 
support $160 billion, as you referred to, but we know that we can 
only approach the numbers that we are trying to approach if we 
do move into more coordinated care programs with our seniors. 

Mr. Stark. Mr. Walworth. 

Mr. WaliWORTH. Again, I would respond in much the same way 
as the prior two panelists. I think that there is no question that 
studies and comparable factors ought to be part of a program, and 
I think that is one of the critical standards that needs to be devel- 
oped. 

Mr. Stark. And made public? 

Mr. Walworth. And made public. Just to clarify — and I do not 
know the specifics of the Secure Horizons ProCTam that you ref- 
erenced — I think that there is an issue of confidentiality related to 
each specific case review that takes place. 

Mr. Stark. This is the plan’s ranking, not the 

Mr. Walworth. I think that there is no question but what 

Mr. Stark. How about the number? 

Mr. Walworth. I think the number again is part of the whole 
debate we are engaged in and you 

Mr. Stark. You do not have an opinion of whether it is just 
right, too high or too low? 

Mr. Walworth. I do not know the answer, because part of that 
is related to the question of exactly how are we going to respond 
and change the Medicare Program. 

Mr. Stark. I will see if Mary Nell wants to weigh in on this. 

Ms. Lehnhard. We have supported the private accreditation. It 
is my understanding that NCQA on the infrastructure rules makes 
that public to purchasers, and on the performance standards they 
are moving into, HEDIS, the primary objective is to make that 
available to purchasers, so it would be available. 

Mr. Stark. It is a California law that they are hiding behind, 
and I do not really know what the Federal law is. I just think if 
we are going to ask the people to make choices, they have got to 
have something to compare besides advertising brochures. 

Ms. Lehnhard. We agree. 

Mr. Stark. What about the numbers? Is Blue Cross making a 
statement on the numbers? 

Ms. Lehnhard. I agree that the best hope of slowing the rate of 
increase is to move to the 

Mr. Stark. Do you think we can hit $452 billion in cuts over the 
next 7 years? 

Ms. Lehnhard. We are not qualified to answer that. 

Mr. Stark. Thank you. 

Chairman Thomas. Does the gentleman from Iowa wish to in- 
quire? 

Mr. Ganske. Thank you, Mr. Chairman. 

Dr. Bristow, earlier in the hearing there were some rather un- 
kind class warfare type of comments, and I am going to be very 
kind to you because I am not going to ask you to comment on the 
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fact that congressional salaries place Congressmen in the upper 5 
percent, and I am certainly not going to ask you to comment about 
congressional pensions. 

Dr. Bristow. Thank you. 

Mr. Ganske. I would like to ask you and Mr. Sprenger a ques- 
tion about provider antitrust, because I see a relationship develop- 
ing in the PHO area. Have your organizations worked together to 
address some of the areas where we could correct some of the anti- 
trust provisions that are limiting this area? Have you found any 
common ground? 

Dr. Bristow. We have had discussions between the two organiza- 
tions and we are attempting to find common ground. I do not think 
we are prepared at this time to try to report on that, but the dis- 
cussions are ongoing. 

Mr. Ganske. I would very much appreciate it if both of you could 
provide me with specific language on areas in the code related to 
antitrust that are preventing increased competition in this area. 

I want to move really to the subject of the hearing, which is 
standards of care, and I would like to ask Mr. Walworth and Ms. 
Lehnhard if they would care to enter into this. 

You both cautioned the Subcommittees against enacting laws 
which would frustrate the ability of managed care plans to control 
costs, and I certainly agree with that, but you did not specify ex- 
actly what fell into this category. So let me ask you about a few 
specific proposals and you tell me if these proposals are 
“antimanaged care.” 

Would it be antimanaged care to establish and maintain a suffi- 
cient number and geographic spread of providers to ensure that all 
covered services are accessible to each enrollee in a reasonably 
prompt manner? 

Mr. Walworth. From my perspective, not at all. I think it is the 
issue of what goes into those numbers. You will find in most 
HMOs, particularly under State law, that there are requirements 
and guidelines under the Federal HMO requirements, as well, that 
guide access to care, and these become measurements of that ac- 
cess to care. 

Mr. Ganske. Ms. Lehnhard, would it be antimanaged care to en- 
sure a prompt or timely authorization of payment for emergency 
medical care/ 

Ms. Lehnhard. No, and I would make the comment on all three 
of these that Medicare standards currently for risk contract ad- 
dress all of these and NCQA gets into a great deal of detail of look- 
ing at these. For example. Medicare has a 30-minute drive time 
rule on certain types of providers, so there are extensive standards 
in all these areas already. 

Mr. Ganske. Let me specifically ask you, because I have stayed 
in emergency rooms and waited for extended periods of time to get 
authorizations for managed care to go ahead with treatment. 
Would you think it was reasonable, if you placed a call through a 
managed care organization and you have not received a reply with- 
in say 30 or 40 minutes that you could proceed with treatment, and 
then expect payment? Ms. Lehnhard. 

Ms. Lehnhard. I hesitate to comment on that specifically. I do 
not know what the rules are in the accreditation process. There are 
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rules for these things and it is a question in some cases of enforc- 
ing those rules, just like under the basic program. 

Mr. Ganske. That it would not be unreasonable to have some- 
thing related to that issue? 

Ms. Lehnhard. I do not know about specific times, but treatment 
in emergency rooms is definitely part of both the current Medicare 
and accreditation process standards. 

Mr. Ganske. Thank you so much. 

Chairman Thomas. Thank you. 

Does the gentleman from Florida, the Chairman of the Sub- 
committee on Health, wish to inquire? 

Chairman Bilirakis. Yes, Mr. Chairman. Thank you. 

Mr. Sprenger, just one specific question to you and then maybe 
a general one to particularly Dr. Bristow, plus a couple of the oth- 
ers of you. 

Mr. Sprenger, in your written testimony — of course, you men- 
tioned this in your oral testimony, too — ^you talked about the pro- 
vider sponsored networks which, generally speaking, frankly I 
think are a good idea. But you said that Medicare should take ad- 
vantage of the innovations and efficiencies offered by PSNs by join- 
ing them in risk-sharing arrangements. Under such risk-snaring 
arrangements, PSNs would be paid on a partial capitation basis, 
but the risk assumed by the PSN would be limited, and that is 
when you referred to the fact they should be regulated somewhat 
differently. But that is another question and I am not going to go 
into that. 

But who would assume the risks? That is the key thing. Basi- 
cally, my question is, Who would assume the risks that the PSN 
is not subject to? Are we expecting that the beneficiaries would be 
liable in any way whatsoever? 

Mr. Sprenger. No, Medicare now goes under the fee-for-service 
system. You basically are an insurance company and you bear the 
risk for that. What we are suggesting is, for instance — and I am 
sorry Congressman Burr is not here, but his question about that 
quarter of the risk reward — right now, provider CTOups have such 
arrangements with HMOs, with Blue Cross and other organiza- 
tions, where we take a certain portion of the risk, as well as the 
reward in managing care efficiently and effectively. 

W^at we are suggesting is that if we are going to make major 
strides of moving managed care into the Medicare population to de- 
pend upon iust where there are licensed HMOs in order to have 
that kind or risk-reward kind of sharing arrangement, that is why 
we are suggesting that there be an opportunity for provider groups 
to work directly with Medicare. We have communities where the 
50-50 rules do not work, and the 5,000 minimum does not work. 
We have some rural communities where we can start moving into 
managed care and that is that direct relationship we think should 
be done. 

Chairman BiLlRAKis. That is fine, but why should there be a par- 
tial compensation basis? 

Mr. Sprenger. Otherwise we need to get licensed as a full HMO, 
if we are going to take on the full risk. 

Chairman Biurakis. But this is all part of the overall picture, 
is it not, that AMA has made certain recommendations? 
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Mr. Sprenger. That is correct. 

Chairman BiLlRAKis. But if you did not have to go through the 
onerous reflations of trying to get the proper approvals and li- 
censes, and so forth, is there any reason why you should be par- 
tially capitated? 

Mr. Sprenger. No. I think that with provider groups, you are 
going to limit it, though, with a number of provider groups that are 
prepared today to go at full risk. When you deal with populations 
all over the country, they are just not all ready to take on that full 
risk, and I think this is a transition period we are talking about 
and that we ought to start moving some of those managed care 
principles as quickly as we can as choices in the population 

Chairman BiLlRAKis. Dr. Bristow, in the AMA red booklet, you 
suggested this sort of thing, but were you thinking partial capita- 
tion? 

Dr. Bristow. We were thinking that physicians should not be re- 
quired to put up the same amount of reserves an insurance com- 
pany has at risk because of the fact that physicians do have some 
capability of providing the services should the bank run dry, so to 
speak. But they also obviously have the opportunity to purchase re- 
insurance to back up the risk taking that they do assume through 
other entities. We believe that those are all viable ways in which 
provider groups could accept the risk and move on. 

Our problem is that the way the current antitrust laws are writ- 
ten, they were written for a different time, and we do not want 
physicians to be exempted from the antitrust laws. We simply want 
the sort of accommodation that will allow them to compete in to- 
day’s market in a realistic way. 

Chairman Bilirakis. Well, all right. My time is about to expire, 
and I for one want to make the Korean memorial dedication be- 
cause I am a Korean veteran. And I know we have another panel 
to go, so I am just going to yield back the balance of my time, Mr. 
Chairman. But I am very curious about how we should measure, 
how we are measuring physician performance and any rec- 
ommendations on how that should maybe better be done, so pos- 
sibly I give unanimous consent for Dr. Bristow and the others to 
submit that information to the Subcommittees. 

Thank you very much. 

Chairman Thomas. Does the gentleman from Ohio wish to in- 
quire? 

Mr. Brown. Thank you, Mr. Chairman. Thank you for holding 
this joint hearing to both Subcommittee Chairs. 

I am concerned about the standards for managed care, and I do 
not want to be characterized as antimanaged care, but I am con- 
cerned about the standards. I look at something as scaiy, if you 
will, as the drive-through deliveries, that term that has been ban- 
died about, where some insurance companies have basically pushed 
women that have just had children out of the hospital after one 
night’s stay in order to save money, and demonstrating the extent 
to which your health insurance plans are intruding into medical 
practice. I know that physicians are concerned about that. Dr. 
Ganske mentioned that a moment ago, just that physicians’ prac- 
tices tend more and more to be dictated to by insurance companies. 
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Dr. Bristow, in your testimony you state that choice is at the 
heart of your proposal. I also note that the AMA supports allowing 
physicians to charge Medicare beneficiaries the amount that they 
want above what Medicare will pay. If the majority of Medicare 
beneficiaries are making less than $25,000 a year, how can they af- 
ford these extra charges? Increasing the fee-for-service cost, how 
does that increase choice for those people that cannot afford to go 
beyond what they are paying now? 

Dr. Bristow. Well, the i^IA proposal calls for full payment of 
the premiums for those who are below 100 percent of poverty and 
for partial payment of premiums on a sliding scale for those up to 
150 percent of the poverty level. 

We also have a longstanding existing policy within the AMA call- 
ing upon physicians to accept whatever Medicare sets as the pay- 
ment for service for anyone who is below 200 percent of poverty. 
So that we do not believe that the low-income individual is going 
to be hurt by our proposal for those reasons. 

We also feel, however, that there are opportunities, even with a 
low-income individual, to provide positive incentives for them to be 
cost conscious. If there is a wav in which particularly the low- 
income individual can make a judgment as to whether or not to go 
to the emergency room with a cold or wait until tomorrow and go 
and see the doctor in his office with this same cold, and there is 
a possibility that at the end of the year he may get a few hundred 
dollars from his refundable deductible, that is all that we are try- 
ing to encourage: the use of judgment in obtaining health care serv- 
ices. 

We think that is going to have a very salutary effect, and as you 
have seen from our physician paper, the red book. Price 
Waterhouse thinks that that would amount to a substantial sav- 
ings over the course of 7 years. 

Mr. Brown. Well, certainly understanding in the case of someone 
that is home and is sick but probably not sick enough to go to the 
emergency room and makes that decision based on costs that might 
accrue to them, that they may have to pay out of pocket to wait 
until tomorrow to do that, that is not the case every time, obvi- 
ously. The patient is not really making those cost decisions much 
because the patient is relying on the physician. 

How do we cut $270 billion from Medicare as proposed in the 
House with Medicare paying less to doctors — presumably paying 
less to doctors — and find a way that senior citizens are not going 
to have higher copayments, higher deductibles, higher premiums? 
How is that going to happen? 

Dr. Bristow. Well, the proposal that we have put forward sug- 
gests that using the incentive of cost consciousness and individual 
responsibility on the part of the beneficiary, plus making physi- 
cians more price sensitive by making their cost of services available 
to patients is a combination that we think will work effectively in 
terms of ameliorating the rate of increase of cost at the present 
time. 

Mr. Brown. The average senior citizen making $25,000 a year 
pays about 20 percent out of pocket right now for health care costs. 
That number can go up. That is not price sensitive enough? 
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Dr. Bristow. Well, what Price Waterhouse says, Congressman, 
is that of the entire spectrum of Medicare patients, 40 percent of 
them will actually pay less out of pocket with the proposal we have 
made, 50 percent will pay the same out of pocket with the proposal 
we have made, and 10 percent will actually pay more, most of 
those being the high-income elderly. 

Mr. Brown. Thank you, Mr. Chairman. 

Chairman Thomas. Thank you. 

Does the gentleman from Texas wish to inquire? 

Mr. Laughlin. Thank you, Mr. Chairman. 

Ms. Lehnhard, I want to ask you a few questions regarding the 
existing requirements for Medicare capitated programs listed in 
your statement. I want to ask you if these requirements that are 
outlined in section 1876 of the Social Security Act, if Blue Cross 
& Blue Shield has any feeling or opinion whether these standards 
are sufficient to protect consumer interests. 

Ms. Lehnhard. Yes, we think they are sufficient, and they have 
done a very good job of protecting the Medicare enrollees in the 
current HMO risk contracts. 

Mr. Laughlin. Then I want to ask, it is my understanding these 
standards were written some 10 years ago, and would you agree 
that the medical marketplace has changed significantly in the last 
10 years? And if you agree with that, do you have an opinion as 
to whether the Subcommittees should reevaluate these standards 
to determine if they sufficiently reflect the current managed care 
practices? I refer you to your statement where in section 1876(c)(5), 
you state that it “allows members who are dissatisfied with the 
outcome of the grievance procedures to submit unresolved disputes 
to an appeal to the Secretary and to seek judicial review.” As I read 
that, that would require me to go back and tell my senior citizens 
that if they have a grievance, they have got to find a Federal bu- 
reaucrat to take their complaint to. 

Ms. Lehnhard. First of all, I would definitely urge that the Sub- 
committees review these standards to be sure you are comfortable 
with them. Second, I think these standards are backed up by pages 
and pages, hundreds of pages of regulation that change frequently. 
And that is the beauty of these standards, is that they are broad 
and they do allow regulatory interpretation to keep up with the 
market. 

In terms of the people having to go to the Secretary, I think it 
is very appropriate to have the Secretary available as a last resort 
on some types of — and I can very quickly get out of my depth 
here — on some types of appeals. But, again. Medicare and TQA re- 
quire the health plan itself to have a series of appeals available to 
consumers. Whether or not the Secretary is the last step in the ap- 
peal process would be up to the Committees. 

Mr. Laughlin. Well, I want to continue with those standards 
and ask you; Who enforces these standards at the current time? 

Ms. Lehnhard. Right now I believe — and I look to other people 
here — HCFA does. 

Mr. Laughlin. That is my understanding also. 

Ms. Lehnhard. I do not think that there is any deeming in any 
of the 
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Mr. Laughun. I next wsint to ask you, once an HMO is certified 
as meeting the section 1876 requirement, who reviews and evalu- 
ates them to be sure the requirements are being met? 

Ms. Lehnhard. That would be HCFA’s responsibility. 

Mr. Laughun. That is all I have, Mr. Chairman. 

Thank you very much. 

Chairman Thomas. Thank you. 

I will kind of divide the four of you into two groups, and I want 
to ask a series of questions so I can understand either the 
similarities or the differences. 

Dr. Bristow and Mr. Sprenger, what you seem to be saying, a lit- 
tle bit in terms of your desire to do the partial risk with HCFA, 
is that it might be easier for people to understand an analogy be- 
tween a farmer and a city folk, and that when you are dealing with 
food, the city folk have to buy it so they need more money, and the 
farmers do not need as much money because they grow the food 
and they can eat it. You folks are saying you are the providers, and 
so you do not have to pay for part of it; you can provide it yourself, 
and so you ought to be able to create a structure where you do not 
have the same profile. The farmer should not have to have the 
same cash reserves as the city folk because insurance companies 
would have to buy the services that you folks have contained in the 
structures. 

Is that basically the point you folks are making about your struc- 
tures? 

Dr. Bristow. I think that is a very good homey way of express- 
ing it, and I think it does a good job. 

Chairman Thomas. Well, I thought it was rather sophisticated, 
but that is OK [Laughter.] 

Mr. Sprenger. Congressman, I would go one step further. We 
are not advocating that if we were going to take on the full risk 
that we should not meet all the requirements that apply to HMO. 
If we are going to change the rules, it ought to be a level 
playingfield, and the rules ought to change for an HMO as well as 
for those who take full risk. 

I think the important thing for us is: Why aren’t more enrolled 
in HMO plans today? If we are going to 

Chairman Thomas. I understand your point, but you understand 
our concerns that it looks like we are creating a privileged group 
who get to pick and choose a little bit. So that is why I want to 
pursue some questions to understand it. 

In the red book from the AMA, they do describe a profile, which 
is a Physicians Coordinated Care Organization, or something like 
that. Is that basically in your understanding. Doctor or Mr. 
Sprenger, the same thing you are talking about m terms of the in- 
tegrated networks? Are we talking basically about the same thing? 

Mr. Sprenger. In terms of an integrated network, we are includ- 
ing all components. 

Chairman 'Thomas. So that would be similar to what? So you 
folks are both focusing on the same concept, with the understand- 
ing that Medicare would be the fall-back risk responsibility of last 
resort. And it occurred to me in trying to think through that model, 
would HCFA as an entity meet the standards that we currently 
apply to folk to carry out that full risk, any of you? 
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Mr. Walworth. If I may, Mr. Chairman, I think that the propos- 
als that you have heard for partial capitation significantly alter the 
role of the Federal Government as the administrator, because it 
suggests that they are going to do something remarkably different 
than they have been historically doing — that is, really overseeing, 
operationally, the payment of claims on a fee-for-service basis. 

Now you are getting into them being part of a process in which 
they have delegated to someone else the responsibility for manag- 
ing care toward a target, but they are going to be holding the dol- 
lars. 

Chairman Thomas. What is part of my concern, we are taking 
a culture that is locked into a particular arrangement and assum- 
ing that in a relatively short period of time, or almost instanta- 
neously, they turn into a different kind of a structure. It is an in- 
teresting idea. I think we ought to take a look at it because, clear- 
ly, it does get us in the field faster. But I think, Mr. Walworth and 
Mr. Sprenger, one of the problems I have is that I fall back on 
HCFA and I look at them and I just do not see somebody there who 
is ready to assume those kinds of responsibilities. 

Now, the other side, I want to ask you folks, obviously Blue 
Cross & Blue Shield is in a lot of places. Do you have some real 
problems in terms of trying to meet State standards that are dif- 
ferent? Do you see a broad range of standards out there that make 
you folks different in diflFerent States significantly? 

Ms. Lehnhard. Well, we are regulated differently in different 
States. We have supported a level pl^ngfield, but in some States 
we are regulated much like the rest oi the industry, in some States 
we are regulated as the carrier of last resort. 

Chairman Thomas. Well, have you found that in some States the 
standards that you have to meet are pretty much the same or high- 
er than the Federal standards? 

Ms. Lehnhard. I think those types of standards you are talking 
about are unique to the private sector. They have to do with rates 
in a small group market, enrollment practices in the individual 
markets. They do not overlap with the Medicare standards. 

Chairman Thomas. But what I have heard here from a number 
of folks is that when, in fact, they do overlap, the private sector 
standards are oftentimes higher than the Federal standards, and 
that as a matter of fact, some organizations that have met the Fed- 
eral standards flunk the private sector standard. 

Ms. Lehnhard. I know in California there are some unique is- 
sues that I am really not qualified to address. 

Chairman Thomas. Well, my concern is — and I was going to use 
California as another homey example — that in air quality stand- 
ards, California is higher than the Federal standards, and that one 
of the difficulties we have now is that we cannot get the Feds and 
the State together because on the way to meeting the State stand- 
ards, they meet the Federal standards, but the Feds will not allow 
certification for the Federal standards in trying to meet the State 
standards. So instead of pursuing one level which is higher than 
the other, you wind up having to meet two different standards, 
which, in fact, you met in a portion of the other one. I am just 
scared to death that if we try to build up a very heavy, top-heavy 
bureaucratic standard structure, make HCFA better in that regard. 
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we are not only going to not do as good a job as the private sector 
is doing, but create in a State-Federal structure here duplication 
that is not only needless but probably does not do the job we 
thought it was going to do. 

My time has expired, and I want to thank this panel very much. 

Chairman Biurakis [presiding]. I would ask the next panel to 
come forward now, if they would, please. 

Dr. Richard V. Aghababian, chairman of the Department of 
Emergency Medicine, University of Massachusetts Medical Center, 
Worcester, Massachusetts, on behalf of the American College of 
Emergency Physicians, and he is accompanied by Dr. David S. 
Davis, who is the attending physician in North Arundel Hospital, 
Glen Bumie, Maryland. 

And we have Dr. Peggy M. Connerton, director of Public Policy, 
Service Employees International Union. 

As per usual, your written statement is made a part of the 
record, and we would ask you to do the best you could to try to stay 
as close to the 5-minute rule as you might be able to. 

We will start off with Dr. Aghababian. Did I mess that name up 
too badly? 

Dr. Aghababian. No. You have done quite well, sir. Thank you. 
I appreciate that. 

Chairman BiLlRAKis. With a name like mine, I should do well. 

STATEMENT OF RICHARD V. AGHABABIAN, M.D., CHAIRMAN, 

DEPARTMENT OF EMERGENCY MEDICINE, UNIVERSITY OF 

MASSACHUSETTS MEDICAL CENTER, WORCESTER, MASSA- 
CHUSETTS; ON BEHALF OP AMERICAN COLLEGE OF EMER- 
GENCY PHYSICIANS; ACCOMPANIED BY DAVID S. DAVIS, MD. 

ATTENDING PHYSICIAN, NORTH ARUNDEL HOSPITAL, GLEN 

BURNIE, MARYLAND 

Dr. Aghababian. Chairman Thomas, Chairman Bilirakis, I am 
Dr. Richard Aghababian, president of the American College of 
Emergency Physicians, a practicing emergency physician, and 
chairman of the Department of Emergency Medicine at the Univer- 
sity of Massachusetts. 

In 1992, 12.5 million of all emergency department visits in the 
United States were made by patients over the age of 65. Yet, today, 
emergency medical services are the single set of medical services 
most subject to payment disputes involving Medicare HMO enroll- 
ees. Nowhere is there a greater need for standards to protect sen- 
iors than in the area of emergency medical services. 

The magnitude of this problem first surfaced in 1992 when a 
study commissioned by HCFA revealed that 40 percent of the cov- 
erage disputes involved “in-area” emergency services and an addi- 
tional 20 percent of coverage disputes involved “out-of-area” urgent 
care services. The study’s author described emergency services as 
“dispute prone.” 

Senior citizens in the emergency department setting are particu- 
larly challenging because their symptoms are often complicated 
and, therefore, diagnosis may be difficult. 

Let me quickly review a case for you which exemplifies this prob- 
lem. A 71-year-old male was admitted to the emergency depart- 
ment with vague chest discomfort and general malaise. He had suf- 
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fered a heart attack 2 years before. However, his blood pressure 
and pulse were normal, and the initial cardiogram did not indicate 
a heart attack. 

The primary care physician denied authorization and advised 
that the patient be discharged home. It was the decision of the 
emergency physician to hold the patient in the emergency depart- 
ment for further observation. The old record indicated the patient 
had had similar vague symptoms before his prior attack and that 
he had not visited the emergency department since that previous 
episode. One hour later, while being observed in the emergency de- 
partment, the patient went into cardiopulmonary arrest. Fortu- 
nately, he was successfully resuscitated in the emergency depart- 
ment. 

This case demonstrates clearly that a telephone consultation is 
not a substitute for a physical examination. We have to remember 
that some patients are more stoic than others and react differently 
than other patients when they experience pain or frightening 
symptoms. This is why it is so critical to consider the patient’s own 
experience when evaluating the urgency of the patient’s condition. 

As noted, the crux of the problem with regard to Medicare in- 
volves the definition of emergency medical condition. 

HCFA’s current definition places emphasis on the ability to judge 
the risk o^ermanent damage to the patient’s health if treatment 
is denied. 'This is an issue that even qualified physicians might dis- 
agree on. Perhaps of greater importance for patients is a lack of 
any mention of the patient’s subjective experience or symptoms as 
a legitimate reason to seek emergency medical services. 

The college has advocated that a prudent layperson definition of 
emergency medical care be adopted for all health care plans, in- 
cluding the Medicare Program. 'This definition was first adopted by 
the State of Maryland in 1993 and has since been adopted in Vir- 
ginia and Arkansas. The Maryland statute is also the core compo- 
nent of H.R. 2011, the Access to Emergency Medical Services Act 
of 1995, which has been introduced by Representative Ben Cardin 
of Maiyland. Representative Stark has also included this definition 
in his bill, H.R. 1707. 

The adoption of the prudent layperson definition will not take 
away the managed care plan’s ability to review these cases. It sim- 
ply directs that the focus of the review should be appropriately on 
the patient’s presenting symptoms and whether, from a lay per- 
spective, the patient acted prudently. 

It is important to point out that emergency medicine is the only 
specialty that is required by Federal statute to treat all comers re- 
gardless of their ability to pay. Under section 1867 of the Social Se- 
curity Act, emergency physicians and hospital emergency depart- 
ments must provide a medical examination and treatment to sta- 
bilize the patient. 

Increasingly, emergency physicians are being pressured by man- 
aged care ^ans to transfer patients to other plan hospitals or to 
discharge patients for economic reasons against the advice of the 
treating physician. Under H.R. 2011, plans would be required to 
provide coverage of emergency medical services regardless of 
whether they had a contractual arrangement with the hospital or 
emergency physician providing the care. In addition, plans would 
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be required to cover all services necessary to fulfill the require- 
ments of section 1867 of the Social Security Act, including paying 
for the federally mandated screening examination. 

Plans today routinely deny payment for emergency medical serv- 
ices if the patient did not obtain prior authorization. Coverage is 
frequently denied for emergency services simply because the pa- 
tient was unable to reach the primary care physician. In many in- 
stances, these denials are issued regardless of the patient’s condi- 
tion and regardless of whether the primaiy care physician was 
available. Most plans do not have 24-hour-a-day, 7-day-a-week ac- 
cess to persons who are capable of making prior authorization de- 
terminations, as are required. In other cases, payment for services 
is denied even though the plan enrollee was referred to the hospital 
emergency department by the patient’s primary care physician. 
Today plans are also trying to discourage tne use of 911 emergency 
telephone numbers. Under H.R. 2011, these practices would be pro- 
hibited. The college urges the Subcommittees to adopt the provi- 
sions set out in H.R. 2011 as standards for the Medicare Program. 

In closing, I want to emphasize that our overriding concern is the 
seifety and well-being of the patients we encounter every day. 

’Thank you, sir. 

['The prepared statement and attachments follow:] 
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STATEMENT OF RICHARD V. AGHABABIAN, M.D. 

UNIVERSITY OF MASSACHUSETTS MEDICAL CENTER 
ON BEHALF OF AMERICAN COLLEGE OF EMERGENCY PHYSICIANS 

Chairman Thomas and Chairman Bilirakis, I am Dr. Richard V. 
Aghababian, President of the American College of Emergency Physicians 
(ACEP), a practicing emei^ency physician and Chairman of the Department of 
Emergency Medicine at the University of Massachusetts Medical Center in 
Worcester, Massachusetts. I appreciate the opportunity to be here today to 
testify on behalf of the nearly 18,000 emergency physicians who are members of 
ACEP. 

The purpose of this hearing is to eaqjlore and discuss the need for 
standards for private health insurance plans which seek to provide health care 
coverage to beneficiaries under the Medicare program. No where is there a 
greater need for standards to protect seniors than in the area of emergency 
medical services. 

In 1992, the last year for which we have reliable statistics, 14 percent 
(approximately 12.5 million) of all emergency department visits in the United 
States were made by patients over the age of 65. The emergency department 
evaluation of senior citizens is especially challenging because atypical symptoms 
of specific ailments are masked or altered. Yet, today, under the existing 
Medicare program for participating Health Maintenance Organizations (HMOs), 
retrospeaive denial of pa)Tnent for legitimate emergency medical services 
provided to seniors is common. In fact, emergency medical services are the 
single set of medical services most subject to payment disputes involving 
Medicare HMO plan enrollees. 

The magnitude of this problem first surfaced in 1992 when a study 
commissioned by the Health Care Financing Administration (HCFA) revealed 
that 40 percent of the coverage disputes involved *in-area" emergency services 
and an additional 20 percent of coverage disputes involved "out-of-area" urgent 
care services. The study's authors described emergency services as "dispute 
prone." According to the study's authors, HCFA’s sututory definition of 
emergency places beneficiaries in the "unreasonable position of making quasi- 
clinical evaluations of their symptoms and conditions and do not, expressly, 
make allowances for subjective experience (e.g., pain or suffering." The authors 
of the study went on to say that "As a conscience, enroUees who appear to act 
prudently from a lay perspective may face substantial or even catastrophic out- 
of-pocket liabilities," 

The HCFA data tracks and verifies the College’s own findings, based 
upon the hundreds of case examples provided by emergency physicians of 
denials of emergency medical services by managed care plans over the last several 
months. The problem, we are afraid, is even more significant in the private 
seaor where there is not a public reporting mechanism. 

Just this past week, ACEP was presented with several case examples of the 
kind of denials being experienced by patients today. This case was presented to 
us by Marcus Martin, M.D., FACEP, an emergency physician in Pittsburgh, 
Pennsylvania. Dr. Martin provides this case example - 
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A 20 year old female presented to the emergency department complaining 
of lower abdominal pain and heavy vaginal bleeding. She was sexually 
active and not using birth control. Her primary care physician denied 
authorization for emergency department care and sent her to a medical 
clinic where she was diagnosed with Pelvic Inflammatory Disease and 
treated with Doxycycline without a pelvic exam or pregnancy test being 
performed. One week later, she returned to the emergency department 
complaining of severe suprapubic pain. The onset was one hour prior to 
arrival. She was again denied authorization for emergency department 
services but was seen in the emergency department anyway and had a 
positive pregnancy test. An ultrasound showed no intrauterine 
pregnancy. Gynecology was consulted and the patient was taken to the 
operating room for laparoscopy and resection of ruptured ectopic 
pregnancy. 

These are the kind of cases that emergency physicians are witnessing 
everyday with private pay patients enrolled in managed care plans. Our 
concerns for senior citizens are even more profound because we know that 
seniors are more difficult to diagnose because their symptoms are often atypical 
and are masked or altered. The following example is an actual case from my 
own hospital emergency department within the last two weeks. 

The senior resident on duty sees a 71 year old male who had presented to 
the hospital emergency department with vague chest discomfort and 
general malaise. This patient had suffered a heart attack two years 
previously. However, his blood pressure and pulse were normal and the 
initial electrocardiogram did not indicate a heart attack. After consulting 
with the attending emergency physician, the senior resident called the 
patient's primary care physician to request authorization to admit the 
patient for observation. The primary care physician denied authorization 
and advised that the patient shotild be discharged home with appropriate 
follow-up home care. Despite the primary care physicians dircaive, the 
senior resident held the patient in the emergency department for 
continued observation. In the meantime, the medical record of the patient 
was obtained from the previous admission for the patient's earlier heart 
attack. It was determined that the patient had presented to the emergency 
department at that time with the same vague or atypical symptoms. One 
hour later, while still being observed, the patient went into cardio- 
pulmonary arrest due to a fatal heart rhythm. Fortunately, the patient 
• was successfully resuscitated in the emergency department with no damage 
to his vital functions. 

This case demonstrates clearly that a telephone consultation is not a 
substitute for a physical examination. The art of medicine is listening to the 
patient, observing the patient, and synthesizing all of the information that you 
have before you and based upon your education and previous experience, 
making an assessment of what should be done for the patient. A critical part of 
this process is observing the patient closely and listening carefully. We have to 
remember that some patients are more stoic than others and react differently 
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than other patients to their pain and general symptoms. This is why it is so 
critical to consider the patient's own experience. 

As noted, the crux of the problem with regard to Medicare involves the 
definition of an emergency medical condition. HCFA's current statutory 
definition (Attachment 1) defines emergency services as services that: 

(1) are furnished by an appropriate source other than the HMO or CMP; 

(2) are needed immediately because of an injury or sudden illness; and 

(3) cannot be delayed for the time required to reach the HMO or CMP 

providers or suppliers without risk of permanent damage to the patient's 

health. 

HCFA’s current definition places emphasis on the ability to judge the risk 
of permanent damage to the patient's health if treatment is delayed. This is an 
issue that even qualified physicians might disagree upon. Perhaps of greater 
importance for patients is the lack of any mention of the patient’s subjective 
experience or symptoms as a legitimate reason to seek emergency medical care 
services. A central premise of emergency medicine is that emergency medical 
conditions occur unprediaably and usually involve a sudden onset of 
symptoms. The patient’s subjective assessment of the severity of his symptoms 
is central to the patient's decision to seek emergency medical services. The 
definition of an emergency and the payment determinations that result from 
that definition should clearly take into account a prudent layperson’s assessment 
of the severity of his symptoms. This is, after all, the information that a treating 
physician would use to focus his medical evaluation. 

The problem with "after-the-faa" denials is that they ignore the patient’s 
presenting symptoms, which is the reason patients go to the emergency 
department in the first place, and base the payment decision on the patient’s 
final diagnosis. For example, a middle-aged male presents to the hospital 
emergency department with a chief complaint of chest pain. Only an 
appropriate medical evaluation by a qualified physician can determine whether 
the patient is having a heart attack or whether it is a less serious condition. 
Clearly a medical evaluation is appropriate if the symptoms are of sufficient 
severity to the patient to prompt the patient to seek emergency medical services. 
The imponant fact is that the patient's subjective experience is the principle 
patient determinate of whether to seek emergency medical services. You cannot 
eliminate the patient’s subjeaivc experience. It is a critical source of 
information upon which to base your medical examination. 

According to the Centers for Disease Control, the number one complaint 
of people presenting to the emergency department is abdominal pain. Again, the 
abdominal pain can indicate many different conditions with varying degrees of 
severity. It could be very serious conditions such as cholecystitis, appendicitis, 
pancreatitis, ectopic pregnancy, dissection of the aorta or it could be less serious 
conditions such as gastroenteritis, a urinary tract infection or constipation. The 
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problem is that on the front end you simply don't know whether it's serious or 
non-urgent. 

The College has advocated that a prudent layperson definition of 
emergency be adopted for all health care plans, including the Medicare program. 
The College's proposed definition says- 

"Emergency health care services are those health care services that are 
provided in a hospital emergency facility after the sudden onset of a 
medical condition that manifests itself by symptoms of sufficient severity, 
including severe pain, that the absence of immediate medical attention 
could reasonably be expected by a prudent layperson, who possesses an 
average knowlec^e of health and medicine to result in: (1) placing the 
patient's health in serious jeopardy; (2) serious impairment to bodily 
functions; or (3) serious dysfunction of any bodily organ or part. 

This definition was first adopted by the State of Maryland in 1993. Since 
1993, the prudent layperson definition has been adopted in Virginia and 
Arkansas. The Maryland statute is also the core component of H.R. 2011, The 
Access to Emergency Medical Services Act of 1995 which has been introduced 
by Rep. Ben Cardin of Maryland, who, as you know, is a member of the Ways 
and Means Health Subcommittee. The College wishes to thank Rep. Cardin for 
the introduction of this important legislation and his leadership on this issue. 
The College would also like to thank Rep. Stark for the inclusion of this 
definition in his bill, H.R. 1707. 

The following Emergency Medical Service and consumer advocacy 
organizations have endorsed H,R- 201 1 : the Emergency Nurses Association, the 
Coalition for American Trauma Care, the National Association of EMS 
Physicians, the EMS Section of the International Association of Fire Chiefs, the 
International Association of Firefighters, the American Ambulance Association, 
Public Citizen, Citizen Action and Consumer’s Union. 

The Cardin legislation would codify HCFA’s current payment guidelines 
(Attachment 2) to HMOs on the coven^c of emergency medical services. 
HCFA's guidelines say to HMOs that emergency services "must be, or appear 
to be, needed immediately." HCFA's guidelines go on to say "There does not 
need to be threat to a patient’s life," "Do not retroactively deny a claim because 
a condition, which appeared to be an emergency, turns out to be non-emergency 
in nature." With these guidelines in effect, why, you may ask, do we need 
legislation? There are two reasons. 

(1) Despite the laudable efforts of HCFA to persuade the HMOs to 
provide appropriate coverage of emergency medical services, as recently as 
March of this year, Dr. Rodney Armsted, Director of the Office of 
Managed Care, issued an official r emin der (Attachment 3) to the Medicare 
participating HMOs reminding them of their responsibility to cover 
emergency medical services. In short, the guidelines have had some 
impact, but HCFA continues to review a disproportionate number of 
emergency care cases. These reviews are time consuming and costly. 
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HCFA only reviews those cases that were not decided in favor of the 
beneficiary after an initial plan appeal. 

(2) The statute and HCFA's guidelines are clearly inconsistent. It is not 
clear whether HCFA can enforce its guidelines if contested. In the 1992 
study of HMO claim denials for emergency services conducted for HCFA, 
the authors’ recommended that "Definitions of ’emergency’ in regulation 
should be modified so that a reasonable and prudent layperson can 
anticipate claims that would be covered versus denied." 

The enactment of the prudent layperson standard for the Medicare 
program would be an important first step in protecting Medicare beneficiaries 
from being inappropriately denied access to emergency medical services. The 
e^ect of adopting the definition would be to shift the focus of any disputed 
service from a review of the patient's discharge diagnosis to a review of the 
patient’s presenting symptoms. The adoption of this definition does not take 
away the managed care plan's ability to review these cases. It simply directs that 
the focus of the review should be appropriately on the patient’s presenting 
symptoms and whether, from a lay perspective, the patient acted prudently. 

It is important to point out that emergency physicians and hospital 
emergency departments do not enjoy the luxury of being able to second-guess 
patients about the severity of their symptoms or provide "eye-ball" diagnosis 
when patients walk in the door of the hospital emergency department. 
Emergency physicians are the only medical specialty that is required by federal 
law to treat all comers regardless of their ability to pay. Under Semion 1867 of 
the Social Security Act, emergency physicians and hospital emergency 
departments must provide an appropriate medical screening evaluation to 
determine whether the patient is having a medical emergency and provide 
appropriate treatment to stabilize the patient. Violations of the COBRA statute 
can result in civil monetary penalties of up to $50,000. 

Increasingly, emergency physicians are being pressured by managed care 
plans to transfer patients to plan hospitals or to discharge patients for economic 
reasons and against the advice of the treating physicians. Under H.R. 2011, 
plans should be required to provide coverage of emergency medical services 
regardless of whether they have a contractual arrangement with the hospital or 
emergency physician providing the emergency care to the plan enrollee. In 
addition, plans would be required to cover all services necessary to fulfill the 
requirements of Section 1867 of the Social Security Act, including payment for 
the federally mandated medical screening evaluation. 

Plans today routinely deny payment for emergency medical services if the 
patient did not obtain prior authorization to go to seek care in the emergency 
department. Coverage is frequently denied for emergency services simply 
because the patient was unable to reach the patient’s primary care physician. In 
many instances, these denials are issued regardless of the patient’s condition and 
regardless of whether the primary care physician was available. In many cases 
today, plans still do not have 24 hour, seven day a week access to the persons 
who are capable of making prior authorization determinations required by the 
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plan. In other cases, payment for services are denied even though the plan 
enrollee was referred to the hospital emergency department by the patient's 
primary care physician. Today plans are also trying to discourage the use of the 
911 emergency telephone number. Under H.R. 2011, these practices would be 
prohibited. The College urges the Committee to adopt the provisions set out in 
H.R. 2011 as standards for the Medicare program. 

In conclusion. Chairman Thomas and Chairman Bilirakis, the College 
would like to thank both of you and the Members of the Ways and Means and 
Commerce Health Subcommittees for this opportunity to testily today on an issue 
of great importance to the emergency physicians of this country. In closing, I 
want to emphasize that our overriding concern is the health and safety of the 
patients we encounter everyday. Patients who believe they are experiencing a 
medical emergency should not delay seeking treatment because they are uncertain 
whether those services will be covered. Thank you for allowing me to testify 
today. 
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Subparts G through I — (ReiervedI 

Subpart J-^Quallfying Conditions for 
Me&care Contracts 

n20^J.400] 
i 417.400 Basis and scope. 

(a) Statutory basis. Tbe regulations in this 
subpart unplement section 1876 of the Act 
which is added by section 114 (tf I^b. L 
97*248. Section 1876 of the Act authorizes 
Medicare paymenu to HMOs and competitive 
medical plans (CMPs) throu^ contracts under 
which the HMOs and CMPs are reimbursed 
for furnishing covered services to Medicare 
beneficiaries. 

(Ja) Scope, llus subpait sets forth the re- 
quirements an entity must meet in order to 
enter into a contract with HCFA as an HMO 
or CMP to be reimbursed, through capitation 
payments, for services furnished to Medicare 
beneficiaries who are enrolled with the HMO 
or CMP. Sdbparts N, 0, and P set f(»th the 
principles that apply for each of the two meth- 
ods tor reifflbujsi^ HMOs and CMPs: reim- 
bursement on a risk basis and reimbursement 
on a reasonable cost basis. 

JUSooroK 

As adopted, SO FR U14 (Taa. 10, 19BS, effective 
Feb. 1, 1»5), and amended at 58 FR 38062 Ouly 
15, 1993), and at 59 FR 49834 (Sept. 30, 1994). 

( 1204961 . 401 ] 

$417,401 Definitions. 

As used in this subpart, and Stfoparts K 
through R of this pan, unless the context 
indicates otherwise — 

Adjusted aven^ per capita oast (AAPCO 
means an actuarial estimate made by HCFA 
in advance of an HMD's or CMP's ccatract 
period that r epr esen ts what the average per 
capita cost to the Medicare program wodd be 
for each dass of the HMO's or CMP's Medi- 
care enrollees if they had received ctrvmd 
services other than tlnough the HMO or CMP 
in the same geographic area or in a sixnilar 
area. 

Adjusted community rate (ACR) is the 
equh^ent of the premium that a risk HMO or 
CMP would have charged to Medicare enroU- 
ees independently of Medicare pa 3 aDents using 
the same rates as charged to atm-Medicare 
enrollees if the benefit package was limited to 
covered Medicare services. 

Arraagement or arrangements means a writ- 
ten agreement executed between an HMO or 
CMP and another entity in which the ocher 
entity agrees to furnish specified services to 

BCedtcan Medicaid Ouide 


Medicare enrollees of the HMO or CMP, but 
the HMO or CMP retains responsibility for 
those services. Under an arrangement, Medi- 
care payment to the HMO or CSlP dis^rges 
the benendary’s obligation to pay for the ser- 
vice. 

Beneiit stabilization fund means a fund es- 
tablished by HCFA at the request of an HMO 
or CMP with a new risk contract to withhold a 
portion of the per capita payments available 
to the HMO or CMP for payment in a subse- 
quent contract period for the purpose of stabi- 
lizing fluctuations in the availability (rf the 
additional benefits provided by the HMO or 
CMP to its Medicare enrollees. 

Demonstration project means a demonstra- 
titm project under section 402 of the Social 
Security Amendments of 1967 (42 U.S.C. 
1395b-l) or section 222(a) of the So^ Secu- 
rity Amendments of 19^ (42 U8.C. 13951^1 
(note)), relating to the provision of services for 
which payment is made under Medicare on a 


Emergency services means covered inpa- 
tient or outpatient services that-- 

(1) Are furnished by an appropriate source 
other than the HMO or CMP; 

(2) Are needed immediately because d an 
injury or sudden illnesr. and 

<3) Cannot be delayed for the ome ;^uued 
to reach the HMD’s or CMP's providm or 
suppliers (or alternatives authorized by the 
HMO or CMP) without risk of permanent 
damage to the patient's health. 

These services axe considered to be emer- 
gency services as long as transfer of the en- 
roUee to the HMD’s or CMP’s source of health 
care or designated alternative is precluded be- 
cause of risk to the enroUee’s health or because 
transfer would be unreasonable, gives the di> 
tance involved in the transfer and the nature 
of the medical condition. 

Geogmpbjc area means the area found by 
HCFA to be the area within which the HMO 
or CMP furnishes, or arranges for furnishing, 
the full range of services that it offers to its 
Medicare enrollees. 

Medicare earoUee means an individual wbo 
is entitled to Medicare benefits (Part A and 
Part B or Part B only) and who has been 
identified on HCFA records as an enroUee of 
an HMO or CMP that has a contract under 
section 1876 of the Act. 

N&ar Afedicare earoUee means a Medicare 
enroilee who— 

(1) Enrolls with an HMO or CMP after the 
date on which the HMO or CMP first aters 
into a risk contract under subpart L d this 
pwt; 

R«g. §417.401 120,8961.401 
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• Physician assisunu (see MCM $ 5259); 

' • Kune practitioners (see MCM § 2156) 

• Clinical nurse specialists *; 

• Nurse midwives (see MCM $ 2138); and 

. • Certified registered nurse anesthetists (see 
.'MCM j 5261). 

See §2153.4 for a discussion at the coverage' at 
auxiliary personnel when furnished without pfaysi* 
' rian supervision. 

' • * Section 4155 of the Omnibus Budget Reconcilia* 
tibn Act of 1990 amended coverage of nurse practi* 
doners in rural areas and added coverage at Hitiiral 
nurse spedalisis effecuve January 1. 1991. 

B. Transplants.— You are required to cover organ 
and tissue transpiaots that the Secretary determines 
are not experimenul. Required transplants indiidf 

• Sidney (see CIM § §35-35. 35-58, 45-22, and 
50-26 (127,2011): 

• Heart (see CQd §35-87); 

• Liver (see CIM §35-53); 

• Bone marrow (see CDd § 35-30); and 

• Cornea. 

You are required to provide or arrange for certain 
transplants in out-of-area hospitals. Heart ainl Over 
transplants may only be performed in Medicare ap- 
proved transplant centers. Not aO htspitals perfonn- 
ing transplants are Medicare appra^ transplant 
centers, even if they are partidpaung hospitals for 
other services. 

If one of your Medicare enroUees is a candidate 
for heart or liver transplant stirgery, give him/her 
written notincation that the procedure is a covered 
Medicare service and that it is performed in bdii- 
ties approved by Medicare. The transplant facility 
makes the determination as to whether the enioUee 
meets the patient selection criteria. Refer your eo- 
rollees who are appropriate candidates only to Medi- 
care approved heart or liver transplant for 

evaluation. HCFA ootifles you of ocfa new Medicaie 
approved transplant fadlity. The Regiaaal Office 
(RO) has a complete list of these fanlitifs, The 
fadlity determines whether to perfvm the dans- 
plant. Failure to refer appropriate candidates to. or 
to provide or arrange for the service in, a Bledcaro 
approved heart or liver transplant center is subjea 
to a dvil money penalty of up to 125,000 for each 
violation. ~ 

C Midyear Coverage Qtangex — As benefits be- 
come co vced, they must be made available to Medi- 
ore enroUees on the effective date of Mecficare 
coverage. The cost of providing new or expanded 
benefits which are mandated by Congress midyear 
must be borne in its entirety by contnctiag risk 
HMOs and CMPs. However, when the Secretary 
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expands benefits which the Secretary identifies as 
involving ngm.'Icani costs, and these benefits were 
not ittduded in the adjusted average per capiu coR 
(AAFCO calculation, risk-based HMOs and QlPs 
are not responsibie for providing or paying for these 
benefits. When HMO/CMP enroUees receive such 
services. Medicare pays the ben^ts under fee-fbr- 
service until the next contract year, when the bene- 
fits are induded in the AAPCC 

HMO/CMP Manual §2102 (as revinl by Tnoa. 9. 
Jaa. 1992). 

The Secretary is required to study the availability 
of orvered chiropractic services in HMOs and pre- 
sent its to the congressional committees no 

later than January 1. 1993 (f 17305). 

See. 4204 of the Omnibue Budget ReeaDdliatiao Act of 
1990 (PX. I01-50B). (A suauaary at the law waa arigi* 
aaOy reported at DEVELOPMENTS f 38351.) 

.22 Emergency and urgently needed ser- 
▼icea. — HCFA guidelines sute as follows: 

Emergency Services 

Assure that medically necessary emergency care 
is available 24 hours a day. 7 days a weeL Benefi- 
ciaries are not required to receive emer g ency ser- 
vices M your plan facilities nor are they required to 
secure prior approval for emergency services pi^ 
vided inside or outside your geognphic area. Pro- 
. vide a system to pay claims for emer gen cy services 
(novided out-of-plan and pay for all e m ergency ser- 
vices provided out-of-pl^ (See § 2107 [f 13360.35) 
iar the permiss'ble limits on the amount you must 

p»y.) 

De nmuott.^tJse the definition provided in 42 
CFR 417.401. Spedfically, “emergency services” 
mean covered inpatient and outpatient services that 
are: 

• Furnished by an appropriate source other than 
the organization; 

• Needed immediately because of an injury or 
tiririm illness; 

• Needed because the time required to reach the 
organization’s providers or suppliers (v alternatives 
authorized by the organization) would have meant 
risk itf pemumeni damage to the patient's 

Such xrvices must be, or appear to be, needed 
immediately. 

Eampie: While visting her a 70 year old 
woman with a history of cardiac arrhythmias ex- 
periences a rapid onset of chest pain, nonproduc- 
tive badey cough, and generaii^ tired feeling 
The » his own phyiidaa, who recommends 
Im iRing his mother in to see him right away. 
After the pfaysidao evaluates the patient, the 
physidao diagnosis is a common cold, and be 
prescribes two over-the-counter medications for 
treatment. 

Zb this case, the HMO/CMP is required to pay 
for the pfaysidan's services because the enroUee’s 

01994, Commerce Qeartng House, Inc. 
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nediol condiiioo appeared to require immediate 

medical services. 

There does BOt need to be threat to a patient's Ufe. 
An emerge n cy is detemioed at the time a service is 
delivered. Do not require prior auchorixatioA. You 
may request ttociilcation within 48 hours of an enmr* 
gency admission or as soon thereafter as medically 
reasonable. However, payment ouy not be denied if 
notification is not receiv^ 

If it is clearly a case of routine illness where the 
patient’s medical condition never was, or n ever 
appeared to be, an emergency as defined above, thee 
you are not responsible for payment of for the 
services. Do not retroactively deny a claim because a 
conditioo, which appeared to be an emergency, turns 
out CO be non*emergeeey in nature. 

All procedures performed during evaluation and 
treatment of an emergency condition related to the 
care of that condition must be covered. An example 
is a member who is treated in an emergency room for 
chest pain sad the attending physician oiden diag* 
ooitic pulmonary angiography as part of the evalua* 
tion. Upon retrospective review, you eaimot decide 
that the angiography was unnecessary and refuse to 
cover this service. 

If during treatment for an e m er gen cy situation, 
the enroUee receives care for an unrelated problem, 
you are not responsible for the care provided for this 
unrelated noD'emergency problem. An ts a 

member who is treated for a fraaure and the attend* 
ing physidan also ireacei a skiti lesion. You are not 
respo^lc for any costs, such as btcqisy, associated 
with treatment this unrelated non-emergency 
care. 

After the emergency, pay the cost of medically 
necessary follow-up care. (See j 2105.) 

Tratuferi— -If one of your Medicare enrollees 
receives emergency medical care in a non-plu boipi* 
tal. you may wish to transfer the patient to your 
bdlity (or a facility that you designate) as soon as 
posable. Pay the transfer costs, such u an ambu- 
lance diarge, if it is necessary. 

Be aware that tfae transferring hospital is subject 
to statutory limicatioiu on when, and how, the trans- 
fer may be made. Under } 1867 of the Act, the 
hospital must ftnt deteminc whether the peticot's 
hss Stabilised within the mwwiwg gf tJie 
statute. In general, this means chat within reasona- 
ble medical probability, no material deterioretion of 
the condition is likely to result from, or occur during, 
the transfer. 

If the patient's condition has not stabilized, the 
patient may only be uansferred if the paticot makes 
■R informed, written requat for transfer, or the 
tttending physician or appropriate medical author- 
Ity signs a oertincatian that the risks of the transfer 
are outweighed by the medical benefits expected 

Mndicare and Medicaid Guide 


from transfer to arunher medical bolity. If these 
conditions are met, then the transfer may be made, 
but only if it also meets the definition of an appr^ 
priau transfer. (See { 1867(cX2) of the AcL) 

In generai terms, an ^prapriate transfer is one in 
which: 

• The traruferrittg hospital: 

—Provides medical treatment to minimize tfae 
risks to the individual, 

—Forwards all relevant medical reco rds , and 

—Uses qualified personnel tnd transpanatiMi 
equipment for the transfer 

• The receiving facility: 

—Has available space and qualified pcrsannel, 
and 

-Except for specialized fadlities that under 
{ 1867(g) of the Act caimot refuse a transfer, agrees 
to accept the transfer and provide ai^ropriate medi- 
cal treatment; and 

• The transfer meets any other requirements the 
Secretary may find necessary in mterest of 
health and mfety of individuaU. 

If the transferring hospital bils to meet these 
requirements, it may lore its Medicare provider 
agreement or be subject to dvi) money or a 

civil action for damages. Phyaidana involved in an 
improper transfer may also be subject to dvil caoncy 
tftd mzy be bon partidpation in 

Medicare. 

Provide assistance with the above requiremenu to 
bdUtate an appropriate transfer to one of your 
bdlicies or a b^cy that you destgnacc. 

H there is a disagreement over the stability of the 
patient for transfer to another inpatint bdUty, the 
judgment of the attending physidan at the mrofer- 
ring fadlicy prevaib and is binding on the BMO/ 
CMP. 

BMO/OtP 3£inus/ |2104 (m isv iie d by Tiana 9, 
Jan. 1992). 

Urgently Needed Services 

Urgently needed services are Medicare covered 
services required in order to prevent a serious deteri- 
oration of an enroUee's henlih that results bum an 
uDiorescen illness or an injury. Cover these services 

jl: 

• The oiollee is temporarily absent from your 
geographic area, and 

• The receipt of health care services cannot be 
debyed until the enreUee returns to your organixn- 
tion’s geographic area. The ounilee is not required 
to return to ^e service area because of the urgently 
needed scrvicea 

If 13,960 
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ragnlatary and HtD/Off aaennsl citations relating to aaergenej' 
services . 
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Zssua : 

Pollelas celaClng to tha provlalon of aaerganey aarvlcea for 
Kadicaze benaf Iclarlea . 

Policy* 

PeCeral cagulatlona ab Title 42 part 417.4I4(c} (1) atate: 

An HHO or CMP Buat aaaaaa financial rasponslbllity and 
provide reaaonable celoburaament for emergency aarvleas and 
urgently needed aarvieae (at defined la S 417.4011 ttat are 
obtained by Its Hodlcare encollaea from providers and 
auppllers outside the KHO or OtP even In the abee nea of the 
HMO'e or Off's prior approval. [EapJiasls added]. 

Therefore, Medlcara-contzaeting' aanaged care plans cannot zegnlre 
prior authorization for emergency services. This policy is also 
stated in section 2104 of the Buo/oip manual: *Co not ragulre 
prior authorlaatlon.* 

In addition, section 2104 of the BMO/CMP manual states *Do not 
retroactively deny a claim because a condition, which appeared to 
be an emergency, turns out to be non-emergency in nature.* 
Therefore, if emergency services appeared to be needed, plans may 
not decide upon zetrospeetlye review to refuse to cover astergancy 
services provided. 

Refer to section 2104 of the BXO/OIP manual for further detail on 
Hodlcare policies relating to emergency services. 

Contact Person: 

Anne Hanley, Office of "xanaged Care, <202) <19-31SS 
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Mr. Burr [presiding], I thank you. Doctor. 

At this time, the Chair would recognize Dr. Davis. 

Dr. Davis. Thank you, Mr. Chairman. I am here at the invitation 
of ConCTessman Cardin to answer any questions you might have 
about the experience in Maryland where we have had similar legis- 
lation in place for the last 2 years. 

Mr. Burr. I apologize to you. Doctor. The Chair was not paying 
attention. If you could repeat your question? 

Dr. Davis. Certainly. I am here to answer any questions about 
the experience we have had in Maryland where this legislation has 
been in effect since 1993. 

Mr. Burr. Doctor, do you have any formal testimony that you 
would like to make or any comments other than just taking ques- 
tions? 

Dr. Davis. I would say that it has not increased at all any inap- 
propriate use of emergency services, and it has not raised the cost 
to the HMOs. It may have decreased costs by allowing fewer costly 
hospital admissions. 

The Maryland Association of HMOs has now deemed this law to 
be prudent public policy even though they opposed it 2 years ago. 

Mr. Burr. Dr. Davis, I appreciate that. 

At this time, the Chair would recognize Dr. Connerton. 

STATEMENT OF PEGGY M. CONNERTON, PH.D., DIRECTOR OF 

PUBLIC POLICY, SERVICE EMPLOYEES INTERNATIONAL 

UNION, AFL-CIO, CLC 

Ms. Connerton. Thank you, Mr. Chairman. I am here on behalf 
of the 1.1 million members of SEIU, the Service Employees Inter- 
national Union, and I would like to provide this afternoon the per- 
spective of the private sector on the current state of the art on 
monitoring quality and where we need to go in the future. 

Let me say at the outset that SEIU strongly supports reforms 
that will improve the program’s efficiency and effectiveness and en- 
sure its ability to provide benefits over the long term. Indeed, many 
of the private sector innovations that policymakers are currently 
considering incorporating in the Medicare Program, such as man- 
aged care, selective contracting, broader use of centers of excel- 
lence, and case management, were, in fact, pioneered by labor 
unions and their employers over the last two decades. 

Our written testimony addresses the labor movement’s deep con- 
cern with the unprecedented magnitude of the cuts and outlines 
the principles against which we will judge overall Medicare reform. 

There are two principles that are really relevant for today’s topic. 
The first is the issue of choice. SEIU believes that Medicare bene- 
ficiaries should have access to the same range of mainstream 
health care coverage options available to working Americans. And 
in bargaining with our employers, SEIU has tried to ensure that 
a wide range of choices are, in fact, available to our members. 

The second principle that is relevant to today’s hearing is that 
health plans and providers who would provide services to Medicare 
beneficiaries must be able to meet rigorous quality standards. 

Now, while labor and management have had success in getting 
costs under control, particularly in recent years, we often know 
very little about the quality of the product that we are buying. 
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I recently attended a meeting of the Jackson Hole ^oup that 
brought together purchasers of health care from both sides of the 
bargaining table, as well as the public sector, including HCFA. 

The purchasers at this meeting expressed the concern that they 
were having tremendous success in pushing down prices, but were 
unsure of what the impact was on the quality of care. This is ex- 
actly the same kind of discussion that took place earlier this morn- 
ing about whether or not cost cuts of this magnitude will or will 
not affect quality of care for Medicare beneficiaries. 

From SEIlTs perspective, we have been finding more complaints 
about managed care from our members as these integrated deliveiy 
systems become tighter and hence more restrictive. And, indeed, 
our health care membership has reported dangerous reductions in 
staffing levels, increased patient falls, high medication errors in 
hospitals, and other signs that this price-driven competition may be 
threatening the quality of patient care. 

Purchasers at the Jackson Hole meeting seemed to have con- 
cluded that report cards based on process measures like NCQA 
were, while helpful, not particularly useful in comparing different 
health plans. Purchasers also expressed the frustration about the 
strong resistance of health plans and providers to providing stand- 
ardized information on quality that could be used to compare 
health plans. 

It is clear that the incentives in the private sector market are 
today very much weighted toward competition based on price and 
not on quality. 

With this in mind, I would like to say that there are several prin- 
ciples that we have been using in the private sector that we think 
are important to helping make health plans more accountable for 
their performance. The first is in the area of access to high-quality 
care. 

NCQA and other kinds of private accrediting groups simply track 
the word “access” by looking at the percentage of members who vis- 
ited a plan provider within the past 3 years. Now, this obviously 
is not an adequate measure of access of services, which includes 
things like convenience and location, hours of operation, and ac- 
commodation of participants with special needs. 

There is also a vep' important interest in getting patient satis- 
faction surveys, and it would be important that Medicare regularly 
survey beneficiaries on their use and satisfaction about their health 
plans. 

The third area is consumer rights, which, in fact, most of the pri- 
vate purchasers do not address at all. It really is a State-by-State 
function, and that is the whole question of consumer rights. In a 
managed care environment, public disclosure and other protections 
for consumers are vitally important, yet on the State level there 
are very few requirements by most of the State health departments 
other than that a plan has to have a grievance procedure in effect. 

In short, there are not particularly good protections at the State 
level today in the HMOs to assure that mevance procedures and 
everything else are addressed. This would be particularly impor- 
tant in the case of our most vulnerable populations, the Medicare 
beneficiaries. 
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The fourth principle, of course, comes down to monitoring qual- 
ity. This is something I think that is extremely important that both 
the private and the public sectors need to collaborate on. It is not 
a problem which is unique to the Medicare population. It is a prob- 
lem that the private sector is confronting across the board. As I 
said earlier, we still have no good measures by which consumers 
can judge the quality and the performance of health plans. It is im- 
portant that health plans provide the data on some health out- 
comes measures, and that is the direction that the private sector 
is heading. 

However, I just simply need to point out that this is an issue 
that is at its infan^, and so the idea of putting 37 million Medi- 
care beneficiaries into private health plans in the next several 
years is simply unrealistic. In fact, given that the private sector 
has not yet figured out how to monitor quality at this time, I think 
that would be a very dangerous move. 

Mr. Burr. Doctor, I am going to ask you to summarize as quickly 
as you can, please. 

Ms. CONNERTON. I am finished. 

[The prepared statement follows:] 
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Mr. Chairman, members of the Comminee, I am Peggy Connerton, Director of Public 
Policy for the Service Employees International Union, AFL-CIO, CLC. With over 1 . 1 million 
members, SEIU is the third largest union in the AFL-CIO and the fastest growing. SEIU 
members work in both the public and private sectors and include 450,000 health care workers 
who work in acute care hospitals, nursing homes, mental hospitals and other health care 
facilities. On their behalf, 1 would like to (hank the chairman and the other members of the 
subcommittee for this opportunity to testify today about the future of the Medicare program. 

In three days we will mark the 30th anniversary of the creation of Medicare, signed into 
law by President Lyndon Johnson on July 30, 1965. It is often forgotten that at that time, only 
half of America's elderly had any health insurance. Millions of elderly Americans lived with the 
fear that a serious illness could rob them of both tl^ir health and their retirement savings. 

Today, Medicare pays the doctor and hospi^ bills of more than 37 million Americans. 

At a time when the ideas of public purpose and activist government are under attack. Medicare 
stands as a shining example of how a well-run government program can make a difference in the 
lives of working families. The program’s success is reflected in support that extends across 
generations. A recent poll conducted by the Daniel Yankelovich Group found that nine out of 
ten Americans under the age of 65 (including S7 percent of those aged 1 8 to 29) want Medicare 
to be there when they retire. 

This support for Medicare among younger workers should not be surprising. Medicare is 
the linchpin of our nation's system of retirement health security. Rapidly rising health care costs 
have led many employers to drastically scale back their coverage for retirees or eliminate it 
entirely. Future retirees will be even more dependent on Medicare than current retirees. 

In many ways. Medicare is more efficient and effective than private sector health plans. 
Medicare spends only 2 percent of program costs on administration, less than health plans 
serving large private employers (5.5%) or small private employers (25%). From 1976 through 
1991. the rate of growth in per enrollee costs for Medicare was equal to or even below that of 
private sector plans. Since 1991, (he rate of growth in per enrollee costs for Medicare and private 
health plans has been roughly equal and this is expected to continue over the next few years. 
Most of the program's projected growth over the ne.xi ten to twenty years comes from increases 
in the number of eligible individuals because of the aging of the baby boomers. 

SEIL does not dispute that the Medicare s current rate of growth of 10 percent a year is 
unsustainable. We do not object to reforms that will improve the program's efficiency and 
effectiveness and ensure its ability to provide benefits over the long term. Our position has 
always been that the rapid increase in Medicare program costs over the last several years mirrors 
the health care cost crisis in the private sector. WTiat is needed is system-wide cost control that 
should be implemented as part of a comprehensive health care reform program that provides 
universal health insurance coverage to all Americans. 
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The labor movemcni knows a great deal about the problem of rising health care costs. 
Over the last decade, health care has been the number one issue at the bargaining table. While 
disagreements over health care issues have made collective bargaining more contentious than it 
otherwise would have been, labor and mar^gement have also worked together to pioneer new 
cost containment strategies. Indeed, many of the private sector innovations that policymakers 
want to incorporate into the Medicare program, such as managed care, selective contracting, use 
of centers of excellence and case management, were pioneered by the labor unions and 
employers over the last decade. 

While we are committed to participating in a discussion about how to strengthen the 
Medicare program for the 2 1 st century, that is not what the debate so far in Congress has been 
about. It seems clear to us that what happened is that the budget resolution conferees estimated 
how much they needed to cut from Medicare in order to meet their arbitrary seven-year target for 
balancing the budget and provide a sta gg ering $245 billion tax cut to wealthy vested interests. 
The Medicare trustees report is merely an after the fact Justification. How else are we to explain 
that the proposed cuts in Medicare are more than twice the level of what is needed to ensure the 
adequacy of the trust fund for at least the next ten years. 

If we are going to make changes to Medicare, we need to move cautiously and carefully. 
The goal must be to strengthen the program, not simply to reach an arbitrary budget target or to 
provide $245 billion in tax cuts for the rich and targe corporations. A recent poll by the Kaiser 
Family Foundation found that this position is shared by most of the public. In that survey, only 
28 percent of the public supports major reductions in Medicare if the goal is to provide a tax cut. 

In the remainder of my testimony, I want to outline the principles that SEIU believes 
should guide policymakers as they consider changes to the Medicare program. Finally, I will 
examine a number of the proposed policy options in light of those principles. 


Principles for Medicare Reform 

When he put forward the original Medicare legislation in 1961. President Kennedy 
explicitly linked his proposed health insurance program for the elderly to Social Security and 
Unemployment Insurance, noting; 

"Twenty*six years ago this Nation adopted the principle that every member of the labor 
force and his family should be insured against the haunting fear of loss of income caused 
by retirement, death or unemployment.. .But there remains a significant gap that denies to 
all but those with the highest incomes a full measure of security-the high cost of ill 
health in old age.” 

With these words in mind, let me outline the principles that SEIU is using to judge any 
proposed changes to the Medicare program. 

■ Universality: The Medicare program must retain the system where all Americans 
contribute to the program during their working years and are eligible for the program's 
benefits when they reach 65 or become disabled. 

■ Defined Benefits: Medicare reform must not lead to any reductions in the scope of 
benefits that are currently covered. 

■ Limits on Premium Share: Medicare currently pays 100 percent of the Pan A 
■premium" and 75 percent of the Part B premium. Medicare must retain its commitmenl 
to pay a certain percentage of a beneficiary's premium and should not limit its premium 
payment to a fiat amount. 

■ Choice: Medicare beneficiaries should be able to obtain coverage from the same range 
of mainstream health care coverage options that millions of working men and women rely 
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on, including HMOs, PPOs, and Point-of-Service plans, in addition to the traditional 
indemnity coverage offered by the Medical program. Medicare beneficiaries must be 
able to maintain existing relationships with primary and specialist providers. 

■ Quality Standards: Plans and providers who would provide services to Medicare 
beneficiaries must be able to meet rigoroiis quality standards. Providers and plans should 
be required to report clinical outcomes and this information should be made available to 
Medicare beneficiaries. 

■ Limits on Out-of-Pocket Costs: Medicare reform must be consistent with the program's 
original intent of keeping beneficiaries' out-of-pocket payments for health care services 
within a manageable level. Higher costs should not be used as a bludgeon to force 
beneficiaries into lower cost plans. 

■ Public Accountability: The debate over the future of Medicare caimot be conducted 
behind closed doors. It must be a public debate that involves all stakeholders, with a 
sufficient period of time for research and reflection on the various options. The debate 
thus far has not conformed to this model. 


Evaluating Proposab for Medicare Reform 

One of the difficulties in assessing the impact of proposed Medicare refonns is that the 
Congress has not yet provided the public with a detailed proposal. Instead, as I noted earlier, the 
budget conferees selected a number designed to help meet an arbitrary goal of balancing the 
budget by the year 2002 and providing a S245 billion tax cut to the wealthy. Although we are 
looking forward to examining the Committee's legislation in detail, SEIU wishes to offer 
comments on some of the proposals that have been floated during the past few weeks. 

Increased Premium and Cost Sharing for Medicare Beneficiaries 

One proposal that has been put forward is to impose higher premiums for Medicare Part 
B. In 1 990, Congress set the Medicare Part B premium in actual dollar amounts in order to 
protect beneficiaries from rapidly rising health care costs. But program costs have actually risen 
more slowly than expected, so beneficiaries are currently paying 3 1 percent of program costs. 
Some have suggested making this arrangement permanent, and pegging Part B premiums at 3 1 
percent of program costs. 

SEIU membera have been down this road before. Over the last ten to fifteen years, 
employers attempted to reduce their benefit costs by shifting more of the burden to workers. 
Forcing workers to pay more, however, did nothing to reduce the rate of growth of health care 
costs. 


We are concerned that the result will be the same in this case. Medicare beneficiaries, 
almost two-thirds of whom have incomes less than $15,000. will be forced to pay higher and 
higher premiums as Medicare costs continue to spiral upward. Cost shifting should not be 
confused with cost-control. 

Another idea that has been put forward is to impose a new, income-related premium lor 
higher-income beneficiaries. Since, however. 97 percent of Medicare beneficiaries (including 
couples) earn less than S50.000 a year, the only way that this proposal would raise any revenue 
would be to set the income threshold quite low. This would hurt millions of low and moderate- 
income retirees. 

Still another revenue raising option that has been proposed is to add 20 percent 
coinsurance payments for Home Health services. Skilled Nursing Facility care, and laboratory 
services. While this would raise out-of-pocket costs for beneficiaries, it might not save the 
Medicare program any money, as beneficiaries might spend additional days in the more 
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expensive hospitaJ instead of opting for lower cost care in an SNF or at home. 

Deep Cuts in Reimbursement to Providers 

This is an old Medicare standby and has the potential to generate considerable savings for 
the program‘-at an enonnous cost A recent analysis conducted by Lcwin>VHI for the American 
Hospital Association suggested that cutting Medicare by $2S0 billion could lead to hospital 
payment rates that are more than 20 percent below costs. Hospitals and other providers would be 
forced to make up their losses by increasing the rates they charge private pay patients. This 
would raise the cost of health insurance for millions of working families and lead even more 
employers to drop cover^e. 

A 1 99 1 study by Lewin- VHI for the National Association of Manufacturers confirmed 
the existence of cost shifting, finding that the private sector was already paying close to SI 1 
billion more a year because of underpayment by public programs. The Medicare cuts proposed 
in the budget resolution are the largest ever considered-several times greater than the $57 
billion Congress enacted in 1993. Even if enhanced market competition prevents providers from 
shifting all of the cuts to private payers, cuts of this magnitude will certainly lead to a significant 
increase in private health insurance costs. To the extent that providers are unable to shift costs, 
they will be forced to cut services. 

It has been si^gested that Congress could avoid this problem if it encouraged more 
beneficiaries to enroll in managed care plans. Btn this merely leads to a different set of 
problems. Since no one seriously believes that the federal govenunem can save $250 billion by 
moving beneficiaries into these kind of pro^ams, there would still be a need for payment 
reductions in order to meet the budget targets. But reducing capitation rates to managed care 
plans will merely reduce the number of managed care plans that want to enroll Medicare 
beneficiaries, reducir^ access. 

SEIU members work on the front lines of patient care in hospitals, skilled nursing 
facilities, home care agencies, and other settings. We know frjsi hand what happens to patients 
when Medicare makes large cuts in reimbursement. Providers begin to cut comers in stafRng 
and look for ways to get people out of the facility earlier-in many cases before they are truly 
ready to be discharged. The kind of drastic Medicare cuts outlined in the budget resolution will 
have a negative effect on the quality of care in faciliti^ across the country. 

Managed Care 

SEIU has supported— and continues to support-allowing Medicare beneficiaries to have a 
choice of plans that includes health maintenance organizations (HMDs) and other proven 
managed care entities along with the traditional Medicare fee<for-service plan. In bargaining 
with our employers, SEIU has tried to ensure that these choices are available to our membership. 

However, it would be foolhardy to see managed care as a panacea for the program's cost 
problem. The truth is that the managed care industry has little experience in serving large 
numbers of retirees. Given that the magnitude of cost savings associated with managed care for 
those under the age of 65 is still in dispute, it will be some time before we can come to any 
definite conclusions about whether Medicare managed care can save money. 

There are also special difficulties associated with treating the elderly and disabled, 
difficulties that many managed care plan may not be prepared for. Those retirees who are 
enrolled in managed care tend to be younger, on average, than Medicare beneficiaries as a whole. 
As an individual ages, the development of an established relationship with a physician who is 
aware of a their medical history becomes much more important, as does access to specialized 
serv ices. HMOs usually try to limit the use of specialist care and, in some cases, they may not 
even have an ongoing relationship with certain types of specialist providers. 
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Vouchers 

One of the proposals that has received a great deal of attention is the idea of giving 
Medicare beneficiaries "vouchers" that they would use to purchase private health insurance. The 
voucher would be set at a flat dollar amount and would be adjusted every year by an inflation 
factor set at roughly half of the program's current rate of growth. Beneficiaries would then be 
free to enroll in any health plan, but would have to pay the difference between the amount of the 
voucher and the cost of the plan. 

While supporters of this plan argue that it would give Medicare beneficiaries greater 
choice, the truth is that it would resort to financial coercion in order to force beneficiaries into 
low cost health plans. Millions of retirees would watch helplessly as the value of their vouchers 
failed to keep pace with the cost of their health insurance. 

In order to esct^K large anrami increases in their premium costs, retirees would be 
forced to shift continually into cheaper plans. This would disrupt their established 
relationships with primary and specialist providers and put their health at greater risk. The 
continued moveineni of a Urge group of elderly, less healthy individuals into different health 
plans creates the potential for instability in the sy^m. 

SEIU's experience with the CaiPERS system, which provides health and retirement 
benefits to over 100,000 of our members in California, highlights some of the problems. 
Retirees tend to cluster in plans that give them greater choice of provider, driving up the price 
of these plans and causing younger and healthier individuals to leave, which drives up the 
price even higher. While CaiPERS has been successful in negotiating rate reductions in 1995- 
96 of over 5 percent for its HMO plans, the premium for PERSCare (a PPO plan with a large 
number of retirees) increased by five percent. 

Similar problems could result if Congress decides to push Medicare beneficiaries into 
the Federal Employees Health Benefit Plan (FEHBP). If beneficiaries choose to cluster in a 
few plans because they provide better chokes of providers, those plans could quickly be 
swamped with more claim activicy than (bey can handle. They may move to restrict provider 
choices in order to discourage Medkare beneficiaries from joining. Some plans may even go 
bankrupt. In either case, the quality of care for both federal employees and Medicare 
beneficiaries will decline. 

The potential of Medkare recipients to destabilize a prepaid health plan would likely 
lead to discrimination against them, either in enronmem or in treatment. Although it is likely 
that any Medicare reform legislation will require plans to enroll anyone who applies, the 
history of antidiscrimiiiation legisUtkm suggests some discriminatory practices can escape ihe 
definition of (he law. A more significant problem is likely to be discriminatioa in treatment, 
where the elderly are denied access to clearly beneficial care that is extremely costly. A 1991 
study of California HMOs by tbe Medkare Advocacy Project concluded that "Medicare 
beneficiaries are extremely vulnerable to misleading marketing by HMOs," and that those who 
enroll in HMOs "have few meaningful appeal rights" if they disagree with a physician about 
seeing a specialist. 

Because of the potential for discrimination, it is very important that quality standards be 
developed and that plans be required to report their clinical outcomes. But outcomes and quaiU\ 
research is still in its infancy and it is likely to be several years before we have a vsorkable 
system that can gain the support of all stakeholders. Large purchasers such as CaiPERS have 
only succeeded in getting premium costs under control. They are just starting the process of 
trying to evaluating the level of quality they are gening for their money, and they would be the 
first to tell you that they arc a long way off from knowing anything more than just the basics. 

While it may be heresy to suggest this in a time of fiscal austerity, Congress needs to 
consider spending more money on outcomes and quality research. The pioiential payoff in 
program savings down the road is significant, but only if the federal government is willing to 
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invest the necessary resources. 

Risk Contracts for Private Plan Sponsors 

One of the proposals that has been put forward is to allow unions, employers and other 
health plan sponsors to contract with Medicare to (Kovide coverage for their retirees. The United 
Mine Workers, for example, has been doing this for several years and the results have been 
largely positive. SEIU locals across the country operate multiemployer trust funds that provide 
health and pension benefits to tens of thousands of SEIU members. Our locals are interested in 
the idea that they would be able to provide "one stop shopping" for all health care benefits for 
their members. 

Financing is, of course, a key concern, both to the government and to the plans. In 
managing multiemployer plaits, for example, the trustees are not running a business in which 
they are fm to take big risks in the hope of achieving big gains. They are nothing more, and 
nothing less, than fiduciaries of a fund that must be administered in a way that maximizes the 
benefits of those it covers. Because Medicare has provided the lion's share of health coverage for 
the over-65 population for so long, multiempioyer plans— like other private sector payors-do not 
have a reliable base of experience from which to ^imate the potential cost of folding this age 
group back Into their basic coverage. We are also concerned that the large cuts being 
contemplated in the Medicare program will require plan sponsors to assume unacceptable levels 
of risk in covering beneficiaries. 

Medical Savings Accounts 

Perhaps even more radical than the idea of using vouchers is a proposal to incorporate so- 
called Medical Savings Accounts into the Medicare system. Under this option, beneficiaries 
would be allowed the option of eruolling in a deductible health plan and having the federal 
government make a contribution to a Medical Savings Account on tbeir behalf. Money in the 
MSA could be used to pay medical expenses and, depending on how the plan is designed, any 
money left over at the end of the year can be rolled over into an interest bearing account for 
future expenses or spent for other purposes. 

The principal problem with MSAs. as the Concessional Budget Office has recently 
noted, is that they exacerbate risk segmentation. In theory, healthier Medicare beneficiaries 
would tend to gravitate toward the MSAs. with less healthy individuals remaining in the 
traditiorud Medicare plan. If this happens, the MSA option is unlikely to save the Medicare 
program any money, and could actually increase the pressure on the trust fund. Medicare would 
be making MSA contributions on behalf of healthy individuals who might not need to use the 
money, and would be unable to use those funds (as it does now) to subsidize the care of the high 
cost patient that would remain in the traditional program. 

Changing the Medicare Eligibility Age 

It has been suggested that Medicare’s age of eligibility be increased to track the increase 
in the Social Security age of eligibility for full benefits. Leaving aside the question of whether it 
was good policy to raise the Social Security age threshold, this proposal ignores significant 
difTercnces between the two programs. >^''hile the majority of retirees have significant sources of 
retirement income other than Social Security, most rely almost entirely on Medicare to insure 
them for physician and hospital services. Given that the average age of retirement is actually 
falling— especially as many companies ha\c downsized over the last few years-raising the age of 
eligibility could force millions of elderly Americans to go without health insurance for several 
years. 
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CODClusiOD 

As I noted earlier, SEIU does not contest the fact that Medicare will require significant 
changes if it is to be able to cope with the retirement of the baby boomers. However, many of 
the changes that are currently under consideration pose hazards to beneficiaries-present and 
future. The cuts required by the budget resolution are so large as to call into question the ability 
of Medicare to provide its current package of benefits in any form for the money that the federal 
government will be paying. 

Our members see Medicare and Social Security as woven together into a sturdy fabric 
that they depend on for their retirement security. If "reform” is merely a code word for shifting 
costs from the federal government to beneficiaries and the private sector, then that fabric will 
begin to unravel. One of our finest achievements as a nation over the past fifty years~the 
dramatic reduction in the number of elderly living in poverry—will be put at risk. 

SElU's experience in negotiating and managing health benefit plans in the private sector 
suggests that there are innovative, but less radical, steps that could turn Medicare from a passive 
payer of bills into an active purchaser. This is the way that most private plan sponsors are 
moving. Moving toward a strategy of active purchasing would strengthen the ability of the 
program to pay benefits for the next ten to fifteen years. This would give us ample time to 
explore options for more far reaching restructuring if it should become necessary. Reforms of 
this type could include: 

■ Competitive purchasing of standardized services and supplies, including durable 
medical equipment, laboratory testing, radiology and outpatient surgery. 

■ Establishment of explicit quality and performance standards and refusal to do 
business with providers wdio do not measure up. Medicare needs to move beyond the 
minimal participation requirements that are now set in legislation. New standards for 
providers should include the HEDIS'type "report card” and health outcomes measures for 
which the Medicare program would be accountable. 

■ Development and use of centers of excdlieoce and specialized services contracting. 
Medicare now uses such concepts in its cover^e for transplant services and private sector 
plans, including union-sponsored Taft«Han!eys, use selective contracting even more 
widely for many forms of surgery, cancer care, mental health and so forth. A policy of 
selective contracting, however, needs to take into account the wish of most Medicare 
beneficiaries to preserve relationships with existing providers. 

■ Use of case management of high cost patients. Most private-sector health plans have the 
flexibility to work with high-cost patients to develop service packages, such as home 
care, that can better meet their needs. 

■ Improved enforcement to address fraud and abuse. In recent testimony, a GAO official 
noted that the Medicare program is "overwhelmed" by fraud and abuse and that it is a 
"particularly rich environment for profiteers." Improved enforcement could yield tens of 
billions of dollars in savings a year. 

In the end, the members of SEIU believe that reform of the Medicare system should be 
linked to reform of the whole health care system. For years, the private sector has been 
allowed to insure the young, the healthy, and the financially secure, whereas the public sector 
has been left with the job of insuring the elderly, the sick, and the poor. Although costs have 
risen for the private and public sectors alike, the burden of public sector programs has been 
especially heavy of late, and threatens to bankrupt federal, state, and local governments and 
drive costs even higher for working families. What is needed is system-wide cost control that 
should be implemented as part of a comprehensive health care reform program that provides 
universal health insurance coverage to all Americans. 
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Mr. Burr. Doctor, I thank you, and I thank all three. The Chair 
will exercise the option of the Chair to reverse the direction that 
we ask questions, which puts me first and last, since I happen to 
be the only one here. And I apologize for that, but there are a num- 
ber of thinm going on on the Hill, as well as some key votes on 
the House floor and debates right now. But I can assure each of 
you that it is very valuable to have you in and to have your testi- 
mony, because what we are undertaking will probably be one of the 
most important decisions in my days here in Washin^on. 

Dr. Aghababian — I make a good stab at it. I can say “Bilirakis.” 
I have learned that. But I will have to practice yours a little bit. 
Let me start with you, if I could. 

My health coverage is under an HMO and has been for a number 
of years. I come from North Carolina, which we are not supposed 
to Know these things until last, but, in fact, this was something 
that we experienced very early on. There was a savings, and one 
of the things that you had to do was adjust to a new system. It was 
a choice for every individual at the company that I worked for. 

Unfortunately, while on a vacation in Michigan, I got very ill, 
went directly to an emergency room. The emergency room never 
questioned the fact that I was an HMO patient, even though we 
presented a card, specifically covered it with them. They never 
stopped what they perceived to be a needed emergency treatment. 
Fortunately, in a couple of weeks, I was fine. 

I guess I would only ask you from my personal experience, am 
I the exception or am I the norm? 

Dr. Aghababian. I can only tell you that on a given day we end 
up spending several hours on the telephone 

Mr. Burr. Move iust a little closer to those mikes, if you could. 
I never believed it, but it is very difficult up here to hear you folks. 

Dr. Aghababian. Understanding that we have perhaps in my de- 
partment nearly 200 encounters a day, I can tell you that there are 
several hours spent on the phone trying to get approval for various 
conditions. 

Mr. Burr. I understand and certainly realize that the HMOs 
have asked all of us to do things a little bit differently. But I think 
that your testimony really dealt with the potential health of the in- 
dividuals coming in. And what I would like to really determine: Is 
your concern with the health of the individuals and the quality of 
care that they are receiving, or the fact that in the emergency room 
we are having to shift to a different approval process than the deci- 
sion by the attending physician, as has been the norm for several 
years? 

Dr. Aghababian. I would just like to begin by saying, Mr. Burr, 
I would hope that if you came to my emergency department you 
would have the same — I am sure you would have the same experi- 
ence of not having your insurance in any way interact with our 
providing you with appropriate care. We would certainly want that 
to be the case. 

However, I must go on to say that we deal with 30 or 40 different 
plans in my emergency department, each of which has different 
rules about payment. And much of what we experience occurs not 
only at the time of service but retroactively if they decide not to 
pay for the service. So that you may not have had a problem, and 
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we certainly would not interrupt the care of someone who we 
thought was very sick. But a month or two down the line, our hos- 
pital and the group that I work with at the university might not 
be paid for that service they rendered to you. 

Mr. Burr. Well, let me ask this, if I could. Doctor. Given that 
you would not stop what you perceived to be an emergency, are, in 
fact, the ones that are questioned situations where the individual 
thought that the emergency room was the appropriate place, but 
had they placed a call or if a call was made when they walked in 
the door, that they would have, in fact, been directed to possibly 
another source? 

Dr. Aghababian. There are cases 

Mr. Burr. And I realize we are talking in very broad terms. We 
are not talking about specific cases. But I think we certainly have 
to understand the context of what happens daily. 

Dr. Aghababian. Right. It is our responsibility, because of the 
Social Security Act — and, of course, we are happy to do this — ^to 
provide tm immediate screening exam. The patient who comes in 
with chest pain may have indigestion or may have a very serious 
condition, as the one I just described. 

I was recently reviewing a case of a 6-month-old child whose par- 
ent called because the child was listless and had a fever of 104 and 
was advised to drive 42 miles to a plan hospital and en route had 
a cardiac arrest and, as a result of his blood-borne infection, had 
all four limbs amputated. 

Now, how can you tell from the symptoms that a patient de- 
scribes over the phone if they are having an emergency or not? 
TTiat takes a lot of experience. So if someone comes to our depart- 
ment complaining of discomfort in the chest, we take it very seri- 
ously, and we do whatever has to be done to prepare for a com- 
plication that might occur. Then we worry about the health insur- 
ance implications. 

But what happens is if someone comes with a laceration, which 
I could easily repair or could be repaired at a doctor's office, or a 
splinter that has to be removed from their heel that is causing 
them a great deal of pain, I could assess that problem, and we 
could try to access the plan, as we often will do. And they may or 
may not approve the payment for that service. 

Now, we still offer the patient the opportunity to have it rem- 
edied by us and then to take up the issue of who is going to pay 
for it with their insurance company. We never delay care. We al- 
ways take care of the people. But my staff and I will then be on 
the phone for hours on some cases that are more complex trying 
to get approval for it. 

Now, it is not only approval to treat, but if we elect to admit 
someone, then we have to get approval to admit. So sometimes we 
have to make two or three calls to get approval to have a specialist 
see the patient. So we are constantly on the phone talking about 
plans, and often we are talking to a nurse or someone with no med- 
ical training about what we would like to do to a patient who has 
an urgent condition. 

I would like to defer to Dr. Davis about his experience in Mary- 
land. 
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Mr. Burr. Let me, if I could, just ask one question of you, 
though. As an emergency room physician, as one who constantly 
treats those who are either in an emergency situation or believe 
that they are, when you deal with seniors, do you find that seniors 
have a close connection with their primary doctor and, in fact, want 
notification to them very quickly that there is a problem? 

Dr. Aghababian. Not always. There are very stoic individuals 
who wait until the last minute before they go to the hospital with 
a symptom, will not call their doctor who bmieve they do not want 
to DOther tneir physician, and will be urged by a family member 
to come. Seniors are a very diverse lot, and I am glad that is the 
case. I had a 90-year-old come in with a heart attack recently, and 
when I was discussing with him the newest approaches of therapy 
which have risks, he said, “Go for it.” He had suffered his heart 
attack while he was chopping a cord of wood. That is a 90-year-old 
man chronologically who is physiologically much younger. 

I think age is a relevant term these days, and certainly the way 
they behave to symptoms is veiy relevant. 

Mr. Burr. Well, the individuals that have come before our Com- 
merce Committee who have really opposed the injection of new op- 
tions, and specifically managed care options, have done so with the 
contention that seniors are so close currently to their physician 
that the fear may be that their physician is not listed on that ap- 
proved list. 

One, let me take this opportunity to state that I believe whatever 
reforms come out of the 104th Congress will protect the existence 
of the current system for those that would like to stay on it. So I 
think the debate is about what options we provide, and since I 
have another Member who has entered the room, I am going to 
have to watch the clock on myself since I am already over, and I 
want to go over to Dr. Connerton because I want to go to your con- 
clusion and just ask you a couple of questions, if I could. 

I read from your concluding remarks. 

The cuts reauired by the budget resolution are so large as to call into westion 
the ability of Medicare to provide its current package oi benefits in any form for 
the money that the Federal Government will be paying. 

Let me just ask you to define Medicare in that context. Is that 
HCFA? 

Ms. Connerton. What? 

Mr. Burr. In the sentence that I read where you state that this 
would “call into question the ability of Medicare to provide its cur- 
rent package of benefits in any form for the money that the Federal 
Government will be paying.” In other words, we pay $4,800 per 
senior today. We are going to raise it to $6,700. I would assume 
from that statement that you are saying we cannot supply the 
same package from HCFA for $6,700 in the future. 

Ms. Connerton. I think it is clear what we were talking about 
is the scale of the cut and the impact that that would have on the 
health delivery system as a whole. 

Mr. Burr. Well, I realize that a lot of your statement dealt with 
the overhaul of the entire system. 

Ms. Connerton. Yes. 

Mr. Burr. I guess this would be a good time to ask you as a rep- 
resentative of your group. Did your group endorse the President’s 
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plan last year? Would that have been — I note your reference to, 
“What is needed is a system-wide cost control that should be imple- 
mented as part of a comprehensive health care reform program 
that provides universal health insurance coverage to all Ameri- 
cans.” That is, in fact, what the President offered last year. Was 
that a plan that you as a representative endorsed? 

Ms. CoNNERTON. The Clinton health plan was endorsed by all of 
the unions in the labor movement. That is correct, yes. 

Mr. Burr. Very good. 

All rmht. At this time the Chair will recognize Dr. Ganske. 

Mr. Ganske. Thank you, Mr. Chairman. It is just amazing how 
fast your seniority has gone up. I guess if you sit here long enough, 
why, everyone else leaves. 

I want to thank the panelists for staying so long. It is hard being 
on the third panel because the other ones go longer and you never 
know what time you are going to be needed, so you sit here the 
whole day. We appreciate your coming. 

I want to reinforce the difficulties that managed care present in 
the emergency room. Certainly in the life-threatening situations, 
bound by the Hippocratic oath, we just take care of patients, pe- 
riod. You would agree with that? 

Dr. Aghababian. Absolutely, sir. 

Mr. Ganske. I think the quality of care issue arises when you 
have an acute situation but not a life-threatening situation; that is, 
a bad hand laceration or something like that. And I can relate from 
personal experience, because I participated in several HMOs, that 
the emergency room doctor will make an attempt to get the refer- 
ring doctor, tne primary care doctor on the line. Not infrequently, 
there is a long delay. So because you have got this bottleneck and 
you have got all these patients waiting out in the emergency room, 
you want to try to get these patients taken care of in a reasonable 
period of time. 

You will then phone the specialist, a surgical specialist or who- 
ever is necessary. Is that right? 

Dr. Aghababian. Yes. 

Mr. Ganske, And I think probably not infrequently you get an 
answer from that surgical specialist, well, I will be more than 
happy to come if you have received authorization. Is that right? 

Dr. Aghababian. That is correct. 

Mr. Ganske. The reason for that — correct me if I am wrong — is 
that if the specialist goes and takes care of the patient but he has 
not received an authorization from the gatekeeper, then he will re- 
ceive no payment. 

Dr. Aghababian. He will also receive a lot of headache, besides 
not receiving payment. 

Mr. Ganske. Not only that, but the primary care doctor will get 
mad at him. 

Dr. Aghababian. Correct. 

Mr. Ganske. Because he has now initiated treatment and may 
not be the choice or on that panel for that particular HMO or PPO; 
is that right? 

Dr. Aghababian. That is correct. 

Mr. Ganske. So what happens? Basically, patients sit there for 
long periods of time. 
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Dr. Aghababian. I can think of a classic example that you will 
appreciate. A middle-aged man came in recently to see me at the 
front desk; he had broken up a dog fight, and he had several punc- 
ture woimds on his hands that were bleeding and open lacerations. 
He was informed that his insurance company would have to be 
called. They were called and told the man that, for payment, he 
would have to go to an urgent care center where I knew on duty 
was a generalist who did not understand the complication of this 
injury. I told him that it would be better to be treated here, this 
was a serious problem. I even called the physician back, who again 
said, no, send the patient to the center that was manned by some- 
one with minimal experience. It was with great reluctance, because 
it was the patient’s choice, that I let that patient leave with a seri- 
ous dog bite of both hands, knowing that the incidence of infection 
and complications could be quite hi^. 

It was heartbreaking to me as a physician because I want to 
treat my patients as best I can. 

Mr. Ganske. I find it rather paradoxical that those patients that 
come into the emergency room that have no insurance — I mean, not 
even title XIX — they will get quicker care than those who have 
worked hard and have purchased a health insurance plan. 

Dr. Aghababian. In our institution, that man would have been 
seen by a hand or plastic surgeon. 

Mr. Ganske. Thank you very much for your testimony. 

Mr. Burr. Thank you. Dr. Ganske. 

The Chair would recognize Mr. Ensign. 

Mr. Ensign. Thank you, Mr. Chairman. 

Dr. Connerton, I would like to address a couple of things in your 
testimony, and I apologize if I repeat a couple things. 

You mention in here about the $245 billion tax cut. Were you 
aware that the tax cut in the Contract With America was passed 
without touching Medicare? In other words, it was completely paid 
for without touting Medicare during the Contract With America. 
Were you aware of that? 

Ms. Connerton. I am dealing with the present situation, which 
is the budget resolution. 

Mr. Ensign. Were you aware, during the Contract With America, 
our tax cuts were completely 100 percent paid for without touching 
Medicare? Purposely without touching Medicare or Social Security? 

Ms. Connerton. If you say so. 

Mr. Ensign. Well, it is a matter of fact. It is not a question of 
an34;hing I say. It is a matter of fact. During the Contract With 
America, we had 245 billion dollars’ worth of tax cuts — actually, 
more than that — that we did without touching Medicare. We paid 
for them with cuts in other areas. We did it without touching Medi- 
care. 

I think that saying that our tax cuts are being paid for by Medi- 
care or inferring that in your testimony, your written testimony, is 
very unfair. 

Ms. Connerton. Well, all I can say is that I am dealing with the 
budget resolution. I know the Contract With America had some 
very back-of-the-envelope calculations in it, and I think what is rel- 
evant — 
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Mr. Ensign. Back of the envelope? These tax cuts were scored by 
CBO, and so were all of the spending cuts scored by CBO. 

Ms. CONNERTON. Let me just repeat that what we are looking at 
here is a situation where there is an attempt to balance the Fed- 
eral budget and achieve tax savings of $245 billion over the 
next 

Mr. Ensign. Correct. We actually had higher tax cuts during the 
Contract With America without touching Medicare. Repeat, with- 
out touching Medicare. 

Now, after the Contract With America, the President’s own trust- 
ees came out with a report that said Medicare will be bankrupt in 
the year 2002. 'The President’s own trustees, after the Contract 
With America. After the tax cuts which were paid for without 
touching Medicare, without the budget proposal that we came out 
with, without trying to balance the budget. Medicare still goes 
broke, based on the President’s budget that he sent up here that 
was not balanced in the year 2002. Medicare still goes broke. 

Would you agree with that? 

Ms. CONNERTON. I would agree that there is a long-term solvency 
problem with the Medicare Trust Fund. 

Mr. Ensign. Even without a balanced budget, even without the 
tax cuts. Medicare still goes broke? 

Ms. CONNERTON. That is the current projection. And you have to 
understand that in 

Mr. Ensign. So how can you 

Ms. CONNERTON. Wait 

Mr. Ensign. $245 billion in tax cuts to the fact that we are tak- 
ing that out of Medicare when we did it without it? 

Ms. CONNERTON. I am just going back to the arithmetic, and the 
arithmetic is that you want to balance the budget and achieve $245 
billion in tax cuts, and in order to make that all happen, you want 
to take $270 billion out of the Medicare Program. 

Mr. Ensign. OK Let’s go to some different line of questioning. 
Do your recipients have better coverage or worse coverage than 
Medicare recipients today, your enrollees? 

Ms. CONNERTON. Well, we are a service workers union, so it 
is 

Mr. Ensign. On average. 

Ms. CONNERTON. On average, I would say “yes” because we have 
stop loss insurance and prescription drug coverage, better mental 
health coverage, yes. 

Mr. Ensign. OK Why do you think that the private sector has 
been able to keep up with some of the newer coverages and yet 
Medicare has not? In other words, a lot of Medicare recipients are 
not receiving as good a coverage today as people in the private sec- 
tor. You mentioned prescription drug coverage being a huge part 
of that. 

Ms. CONNERTON. That is correct, but we pay for that as part of 
our compensation package. And, in fact, we have traded off pay in- 
creases in order to get additional benefits at the bargaining table. 

Mr. Ensign. But even nonunion places are doing that. Even non- 
union places without collective bargaining are doing that. I have 
experience in those areas as well, and even nonunion places — I 
have worked at union facilities and nonunion facilities, and non- 
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union places are doing that as well. So I think that we obviously 
know that, and the point I am making is that we need to improve, 
we need to provide more service for less money. Your luiion has 
been associated with a lot of companies that are doing that not 
only in their health care plans, but they are building better prod- 
ucts for less money. They are providing better services for less 
money. We are capable of doing that because of better management 
techniques that your union has been associated with, and you have 
actually been integrally associated with that. You have seen that 
happen throughout the eighties, that American companies have be- 
come more competitive because of the cooperation and because of 
the systems that have been put in place. 

This is what we are saying that we can do with Medicare, we 
will slow the rate of growth of spending in Medicare, not as a cut 
but through efficiency and through strengthening the system. 

Ms. CoNNERTON. Let me just repeat. My oral testimony really fo- 
cused on the whole issue of monitoring quality. I mean, we have 
really been behind a lot of the innovative sort of private sector 
techniques, managing care. We believe in managed care and see it 
as a better way to achieve cost-efFective care for our employees. 

Mr. Ensign. Let me just ask one 

Ms. CoNNERTON. At the same time — let me just finish what I am 
saying. At the same time, the private sector is very weak, and they 
would admit it, and the Jackson Hole meeting which I attendea, 
the whole purpose of the discussion by the purchasers was we do 
not have a handle around quality at all. All the competition going 
on there in the marketplace, we are driving down the prices, but 
we do not know what is happening to the quality of health care 
that our employees are getting. That is basically where the private 
sector is at this point. We are a long ways away from determining 
whether a health plan is a good health plan or a bad 

Mr. Ensign. Mr. Chairman, if you will indulge me just for one 
last question. The savings that have been achieved in the private 
sector, large employers last year actually had their medical costs 
go down by about 1.1 percent. Would you classify — if I have a com- 
pany and I am spending $3,000 on an employee this year, through 
efficiencies I am able to next year spend $2,900 an employee. 
Would you call that a cut or would you call that savings? 

Ms. CONNERTON. It depends on what happens on the quality. 

Mr. Ensign. Same quality. Same or maybe better. 

Ms. CONNERTON. Well, tne way that you have set up the ques- 
tion, the answer obviously would be you would not consider that a 
cut. 

Mr. Ensign. If we were able to design a Medicare system, to de- 
sign a system where we are spending $1,900 more a year per per- 
son, providing the same or better quality, would you consider those 
Medicare cuts? 

Ms. CoNNERTON. Again, the way the question has been set up, 
you know, which is the big “if,” assuming everything else is con- 
stant — 

Mr. Ensign. Sure, but we do not know that “if,” do we? 

Ms. CoNNERTON. We do not know in the private sector whether 
we are getting value for our money. We do not know what we are 
getting. 
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Mr. Ensign. Even though when we do survey our employees 

Ms. CONNERTON. Even though we see cost savings 

Mr. Ensign. Even though when we survey our employees, they 
are every bit as happy or happier with their health care coverage 
now as l^fore. 

Ms. CoNNERTON. Well, it is part of the whole question of looking 
at — if you want to look at the characteristics of the population as 
a whole or whether you focus your survey on sicker populations. 
That is one of the reasons why employers are very interested in 
getting information on health status, because how you view your 
health plan has a lot to do with your health status. Most employees 
probably do not use the health plan over the course of the year, but 
the 10 percent, 20 percent who do, who have the direct interactions 
with the physicians, with the hospitals and so forth, are the rel- 
evant group for interviewing on that end. 

There is also the question of health outcomes. Ultimately, is a 
plan producing a good health outcome? We are very far away from 
the 

Mr. Ensign. I would agree with you there, and I would just en- 
courage your organization to work with us, because Medicare is 
such an important system. So many people are so dependent on 
that. Obviously, a lot of your retirees are, and it is such an impor- 
tant system that we have to save it. So instead of just putting out 
political rhetoric that says that we are cutting Medicare, when, in 
fact, we may not be cutting Medicare, we may just be achieving 
cost savings and better quality. 

Thank you, Mr. Chairman, for your indulgence. 

Mr. Burr. The gentleman’s time has expired. 

Dr. Davis, I would like to bring you into this for just 1 minute, 
and I hope that, in fact, this is appropriate to ask you. You have 
heard part of the debate today. You are in health care. I think you 
understand the complexity of the issue that we are dealing with. 
Do you have any suggestions to the Subcommittees, either by what 
you have seen firsthand or items that you have seen within the 
medical community that would be prudent for the Subcommittees 
to look at very seriously that we have not had on the table today? 

Dr. Davis. Yes, I do. Thank you. I do think that standards are 
important. I am not willing to turn the oversight over to the pri- 
vate companies. I think Government entities can do that just as 
well, if not better. I am glad to see the Federal Government taking 
an interest in this. 

Mr. Burr. Well, I can assure you that we hear what you are de- 
scribing to us. I can only tell you that by every analysis done by 
an agency of the Federal Government, GAO today — we have had 
other extensive hearings both in Ways and Means and in Com- 
merce — it is not the opinion of those who do the surveys that, in 
fact, the Government performs as well as the private sector in this 
particular case. And HCFA’s ability to replicate the successes of the 
private sector has been slow and sometimes off the mark. 

Let me end this hearing today with just a little bit out of the 
trustees’ report, if I may. I quote from the overview of the trustee’s 
report on Medicare. 
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Under present law, as shown by the projections in this report, the Hospital Insur- 
ance Pro^am costs are expected to far exceed revenues over the 75-year long-range 
rariod under any reasonable set of assumptions. As a result, the Hospital Insurance 
Program is severely out of linancial balance, and the trustees believe that the Con- 
gress must take timely action to establish long-term financial stability for the pro- 
gram. With the maraitude of the projected actuarial deficit in the Hospital Insur- 
ance Program and the high probability that the Hospital Insurance Trust Fund wiD 
be exhausted in less than 11 years, the trustees urge the Congress to take addi- 
tional actions designed to control Hospital Insurance Ihugram costs and to address 
the projected financial imbalance in both the short range and the long range 
through specific program legislation as part of a broad-based health care reform. 
The trustees believe that prompt, effective, and decisive action is necessary. 

I want to take the opportunity to thank all the doctors on this 
panel, to thank the other panels that preceded you, and to take 
this opportunity to thank the Subcommittee Members of Ways and 
Means and of the Commerce Committee. Congress is in a position 
to exert the responsibility that the trustees have asked us to do, 
and that is to investigate every option, to talk to everybody con- 
cerned — those that a^ee, those that disagree — to make sure that, 
in fact, we have the highest quality of health care delivery for our 
seniors in this country. I am certain over the next several months 
working with you and others who are willing to come and testify 
and share witn us your feelings on that, in fact, we will reach 
something that assures all of us of a high quality of care for the 
seniors in America. 

This hearing is now adjourned. 

[Whereupon, at 2:27 p.m., the hearing was adjourned.] 

[Submissions for the record follow;] 
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STATEMENT 
OF THE 

AMERICAN ACADEMY OF NURSE PRACTmONERS 
AMERICAN ASSOCIATION FOR MARRIAGE AND FAMILY THERAPY 
AMERICAN ASSOCIATION OF NURSE ANESTHETISTS 
AMERICAN COLLEGE OF NURSE-MIDWIVES 
AMERICAN COLLEGE OF NURSE PRACTITIONERS 
AMERICAN OCCUPATIONAL THERAPY ASSOCIATION 
AMERICAN PHYSICAL THERAPY ASSOCIATION 
AMERICAN PODIATRIC MEDICAL ASSOCIATION 
AMERICAN PSYCHOLOGICAL ASSOOATION 
AMERICAN SPEECH-LANGUAGE-HEARING ASSOCIATION 
NATIONAL ASSOCIATION OF NURSE PRACTITIONERS IN REPRODUCTIVE HEALTH 

TO THE 

HOUSE WAYS AND MEANS COMMITTEE 
AND 

HOUSE COMMERCE COMMITTEE 
ON 

JULY 27. 1995 

The undersigned associations representing the interests of over SOO.OOO health professionals appreciate the 
opportunity to submit writiea testimony to the House Ways and Means and Commerce Committees to 
share our views on issues related to the health care delivery system. These non-MD health professional 
associations share the concern that all Americans should have the opportunity to obtain services from all 
types of health care providers who are licensed or certified to provide those services. Based on this 
concern, we would like to describe how this can be accomplished. 

RELATIONSHIP BETWEEN HEALTH PLANS AND HEALTH PROFESSIONALS 
Our associations believe U is necessary that reasonable access to all health professionals be guarameed to 
ensure consumer healdi care needs are met. Barriers continue to exist in the health care marketplace 
preventing non-MD health professionals from competing with physicians and practicing to the Sliest 
extent of their education and training. 

An essential first stq) for creating equitable access to all health professionals is to incorporate into health 
care legislation, antidiscrimination requirements that prt^ibit b^th plans from discriminating on the basis 
of the category of licensure or certification of the health professional. Our health professional 
associations succeeded in securing provisions in all major health care reform legislation of the 103rd 
Congress prohibiting health plans fiom discriminating against health professionals on the basis of their 
licensure or certification. This success illustrates the understanding by policymakers of the need to ensure 
the public's access to appropriate health care services. 

By preventing discrimination ag^t qualified health care professionals, consumers will have access to 
necessary primary and specialty care and will be able to choose among a variety of qualified health 
professionals. Non-MD health professionals are particularly important to meeting the accessibility needs 
of consumers in rural aiul uoderserved areas. In many situations, these are the only qualified health 
professionals available to provide care. Therefore, antidiscrimination language should be applied to all 
types of health plans. Even though limited fee-for-service plans and HMD point-of-service options with 
higher premiums and additional copays provide some choice, they do not go for enough to guarantee 
consumer choice. 

ITiis antidiscrimination language is not ”any willing provider* language. It does not require a health plan 
to enter into a contract with every individual praaitioner, but rather would require the plan to have 
representatives of a variety of health professions in its network. Antidiscrimination language is intended 
to give health plans more flexibility than 'any willing provider” requirements by allowing health plans the 
discretion to contract selectively on the basis of an individual health professional's reputation, professional 
qualifications, etc, while preventing health plans from refosing to contract with entire health professions. 
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During the last Congress, our associations worked with representatives of the managed care industry to 
negotiate a compromise approach to preventing arbitrary discrimination against health professionals based 
solely on their license or certification. This concept of antidiscrimination, supported by non-MD health 
professional associations and managed care organizations, was included in all major health care reform 
legislation last year. This language prohibits a state, certified health plan, or certified health plan sponsor 
from discriminating in the participation of, or denying reimbursement or indemnification to a health care 
provider who is acting within the scope of the provide ‘s license or certification under applicable State or 
Federal law, solely on the basis of such license or certification. 

An increasing number of states, including California, Michigan and Minnesota, have undertaken or are 
considering affirmative measures to prevent plans from discriminating against health professionals on the 
basis of category of licensure. Typically, under these statutes, health plans may specify terms and 
conditions of affiliation to assure cost efficiency, qualification of providm, appropriate utilization of 
services, accessibility, convenience to consumers, and consistency with the plan's method of operation. 
This, of course, is not to say that inclusion of all providers of a certain category is mandated. 

We urge the Committees to support this reasonable approach to the issue of discrimination against classes 
of health professionals. This approach was endorsed not only by several health professional associations, 
but also by representatives of the managed care industry. 


CAPACITY OF HEALTH PLANS TO SERVE CONSUMERS 

All of the major health care reform proposals of the 103rd Congress recognized the importance of 
assuring that health plans have the resources and capacity to meet the needs of plan enrollees in a 
reasonable and adequate manner. Under these proposals, health plans must be certified and demonstrate 
this ability to provide appropriate care. 

Any health care legislation of the 104th Congress should include specific criteria that health plans must 
meet to demonstrate their capacity to serve the health care needs of enrollees. Our health professional 
associations and the managed care organizations had agreed to specific criteria that was incorporated into 
major health care reform legislation last year. This legislative language requires that health plans: 

• provide a sufficient number, distribution and variety of health providers to meet 
the needs of enrollees; 

• meet the needs of enrollees with reasonable promptness and in a manner that 
assures continuity of care; 

• appropriately serve the diverse needs of the population including the special 
resource problems of a designated medically underserved area that is pan of the 
plan's network service area; 

• ensure that health services are accessible in the communities and plan service areas 
in which people live and work; and 

« provide information to consumers upon request regarding the plan's certification 

status, benefits offered, premium cost-sharing and administrative charges under 
the plan, risk and referral arrangements under the plan, and the number, 
distribution and variety of health care providers under the plan and the availability 
of such providers. 


We urge the Ways and Means and Commerce Committees to recommend to Congress that every type of 
health plan be prohibited from discriminating in participation of, or denying reimbursement or 
indemnification to a health professional who is acting within the scope of the health professional's license 
under applicable State law solely on the basis of such license or certification. Plans should also be 
required, at a minimum, to meet certain conditions demonstrating that they have the capacity to serve the 
enrollees of their plan. 


American Academy of Nurse Practitioners 
American Association of Marriage and Family Therapy 
American Association of Nurse Anesthetists 
American College of Nurse-Midwives 
American College of Nurse Practitioners 
American Occupational Therapy Association 


American Optometric Association 
American Physical Therapy Association 
American Podiatric Medical Association 
American Psychological Association 
American Speech-Language>Hearing Association 
National Association of Nurse Practitioners 
in Reproductive Health 
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Amebican Association 


erican Ass ociation of PPOs 

601 13tli Street, N.W. • Suite 370S # WasLmgton, D.C. 20005* (202)347-7600 * FAX {202)34.7-7601 



July 28, 1995 

The Honorable William M. Thomas 
Chairman 

Subcommittee on Health 
Committee on Ways & Means 
U.S. House of Representatives 
Washington, DC 20515 

Dear Mr. Chairman; 

The American Association of Preferred Provider Organizations (AAPPO) has delivered or 
submitted testimony to both the Ways & Means and Commerce health subcommittees on the 
advantages in both cost-containment and beneficiary satisfaction of adding a PPO option to 
Medicare. We would like to comment further on the subject of qualification and quality 
standards, the subject of your July 27 joint hearing, and we ask to have this communication 
included in the record of that hearing. 

AAPPO agrees with the prevailing thought that Medicare choices should be expanded, giving 
Medicare beneficiaries the same options available to those insured in the private market. We 
are concerned, however, by some proposals now being discussed that would limit those 
choices to state-licensed, risk-bearing entities. 

As discussed in our earlier testimony, most PPOs are not licensed as insurers or HMDs, and 
do not bear insurance risk. To require them to do so is to bar most PPOs from Medicare 
participation, thereby barring beneficiaries from an option that would offer both cost savings 
and provider choice. 

AAPPO believes strongly that Medicare must build on the successes of the private sector, 
including PPOs. PPOs have charted impressive growth and popularity not by trying to 
replicate HMOs’ structure, but by applying utilization and quality management to a fee-for- 
service base. In essence, PPOs represent managed fee for service. Given that 90% of 
Medicare beneficiaries currently are enrolled in a fee-for-service arrangement, it clearly would 
be advantageous to encourage this population to move into a more efficient and cost-effective 
variation. PPOs have the capacity to enroll large numbers of beneficiaries quickly — but not 
if they must first undergo the laborious process of obtaining state insurance licensure. 

AAPPO by no means suggests that PPOs seek to escape oversight and accountability. Indeed, 
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we have proposed the development and implementation of federal-level standards to 
demonstrate PPOs’ ability to deliver high-quality care and to protect beneficiary interests. 
Under the current scenario, we are prepared to work with the Health Care Financing 
Administration to develop standards appropriate to PPOs' unique structure; however - as 
suggested by several witnesses as well as members of the Subcommittees - it certainly makes 
sense to suggest that private organizations could fulfill the role of arbiter. 

As we have discussed with you, PPOs seek direct contractor status under the Medicare 
program. As we envision the process, an interested PPO would first demonstrate its 
qualification by complying with formal standards. It then would contract with Medicare just 
as it now does with a self-insured employer, i.e..the employer bears the insurance risk, and 
compensates the PPO via an administrative fee for network access, provider credentialing, 
quality and utilization management, etc. AAPPO has suggested that negotiated performance 
targets could form part of this contract, e.g.,that average claims would not exceed the level 
payable under the standard Medicare payment methodology. 

AAPPO urges you to allow PPOs to bring their unique strengths to Medicare’s assistance. 

We look forward to working with you to develop standards and contracts that will promote 
high-quality care, cost savings, and beneficiary satisfaction. 


Sincerely, 


Gordon B. Wheeler 


President and Chief Operating Officer 
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STATEMENT BY 

THE AMERICAN FARM BUREAU FEDERATION 
TO THE 

SUBCOMMITTEE ON HEALTH 
OF THE 

HOUSE WAYS AND MEANS COMMITTEE 
AND THE 

SUBCOMMITTEE ON HEALTH AND ENVIRONMENT 
OF THE 

HOUSE COMMITTEE ON COMMERCE 
ON 

STANDARDS FOR THE MEDICARE PROGRAM 
July 27, 1995 


The American Farm Bureau Federation, the nation’s largest general farm organization, 
representing over 4.4 million member families in every state and Puerto Rico, appreciates this 
opportunity to comment on standards for various private health insurance plans seeking to 
participate in and provide coverage to beneficiaries under the Medicare program. 

Medicare is a vital part of the rural health care delivery system. It is not uncommon for rural 
health care delivery systems to have Medicare recipients account for 60-70 percent of their 
patient count. Medicare money is critical to the cash flow of rural health care delivery systems. 

At the same time. Medicare regulations determine whether or not the payments for health care 
delivered to Medicare recipients is sufficient to pay for the actual cost of care. 

The first standard for Medicare in rural areas should be to do no harm. Rural health care delivery 
systems are fragile because of limited patient loads, long travel for care and the limited 
availability of health care professionals. The cost of Medicare regulations is an added burden on 
rural systems that may cause quality of care to suffer or the entire system to shut down. 

Two factors are critical in determining the impact that Medicare has on rural health care delivery 
systems. The first one is that Medicare payments must cover the actual cost of delivering care. 
Cost shifting between payers of care is rampant throughout the health care delivery industry. 

That is a well established fact. In rural areas often there are few. if any. segments of the market 
to shift costs to from Medicare. 

As was noted earlier. 60-70 percent of the patient load may be Medicare recipients. Another 
10-20 percent may be Medicaid recipients. That leaves 20-30 percent of the patients as private 
pay or insurance payers. Fewer rural families have health care plans than the population as a 
whole and the plans are often less generous that those of higher paid urban/ suburban residents. 

In short, rural areas have few “deep pockets” to pay for the shortfalls in Medicare 
reimbursements. 

In addition, there is the issue of complexity. Each time the Medicare system attempts to "fine 
tune” the payment system to catch potential excess reimbursements, it makes it harder for rural 
providers to track the changes and respond. They often lack the administrative support staff and 
electronic systems to handle the additional details. 

The second critical factor for rural health care delivery systems is regulatory flexibility. Rural 
systems often do not have the support staffs necessary to keep up with the never-ending stream of 
regulations that must be followed to qualify for Medicare payments. The issue is not the quality 
of care. The issue is meeting a regulatory definition of what is necessary to provide high quality 
health care. 

The size and location of rural health care delivery systems often prevent them from meeting 
regulations that are often taken as a matter of course in urban/suburban settings. Patient demand 
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flows are more variable. Maintaining 24-hoiirS'per-day, 365-days-p)er-year coverage for certain 
types of care may be prohibitively expensive when patient loads only require coverage for a third 
or half that time. 

Health care professionals need the flexibility to be cross-trained to do more than one job. Mid- 
level practitioners need more opportunities to perform activities that may be done by physicians 
in other settings. The many regulations that focus on equipment requirements rather than on 
patient outcomes need to be reviewed. 

In reality, Medicare is a one-size-fits-all, centralized system, managed from Washington, D.C. It 
assumes that all recipients are the same, all providers are the same and all portions of the country 
are the same. Medicare must respond to the needs of rural areas. 

The current policy debate on allowing more flexibility under managed care and the use of 
vouchers for Medicare recipients may be good news for rural providers and recipients. Both 
policy approaches would move decision making-closer to the providers and recipients of care. If 
managed care providers are given wide discretion in providing care, they could choose a mix of 
care-givers consistent with the local delivery systems. The managed care payments per recipient 
may need to be adjusted for the fact that rural systems do not have as even a spread of risks as 
urban/suburban delivery systems. 

A voucher system would provide some of the same flexibility. In this case the recipients would 
choose a payment system and a delivery system. They would be more likely to choose one 
consistent with the currently available rural delivery system. The competition encouraged by the 
voucher approach would also produce new payment and delivery options. 

The current focus on the cost of the Medicare program may be a potent force in making changes 
in the system. If increased payment and delivery flexibility is the result, it will be good news for 
taxpayers, recipients and providers in rural areas. 
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STATEMENT OF AMERICAN LUNG ASSOCIATION AND AMERICAN THORAOC 

SOCIETY 


These conunents are submitted on behalf of the American Lung Association and its medical section, 
the American Thoracic Society. 

Founded in 1904 to fight tuberculosis, the American Lung Association is the oldest nationwide 
vohintaiy health agency in the United States. Along with its medical section, the American Thoracic 
Society — a 12,500 member professional organization of physicians, scientists, and other health 
professionals specializir^ in pulmonary medidne and lung research — the American Lung Association 
provides programs of education, community services, advocacy and research to fight lung disease and 
promote lui^ health. 

The ALA/ ATS would like to take this opportunity to bring to the attention of the Committee its 
concOTis regarding access to specialty care for the chronic lung disease patient. Under the proposed 
Medicare reform plan, which focusses principally enrolling Medicare recipients into managed care 
plans, the access to specialty care question is paramount for our constituents who suffer from lung 
disease. In addition to including access to specialty care in Medicare reform, we would also like to 
see included a provision to end restrictive insurance industry policies that limit Medicare patients' 
access to the latest pharmaceutical products and medical devices Furthermore, lifetime monetary 
caps on prescription drugs and medical devices should be eliminated 

LUNG DISEASE AMONG THE MEDICARE POPULATION 

The prevalence of chronic lung disease varies with age, but for most categories chronic lung disease 
hits hardest in individuals 65 years of age ar\d older. For instance, the prevalence of chronic 
bronchitis is the highest in those over 65, where 61.7 persons per 1 ,000 arc affected. The prevalence 
of emphysema increases steeply with age, affecting 15.6 people per 1,000 in the 45-to 64-year-old 
group and nearly doubling to 29.8 per 1,000 after age 65. In addition, those over age 65 experience 
the second highest prevalence of asthma — 48.2 per 1,000. 

With these statistics in mind, it is only natural (hat the ALA/ ATS be concerned with how Medicare 
recipients with chronic lung disease are treated under Medicare reform. If current proposals prevail, 
there will be an increasing number of Medicare recipients enrolled in managed care. The ALA/ ATS 
wants to make sure that those with chrome lung disease will receive the same quality care and access 
to specialty care they receive under the present Medicare system. 

THE NEED FOR ACCESS TO SPECIALTY CARE 

In order to maintain optimal functioning in the face of a disabling condition such as chronic lung 
disease, patients require a wide range of health-related services. Medical treatment is, of course, 
primary. In terms of physician care, the patient's family physician usually makes a tentative diagnosis 
of chronic lung disease In most instances, a consultation with a pulmonary specialist is suggested. 
In some cases, because of the extent of the patient's disease, referral to a pulmonary specialist is 
necessary. 

Specialists serve a dual role in clinical practice: as a primary physician for a person with chronic 
disease and as a consultant for acute illness where the patient has been referred to the specialist. A 
gatekeeper system that too strictly requires permission or referral for every visit to a specialist would 
be a large detractor to access for people with chronic lung problems Appropriate management of 
moderate to severe asthma by a specialist, for example, is more likely to result in fewer costly 
hospitalizations than care of those same cases by a general internist or family practioner who does 
not have the extensive training to work vrith asthma. Further, pulmonary physicians are generally able 
to assume full care for the patient whose primary prc^lem is lung related and more ofien do so at the 
patient's request. 

Just as there is a need to include specialty care access in Medicare reform, there also remains the need 
to train specialists to perform those services. The ALA/ ATS is concerned that every effort be made 
to continue funding of Graduate Medical Education (GME) through a Medicare set-aside. Although 
the trend of the medical profession is to produce more primary care physicians, the fact remains that 
with a growing elderly population, the need for specialized services, such as critical 
care/pulmonology, will continue to grow well into the next century. 

The American Lung Association and the American Thoracic Society are dedicated to ensuring that 
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lung disease patients on Medicare have access to the appropriate specialty care. Unless there is 
specific language in the Medicare reform bill mandating an out-of-service option for managed health 
care plans, access to providers who are specialists for individuals with chronic diseases (e.g. a 
specialist acting in the primary care provider role) maybe denied, or severely restricted in the interest 
of cost savings. Financial disincentives for specialty referral also must be eliminated. Referrals 
always must be based on the best interest of the patient, not the financial interests of the health plan. 

MEDICARE RECIPIENT ACCESS TO LATEST PRESCRIPTION DRUGS AND DEVICES 
A variety of oral, parenteral and aerosolized medications are required to treat chronic pulmonary 
disease. In addition, some patients require oxygoi and durable medical equipment, such as nebulizers, 
humidifiers, suctioning equipment and mechanical ventilators. New drugs and devices that can better 
control and add improve the quality of life for lung disease patients are being made available daily. 
Unfortunately, Medicare recipients cannot receive the latest/experimental drugs or devices because 
of restrictive Medicare payment policies. As a result, these patients, who are often in most need of 
advanced drugs and devices, are being denied access to a series of new products and therapies. 

Compounding this already stifling situation are lifetime caps on prescription drugs and medical 
devices. The cost of treating chronic diseases is very expensive. Lifetime monetary caps on these 
therapies cruelly postpone the inevitable for those with chronic conditions. For patients who have 
exceeded their lifetime cap, finding other cost-effective health insurance to help pay for their ongoing 
medical costs is a nightmare, if not impossible. 

Studies have been conducted indicating that the eradication of lifetime caps would result in minimal 
increases in insurance premiums. Insurance companies can effectively spread their risk of having 
patients with catastrophic illnesses through reinsurance. From an actuarial view, there is a trivial 
increase in premium costs from raising the lifetime cap from half a million or a million dollars to six 
million dollars or eliminating it altogether - the difference for the patient who has a chronic and 
costly disease, however, is tremendous. 

CONCLUSION 

With the ever increasing number of Medicare recipients enrolling in managed care plans and 
considering proposed legislative plans to encourage this trend, Congress should make sure that the 
issues of access to specialty care, the ending of restrictive Medicare drug and medical device policies, 
and the elimination of lifetime caps on prescription drugs and medical devices are thoroughly 
reviewed. 

Continued access to specialty care, prescription drugs, medical devices and the elimination of lifetime 
monetary caps are of extreme importance to those with chronic diseases, especially chronic lung 
disease. It is the hope of the American Lung Association and the American Thoracic Society that the 
committee will seriously and carefully consider these options when formalizing its final plan for 
Medicare reform. 
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STATEMENT OF AMERICAN REHABILITATION ASSOCIATION 

BEFORE THE SUBCOMMITTEE ON HEALTH 
COMMITTEE ON WAYS AND MEANS 

AND 

SUBCOMMITTEE ON HEALTH AND ENVIRONMENT 
COMMITTEE ON COMMERCE 

FOR THE RECORD OF THE HEARING ON STANDARDS FOR HEALTH PLANS 
PROVIDING COVERAGE IN THE MEDICARE PROGRAM 

July 27. 1995 

This testimony is being submitted on behalf of the American Rehabilitation Association for 
inclusion in the record of your subcommittee's hearing on standards for health plans providing 
coverage in the Medicare program. 

The American Rehabilitation Association (formerly the National Association of Rehabilitation 
Facilities) is the largest not-for-profit organization serving vocational, residential and medical 
providers in the United States. The established leader in the field of rehabilitation for more than 
a quarter century, American Rehab serves its more than 800 member facilities by effecting 
changes in public policy, developing educational and training programs, and promoting research. 
In addition, it provides networking and communications opportunities, all of which help to ensure 
quality care and access to services to more than fcuir million persons with disabilities. 

This testimony will provide background on rehabilitation, discuss the impact that managed 
care has had on rehabilitation, and outline standards for plans providing care to Medicare 
beneficiaries.' 

BACKGROUND ON REHABILITATION 

Medical rehabilitation addresses itself to a single end-the elimination or mitigation of 
disability. Rehabilitation restores a person's ability to live, work and enjoy life after an illness, 
trauma, stroke or similar event has impaired his or her physical or mental abilities. Most patients 
enter rehabilitation after an acute hospital stay. In 1994 about 4(X),(X)0 people per year received 
such services as inpatients in rehabilitation hospitals or rehabilitation units of general hospitals. 
Many more receive such services as outpatients. There are now about 200 rehabilitation hospitals 
and 800 rehabilitation units in general hc^pitals. 

Many of the conditions requiring rehabilitation are associated with advancing age, particularly 
strokes, arthritis and orthopedic conditions. AccOTdingly, a relatively high percentage of the 
persons who need rehabilitation are covered by Medicare. In 1994 about 71% of discharges from 
rehabilitation hospitals and units and 66% of «Hal days of care were covered by the Medicare 
program. These figures do not include Medicare beneficiaries who have chosen to enroll in 
managed care plans. Thus, rehabilitation facilities are perhaps more affected by Medicare policy 
than any other element of health care. 

Rehabilitation involves specialized physicians. rehabilitatioD nurses, physical and occupational 
therapists, speech language pathologists, respiratofy therapists, social workers, psychologists, and 
other therapists who work as a team with patients to restore their functional ability and help them 
be independent. This interdisciplinary team coix:ept is central to rehabilitation and the sum of 
these efrorts is greater than the parts. The team establishes an individual rehabilitation plan 
which sets forth that person’s goals in rehabilitation. For example, a person has had a stroke 
which impairs the ability to walk, see, swallow and creates weakness on the left side. The goals 
include walking again independently, swallowing without aid, seeing well enough to read, 
strengthening the left side so the arm and leg can be used, and being able to dress independently 
again. Over 80% of the 4 million people receiving rehabilitation services return to their homes. 
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work, schools, or an aclive retirement. Common conditions usually requiring rehabilitation 
include: heart attack, stroke, arthritis, cancer, neurological disor^rs. joint fractures and 
replacements, amputation, head injury, spinal cord injury, chronic pain, pulmonary disorders, 
burns, multiple trauma and congenital or developmental disorders. 

Rehabilitation is delivered in freestanding rehabilitation hospitals, rehabilitation units of 
general hospitals, comprehensive outpatient rehabilitation facilities, rehabilitation agencies and 
other outpatient settings, skilled nursing facilities and in pecq>le's homes. Determining which 
setting is appropriate is a function of medical judgement. These settings provide a full continuum 
of rehabilitation care. 

The rehabilitation field is responding to the changes in the health care field. It is becoming 
more cost effective through the use of critical pathways, decision rules and constant examination 
of the use of resources and outcomes. All of these practices help make decisions about the 
appropriate use of resources and help cut costs. 

EFFECTIVENESS OF REHABILITATION 

If rehabilitation services are delivered, they are most elTective if delivered early after trauma 
or illness. For example, rehabilitation is one of the evaluations done right in the trauma center. 
If an appropriate referral is not made the person remains dependent, the family suffers and 
society, the individual and the family pay more than just fmaocially. In a study of the cost 
benefits of stroke, the investigators found that for each stroke patient who, through rehabilitation, 
was able to live at home, the expense of living at home versus in a nursing borne setting saved 
$13,248 per year in 1981 dollars, or $21,599.54 in 1994 dollars per year. Given that the average 
stroke patient lives over 5 years this is a savings of $107,997.70 in 1994 dollars. 

An article in the 1994 October/Noven^r/December issue of TQM magazine. "Judging the 
Cost-Effectiveness of Rehabilitation", discussed the cost effectiveness of rehabilitation. 
Pulmonary rehabilitation improves patient funedem and reduces the use of medical services. 
Early rehabilitation in a rehabilitadon unit for stroke patieuts is more effective than for patients 
treated on general medical wards. Twice as many of the paUents who did not receive 
rehabilitation went to nursing homes and the mean dme in an institution in the first year, 
including nursing homes was 75 days for the rehabilitation patients and 123 days for the patients 
who did not get the rehab program. 

For traumatic brain injury (TBI) eaily inidation of rehabilitadon can save costs. A recent 
study compared patients from one hospital with an aggressive early rehabilitadon program for 
TBI with those from 1 1 other hospitals without organized programs. Padents from the formal 
program experienced one third the dme io a coma. Also the rehabilitadon length of slay averaged 
54 days vs. 106 days for those coming from rcMidne care. Ninety-four percent (94%) were 
discharged home in the early interveodon program compared to 57% of the others. Again, there 
is an enormous amount of money saved simply by calculating the cost of days not spent in the 
hospital. 

MEDICARE, REHABILITATION AND HMDs 

As noted previously, the Medicare {Hogram impacts the medical rehabilitadon industry 
significantly in accoundng for 66% of inp^ent days. It has been suggested that one means of 
reducing the rate of increase io overall Medicare expenditures is to encourage more Medicare 
patients to enroll in plans other than the tradidonaJ fee for service plan. Opdons being considered 
include managed care, medical savings accounts and employer plans. We are most familiar with 
managed care and raise some issues related to medical savings accounts as well. 

At present only about 9% of Medicare beneficiaries have chosen to move from fee for 
service Medicare to HMOs and other managed care plans. This reladvely low rate of enrollment 
obscures the fact that managed care enrollment is much higher in certain parts of the country, 
pardcularly on the west coast. In California, for example over 20% of Medicare padents are 
enrolled in managed care plans. 
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In concept there are two reasons why managed care plans can provide care at lower cost than 
traditional forms of insurance and health care delivery. First, it is assumed that by hiring or 
contracting with providers of services to significant patient populations, HMOs and other 
managed care plans can achieve economies of scale (ot drive hard bargains). Second, through 
"management" of care through gatekeeper physicians and other controlling mechanisms, they can 
avoid delivery of ineffective or superfluous services and, thereby, avoid the associated costs. 

In fact, there is a third factor, denial of services. Enrollees may find that certain services are 
not provided, either because they are deerr^ to be unnecessary or because of contract 
limitations, the effects of which are not appreciated until it is too late. This observation is not 
to suggest that HMOs and other managed care plans seek to deceive enrollees, but rather that 
certain specialty services needed by a relatively small number of people do not receive adequate 
consideration by either the plan or the enrollee until the service is needed. 

About four million people annually receive some type of therapy service. Of the.se about 
400,000 are admitted to a rehabilitation hospital or a rehabilitation unit in a general hospital. 
Thus, the chance that any given individual will need rehabilitation services is slight. 

This means that it is unlikely that a person shopping for HMO coverage will anticipate the need 
for and coverage of rehabilitation services. 

Rehabilitation services are intense and of longer duration than acute care. By their very 
nature managed care plans seek to avoid or minimize the cost of such services. Our association 
recently surveyed member facilities. Sixty nine percent (69%) of the rehabilitation hospitals and 
units to which HMOs referred Medicare patients reported that the HMO limits the numbers of 
days of therapy, with an average limit of 51 days. We find this information about Medicare 
beneficiaries particularly disconcerting because it is our understanding that the Medicare package 
of benefits is to be available to Medicare rehabilitation patients. Under Medicare there are no day 
limits on therapies or programs. Medical necessiQr is determined by the Medicare inpatient 
rehabilitation hospital guidelines. 

The Medicare Advocacy Project, Los Angeles. California, in its January 1993 repoit, 
"Medicare Risk Contract HMOs in California: A Sbidy of Marketing. Quality and Due Process 
Rights” noted the noted the following problems: 

* Failure to refer for needed specialty care. The decision may not be made by the 
gatekeeper physician but by the medical group manager, utilization review coordinator or 
medical director. They aiso cited the physician financial incentive issues mentioned 
above. 

* Not having enough contracting specialty physicians available or when the financial 
incentives delay referrals to specialty physicians. 

* Failure to refer for rehabilitation. Tl^ fluency with which HMOs deny access to 
home health care and inpatient lehabiliUUion services... "raises questions about the 
financial incentives under which HMOs and their subcontracting provider groups operate." 
The report questions the HMOs determinations that cases that appear to meet the 
Medicare coverage guidelines were dented the care as not medically necessary. 

The quality of care given to many HMO Medicare enrollees is also a big concern. This is 
a difficult issue to quantify. As noted, we have heard about problems with people either not being 
referred at all for rehabilitation or being referred but with a limit on the number of days. 
Quality goes to the setting to which the patient is referred for services and the duration, 
frequency and type of treatment they receive. Our members have told us about enrollees. both 
Medicare and non~Medicare, being sent to whtu we characterize as a custodial institutional setting 
that provides either no or periodic skilled nursing and rehabilitation therapies as required under 
OBRA '90, but not a comprehensive rehabiliuuion program. Our members do not believe many 
of these patients obtain their maximum outcomes and the rates of return to home, work, school 
and an active retirement are not as high as possible. This is a tragic personal, professional, 
familial, social and financial loss and burden. 
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The Medicare Advocacy Project Report cited above noted several cases where the HMOs 
approved less care than needed. The report dales the "survey also points to possible systemic bias 
by some HMOs against referrals for in-patient rehabilitation services. All five of the southern 
California in-patient rehabilitation hospitals responding to MAP’s survey felt that some Medicare 
HMOs denied medically necessary rehabilitation services to a greater extent than occurred in FFS 
[fee for service]. " The report further states "some HMOs appear to use arbitrary standards to 
deny or discontinue rehabilitation care." These dandards include the patient’s age even when a 
patient was improving. 

Tlie Mathematica study released in December, 1993 also raised concerns about quality of 
care. Mathematica looked at rales of death, hospital readmission and post admission 
complications as gross outcomes" measures but did not make any adverse findings. However it 
did state," ...a few differences do indicate that HMOs may be providing less adequate care in 
some situations. ...HMO stroke patients received significantly less physical therapy while in the 
hospital and had greater motor and speech deficits at discharge, yet were not more likely to have 
a post discharge speech or physical therapy plan. 7111$ pattern suggests that HMOs may 
economize on rehabilitation care.. .Although (here is no evidence that these differences in care led 
to poorer patient outcomes, they cause some cooeem because of their potential adverse effect on 
outcomes." 

The study noted that HMOs discharge a higher proportion of stroke patients to nursing homes 
and a lower proportion to rehabilitation hospitals. While it did not have follow up data, this 
practice raised concerns about whether this pa^m was leading to poorer care. 

Managed care should not be used to deny rehabilitation and other specialty services from 
which patients can profit. Denial of such services in the name of economy is an illusion. The 
managed care plan or society as a whole will end up paying higher acute medical and/or social 
costs. 

RECOMMENDATIONS ON PLAN STANDARDS 

As (his committee looks for ways to bring Medicare into the next century and ensure its 
financial viability, it will look to assure that any health plan serving Medicare beneficiaries meet 
certain .standards. The movement to restructure Medicare and focus on multiple options, including 
managed care, must assure that ^y kind of plan meets certain criteria regarding benefits, 
marketing practices, solvency, reporting, quali^ of care delivered and quality of outcomes, plus 
grievances and sanctions, at a minimum. To that end we suggest the following be included. 
Furthermore, we recommend that any national accrediting body’s standards relied upon must also 
cover these points. 

/. Plan Information 

Plans should provide uniform written descriptions of their benefits, services and 
procedures that clearly and fully disclose coverage of benefits, exclusions, limitations on 
coverage, and out-of-pocket costs, including copayments, deductibles, coinsurance, and 
established aggregate maximums on out-of-pocket costs. 

2. Evaluation 

Patients who have implied functitxial abilities should receive a rehabilitation evaluation 
by a specialist in physical medicine and r^iabilitation as quickly as possible once they 
experience an illness or injury. Studies ba\« shown that the earlier a patient is evaluated 
and receives rehabilitation services, the more successful the outcome. If an enrollee is a 
candidate for rehabilitation he or sbe should have access to, and be referred for, those 
services. 

litis evaluation would be for individuals a) with one of the conditions usually requiring 
rehabilitation services, b) with a congenital disability, and/or c) with a specific functional 
level based on a functional assessment and occur within 72 hours upon seeing a primary 
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care provider or other gatekeeper. The aMiditions in question include, but are not [imited 
to, stroke, spinal cord injury, congenital deformity, amputation, major multiple trauma, 
hip fi'acture, brain injury, all forms of arthritis, neurological disorders, bums, cancer, 
cardiac and pulmonary diseases and pain. 

3. Coverage 

Any plan o^ered to Medicare beneficiaries should offer those benefits for rehabilitation 
services from rehabilitation providers which are currently covered in the Medicare 
program. Additionally, there are coverage guidelines for inpatient rehabilitation hospitals 
and unit services and outpatient services. They are based on the patient’s need and 
progress, not an arbitrary limit. The current Medicare inpatient and outpatient guidelines 
should be used by plans while options are examined. 

4. Incentives 

Financial and other incentives for physicians to refer to physician and nonphysician 
specialists should be based on the needs of the patient and the patients’ outcomes. All 
financial and other incentives should be disclosed to patients, employers and other 
purchasers of the plan’s services. 

5. QuaJity 

Managed care plans should be accountable for the quality of care provided. They should 
ensure adequate access to services for all their enrollees. Outcomes, both medical and 
functional, should be reported by insurers to employers, government payers and enrollees. 
Quality criteria by which to determine plan approval of rehabilitation services to Medicare 
beneficiaries should include (a) patient out(x>mes. including but not limited to, death, 
pressure sores, discharge status, and change in functional motor and cognitive function, 
and others; and (b) readmlssion to the hospital. Additionally, with respect to access, plan 
standards must address maximum waiting p^ods for appointments, for referrals to 
specialists as wee as initial and follow up appointments to nonspecialists and maximum 
travel distances. All (his information should be available to the public. 

6. Specialists as Gatekeepers 

Enrollees who require ongoing, specialize health services should be able to choose a 
specialist as a gatekeeper in order to effectively manage the services appropriate to their 
conditions. Relevant specialists should also be directly available to enrollees without 
gatekeeper approval where continued specialized care is medically indicated. Persons 
requiring reh<U)ilitation services and persons with disabilities in particular should be able 
to select a primary care provider or gatekeeper who is a physiatrisl, an otherwise qualified 
rehabilitation physician or a specialist in the medical management of their particular 
condition. 

7. Consumer and Provider Due Process 

Plans should set forth procedures to be followed in the resolution of disputes with 
enrollees about required services and the adequacy of those provided by the plan. 
Grievance mechanisms should be timely and fair. 

Grievance and appeals procedures should: 

a) be available to both enrollees and providers, including timely review of a service 
denial; 


b) be clearly communicated to all parties; 

c) require independent second opinions to be obtained promptly when covered benefits 
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are denied for any reason; 

d) require an expedited appeals process leading to a decision within 72 hours of the initial 
complaint. 

8. Airangements with Froviders 

Plans should enter into agreecneats aixl othCT arran^ments to ensure an appropriate mix, 
number and distribution of qualified health pHofessionals to adequately provide for the 
plan’s benefit package. 

9. Utilization Management Protocols 

Utilization review should be performed by qualified personnel knowledgeable in the field 
in which a coverage decisi<Mi is being made. Qualified health professionals, including 
rehabilitation providers and other specialists, should be involved in the development and 
implementation of utilization review procedures and practice g>udelines. 

10. Ability to Opt Out 

Ultimately, it may be impossible to adequately protect the interests of severely disabled 
persons requiring intensive fcbabilitahon services through the types of procedural 
requirements outlined in diis testimony. We recommend that if such an enrollee is 
dissatisfied with the type or quality of rehabilitation sovice provided, then he or she have 
the option to return to Medicare fee for service coverage promptly, as enroUecs can do 
now by disenrolUng from the managed care plan within a month. We recommend that 
this process be made simpler, be clarified and be included in all plan literature. 

//. HCFA’s Responsibilities 

HCFA should direct HMOs now and plans in the future that they cannot use arbitrary 
rules of thumb to deny reh^ilitation care to Medicare beneficiaries, e.g. age or deny any 
Medicare benefits to beneficiaries, if an enrollee is a candidate for rehabilitation and 
meets the existing Medicare inpatient rehabilitation hospital or outpatient guidelines, he 
or she should be referred for those services. 

HCFA should increase its review of Medicare risk contractors’ practices in referring 
patients who require rehabilitalirm to less intense levels of services which may result in 
decreased positive outcomes. 

12. Consistency 

Plans should be consistent in the infonnation required, i.e., data elements and methods 
of analysis, evaluation criteria, asurance of non-discriminalion among classes of 
providers, uniform quality and utilization standards, outcomes assessment, assurance of 
access, fair and adequate reimbursement, coosistency of record-keeping requirements. 

13. Point-of-Service Option 

HMO enrollees should have the right to obtain care from out-of-network providers, 
assuming they opt to pay the any extra costs. It retains the ability of closed-panel HMOs 
to contain costs, but also allows enrollees the flexibility to opt out of the provider network 
if they pay a little more for this option. 



197 


MEDICAL SAVINGS ACCOUNTS 

We have examined some descriptions of medical savings accounts. Several issues arise that are 
of concern for persons in need of rehabilitation services and providers of those services. First the 
catastrophic health plans should not be allowed to impose preexisting condition limitations nor 
to refuse to cover persons based on health status, especially peisons with disabilities. Second such 
plans must be required to provide comprehensive coverage for persons with serious illncs.scs or 
injuries requiring rehabilitation services. Third, there should be no lifetime or per condition limits 
for persons experiencing a c.atastrophic injury or illness which requires rehabilitation. Fourth, 
such plans should be required to include rehabilitation services in their benefits package since 
the majority of conditions considered catastrophic, e.g. stroke, head injury, brain injury, etc., 
require rehabilitation services in order to restore the person to their prior functional level. 


We would be pleased to discuss these critical issues with you Mr. Chairman. 
Respectfully submitted, 

Carolyn C. Zollar 

Vice President for Public Policy and General Counsel 
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STATEMENT OF JAMES W. PATTON 
ON BEHALF OF COMPREHENSIVE HEALTH SERVICES OF DETROIT 


We commend Chainnao Thomas and Chairman Biliiakis for taking on 
the task of reviewing standards for health plans providing coverage in the Medicare 
program. Congress has the opportunity to reptaicc multilayered standards with 
uniform standards for comparable health care systems. 


Issue - 50/50 Rule 

Health Maintenance Orgaoiz^ions which serve the Medicaid p(q)u]ation 
are often precluded from serving the Medicare population because of the Medicare 
requirement that at least 50 percent of their members must be covered other than 
through Medicare or Medicaid (the SO/SO rule). The intended purpose of this rule is 
to ensure quality in Medicare HMOs throu^ limiting member composition to no 
greater than 50% Medicare and Medicaid. The goal of this Congress to encourage 
more Medicare beneficiaries to receive their health care in managed care settings is 
being impeded by the 50/50 rule. To achieve its goal. Congress should at a minimum 
require the Secretary of Health and Human Services to automatically waive the 50/50 
rule for plans which meet certain quality and financ ial standards. 


Comprehensive Health Services (CHS) of Detroit, known as The 
Wellness Plan, is a 501(c)(3) federally qualified health maintenance organization 
("HMO") operating since 1972 and serving the Detroit metropolitan area. C^urenUy, 
CHS has over 140, OCX) enroUees, afq)roximaUely 90 percent of whom are enrolled 
through the state of Michigan Medicaid program. CHS currently has roughly 2,000 
Medicare enrollees with marketing plans to reach 15,000 enroUees in the next few 
years. 


CHS has over 200 commercial accounts with medium and smaU 
businesses, enrolls nearly 10 percent of the federal employee health benefit plan 
participants in Detroit, and has accounts with major companies. However, CHS has a 
disproportionate percentage of Medicaid members from sectors of the city of Detroit 
with the greatest preponderance of minority and low income populations. In practice, 
it is not realistic for an inner-city HMO like CHS that serves a significant number of 
Medicaid beneficiaries to meet the 50/50 rale. 

CHS is a well established HMO that has been recognized as a model 
quality Medicaid managed care program by such naiioiia] leaders as Dr. Otis Bowen, 
former Secretary of the Department of Health and Human Services. Based on its 
stellar performance, CHS is as quaUfied as any other HMO in serving Medicare 
patients. Indeed, despite the fact that it often serves the sickest and most vulnerable 
population in the city of Detroit, including many dual eligible persons (with Medicare 
and Medicaid coverage), its costs to die Medici program axe for below the average 
adjusted per capita cost rates paid to Medicare risk contractors. 

CHS has had a Health Care Prepaymeot Plan (HCPP) coidract with 
Medicare since 1993. While CHS would have preferred to have a risk contract, it 
was and remains ineligible to participate in these contracts because of the 50/50 rule. 

Under the Medicare technical correctioiis legislation enacted last year, 
HCPPs must comply with State Medigap requiremnds as of January 1, 1996. 
However, Medigap rules prohibit activities which are fundamental to HMO operations 
such as imposition of reasonable a^ymeatt and coverage of preventative care. 
Further, CHS cannot comply with Medig^ haraim* h is not licensed as an insurance 
company. Because compliance with Medi^ is impossible, CHS would lUce to 
convert its HCPP contract to a Medicare risk OHdract, hut again, this is iiqxissible 
because of the 50/50 rule. 
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Standards for Automatic Waiver of 50/50 Rule for Medicaid P lans 

The Secretary of HHS should be required to automatically grant waivers 
for plans that cannot meet the SO/SO rule due to significant Medicaid enrollment if 
they meet the following criteria: 

• Oneraiional Medicaid risk contract for at least three consecutive years; 

• F.nrollment of at least 25,000 Medicaid recipients; 

• Financial Soundness as documented by at least one of the following: 

a net surplus of income over expenses over the past three years 
net worth equal or exceeding two months of medical expenses 
medical loss ratio of not less than 75% over the past two years 

• Oiialitv plan as documented by meeting at least one of the following: 

federal qualification 

satisfactory disenrollment for cause rates, beneficiary appeal rates, 
and track record of state/federal compliance actions or other 
measures of consumer satisfaction (e.g., independent customer 
satisfaction surveys documenting favorable ratings from a high 
percentage of respondents) 
accreditation by a private accreditation body. 


The Secretary should also have authority to grant waivers on a case by 
case basis for other Medicaid plans not meeting the above standards. 


Further Specific Concern of CHS 

At the end of the 103rd Congress a law was enacted known as the Social 
Security and Technical Corrections Act of 1994, H.R. 5252 (dated October 7, 1994). 
Section 171(f) would subject an HCPP contractor to Medigap laws and regulations as 
of January 1 , 1996. Because these provisions are inherenUy contrary to the operations 
of HCPPs, Section 171(f) would make it impossible for an HCPP contractor to offer a 
"gap policy" to any of its individually enrolled Medicare members. This is critical 
because, without a gap policy Medicare beneficiaries would have no reason to enroll 
or remain enrolled in an HCPP contractor. Rather, HCPPs would have to limit offers 
of gap policies to persons enrolled in a group contract (e.g. Medicaid dually enrolled 
M^icare beneficiaries, retirees of union trust plans and employer group retiree plans), 
who do not fall under the scope of Section 171(f). 

Historically, HCPP contractors generally, and all federally qualified 
HMDs, were exempt from the federal Medigap laws, HCFA apparently interprets 
Section 171(f) as restricting an HCPP contractor from offering a gap policy unless it 
is in conformance with requirements for a Medicare Supplement Policy ("Medigap 
policy"). Because Medigap policies are indemnity nolicies and because most federally 
qualifinl HMDs and most other state licensed HMDs are not licensed insurers, it is 
impossible for them to offer such policies solely through an HCPP. 

Moreover, under federal law, a Medigap policy must reimburse benefits 
regardless of which provider or physician offers the care. Congress has provided an 
exception to the Medigap requirements enabling insurers and Blue Cross Blue Shield 
plans to offer Medicare Select, a Medicare PPO product. Even though Medicare 
Select allows for differences in reimbursement between in-network and out-of-network 
providers, it does not address most of the conflicts for HCPPs attempting to comply 
with Section 171(f). Specifically, by requiring an HCPP contractor to conform to 
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Medicare Select, Section 171(0 would preclude an HCPP from offering its own 
unique version of covered benefits and require instead that the HCPP gap policy 
conform to 1 of 10 standard Medigap polk^. None of these policies permit an 
HCPP contractor to use modest copayments (i.e., $5 to $10 for office visits and $25 
to $50 for use of a hospital emergency rocnn) to help manage usage of services by 
Medicare enrolled members of the HCPP. Nor does Medicare Select allow an HCPP 
to offer more comprehensive or more generous benefits, including extensive 
preventative care services that are not covered by Medicare or by Medigq) policies. 

Moreover, even for provisions that do not directly conflict with the 
obligations of an HCPP contractor, some requirements of Medicare Select, if 
implemented, could increase dramatically the administrative costs of operating an 
HC^PP program. For example, even tbcxigh the HCPP is paid its costs in lieu of the 
billed fees from a Medicare carrier. Section 171(f) would require an HCPP to submit 
bills to a Medicare carrier. Accordingly, the framework created by Section 171(f) is 
contrary to the framework of operating as an HCPP. 

It is ironic that Congress, by adopting Section 171(f), could undermine 
the HCPP program when it has been a souxce of long term stable participation of 
HMOs with Medicare. Unlike the HMO ri^ program, HCPPs have not been 
criticized for having financial incentives to favorably select only healthy patients. Yet, 
HCPPs have served as an important feeder program that enables HMC^ to shift to risk 
contracts once they gain experience in manag in g Medicare population. Few HCPPs 
have dropped out of the Medicare program and since die inception of the risk contract 
program 14 of the largest and most successful risk contractors were previously 
HCPPs. By contrast, in the first eight years of the risk contract program 
approximately 300 out of 400 oontracts (or 75 percent) were terminated or non- 
renewed. Accordingly, if Congress does not provide for a waiver of the 50/50 rule 
for Medicaid plans, it will be impossibie fcH* HCPP contractors such as CHS to 
expand coverage to additional Medicare beneficiaries. In the absence of a 50/50 
waiver, CHS finds it necessary to seek a solution to its specific problem. 

Alternatives (all of which are budget neutraJ) might include: 

• Specifically waive the applicability of the 50/50 rule to CHS; 

• Postpone the effective date of the requirement that HCPP contractors 
comply with Medigap rules for those HMOs that cannot meet the 50/50 
rule (and therefore cannot otherwise serve the Medicare population on a 
managed care basis) until such plans can qualify for a risk contract; 

• Delete the requirement that HCPP contractors comply with Medigap 
rules and instead impose quality standards on HCPP contractors. 

At a time when the Congress is looking toward managed care as one 
option for reducing the rate of growth in die Medicare program, destroying the ability 
of CHS to serve the Medicare population cm a managed care basis would be truly 
counterproductive . 


• • * 

If you have any questions or wish to obtain additional information 
regarding this statement, please call our Washington Counsel, Wendy Krasner at (202) 
778-8064 or Kathleen Black at (202) 778-8342 of the firm of McDermott, Will & 
Emery in Washington, D.C. 



STATEMENT OF D.C. CHARTERED HEALTH PLAN, INC. 


Issue 


Health Maintenance Organizations which serve the Medicaid 
population are often prohibited from serving the Medicare 
population because of the Medicare requirement that at least 50 
percent of their members must have insurance coverage other than 
through Medicare or Medicaid (the 50/50 rule) . The intended 
purpose of this rule is to ensure quality in Medicare HMOs 
through limiting member composition to no greater than 50% 
Medicare and Medicaid. The goal of this Congress to encourage 
more Medicare beneficiaries to receive their health care in 
managed care settings is being impeded by the 50/50 rule. To 
achieve this goal, Congress should, at a minimum, require the 
Secretary of Health and Human Services to automatically waive the 
50/50 rule for established plans which primarily serve Medicaid 
recipients and meet certain quality and financial standards. 


Backoro tind on chartered Plan 

Chartered Health Plan ("Chartered”) is a prepaid health care 
plan under contract with the District of Columbia Government (the 
District) to provide health care services since fiscal year 1988. 
It began this contract when all other HMOs in the District were 
unwilling to serve Medicaid recipients. 

Chartered has a proven trac)c record of dealing effectively 
with the hard core Medicaid population in the District. Indeed, 
Chartered is currently establishing state of the art primary 
health care centers in the two most under-served, crime ridden, 
and economically challenged areas of the city. Chartered is 
committed to serving the Medicaid population with adequate access 
to high quality care. During the course of serving the Medicaid 
population, it has found that many of its services are needed and 
sought by Medicare beneficiaries who reside in the inner city. 
However, Chartered is unable to enroll these persons in its plan 
because of the 50/50 rule. 

In addition to supporting automatic waivers of the 50/50 
rule. Chartered is seeking similar requirements for the Secretary 
with regard to the Medicaid 75/25 waiver. 


8«ckQrouBd on H«dlc«r«/lt«dlc«ld Pu«l Illalbl»» 

Even though the District of Columbia Government has embraced 
managed care as a cost saving alternative to traditional Medicaid 
coverage, it is currently limited to Medicaid beneficiaries 
entitled due to coverage under Aid to Families with Dependant 
Children ("AFDC"). The sickest and most expensive Medicaid 
patients are those who are also entitled to coverage under the 
federal Supplemental Security Income ("SSI") program -- "dual 
eligibles". Typically, insurance con^anies and HMOs have avoided 
underwriting this population. 

Chartered is now seeking to work with the District to 
develop a program for joint coverage of SSI beneficiaries with 
the Medicaid program. To expand the scope of its services to SSI 
beneficiaries, Chartered would need both a waiver of the 75/25 
Medicaid composition rule and a waiver of the 50/50 Medicare 
enrollment composition rule. 

In order to serve this segment of the population. Chartered 
is willing to become a federally qualified HMO or federally 
approved Competitive Medical Plan ("01P"). Chartered also plans 
to become approved by NCQA, the private HMO accreditation 
organization and has recently been licensed as an HMO in the 
state of Virginia. 

Dual eligibles are cumbersome to handle because they require 
two separate contracts, one with the Medicaid program and a 
second with the Medicare program. A critical factor in 
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explaining why this population remains untargeted by managed care 
programs is that these beneficiaries have chronic and acute 
medical problems that pose substantial costs to both the Medicare 
and Medicaid programs. Accordingly, these beneficiaries are 
often unattractive to HMOs because they are difficult to manage 
and have adverse medical histories. Medicaid agencies are 
beginning to encourage these populations to join Medicare risk or 
cost contractors because they are required by federal law to 
cover the gaps in Medicare and because the Medicare program 
provides primary coverage and the Medicaid program provides 
secondary coverage. Yet, few HMOs are ready to serve these 
populations . 


shanda rds for Autonatlo Waiver of SO/50 for 9}mnm 

The Secretary of Health and Human Services should be 
required to automatically waive the 50/50 rule for a plan with 
significant Medicaid enrollment if the plan meets the following 
criteria : 








Operational Medicaid risk contract for at least three 
consecutive years; 


of at least 25,000 Medicaid recipients; 


Financial Soundness as documented by at least one of 
the following: 

a net surplus of income over expenses over the 
past three years 

net worth equal or exceeding two months of medical 
expenses 

medical loss ratio of not less than 75% over the 
past two years 

Quality plan as documented by meeting at least one of 
the following: 

federal qualification 

satisfactory disenrollment for cause rates, 
beneficiary appeal rates, and track record of 
state/federal compliance actions or other measures 
of consumer satisfaction <e.g., independent 
customer satisfaction surveys documenting 
favorable ratings from a high percentage of 
respondents) 

accreditation by a private accreditation body. 


Further, the Secretary would also have authority to grant 
waivers on a case by case basis for other Medicaid plans not 
meeting above standards. 

Precedent for a waiver of the Medicare enrollment 
composition rule already exists for individual health plans that 
were targeted to the Medicaid population. He believe it is now 
time for other urban based HMOs with significant experience in 
serving Medicaid patients to be allowed to operate as Medicare 
contractors . 


• • 


If you have any questions or wish to obtain additional 
information regarding this statement, please call our General 
Counsel, Jerrold Hercenberg at 703 758-3604 or call Wendy Krasner 
at 202 778-8064 or Kathleen Black at 202-778-8342 of the firm of 
McDermott, Will & Emery in Washington, D.C. 
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STATEMENT OF JOINT COMMITTEE FOR PATIENTS IN PAIN 


MEDICARE REFORM AND THE FEDERAL BUDGET 

The American Pain Society, the American Academy of Pain Medicine, and the 
American Association for the Study of Headache have formed the Joint Committee for 
Patients in Pain to advocate responsible public policy and private sector action for the 
benefit of millions of Americans who suffer from intractable pain. 

While pain affects patients of all ages, it is closely associated with many illnesses 
that afflict the elderly, including cancer, diabetes, and arthritis. Chronic pain is also 
closely associated with disability; in fact, intractable pain is frequently the cause of 
disability. Thus, access to appropriate treatment for pain is a core issue for Medicare 
beneficiaries, particularly those with serious illness and disability who by necessity are 
disproportionately large consumers of Medicare financed health care services. 

The 104® Congress is considering changes to the Medicare program which are 
more fundamental than any considered since the original enactment of Medicare in 1965. 
Most proposed changes would move more Medicare patients towards private sector health 
plans, or bring managed care practices from the private sector more fully into the public 
plan. As Congress considers these dramatic changes, caution must be taken to ensure that 
Medicare patients in pain do not lose access to appropriate care. 

As with certain other illnesses, complex pain cases are not effectively treated in 
tightly controlled systems emphasizing primary care services. Pain and its underlying 
causes are frequently misdiagnosed - or undiagnosed. Patients are frequently mistreated, 
under treated, or untreated. "Gatekeepers* impede rather than facilitate appropriate early 
intervention. These cases stand out. They are not "routine,” but they are widespread, and 
often become very high cost. They require special consideration in a reformed Medicare 
program. 

Intractable pain can be intolerable to the patient. It impacts so dramatically on the 
quality of life and the ability to function as to prompt desperate searches for relief in and 
out of a patient's primary health network, and in and out of proven treatment modalities. 
At some point, it even becomes unbearable. Though often lost in the rancorous debate 
over assisted suicide, it is a fact that most of Dr. Jack Kevorkian's patients have been 
sufferers of intractable pain. 

Medicare reforms must deal fairly and effectively with the special needs of patients 
in pain. The Joint Committee for Patients in Pain urges Congress to consider the following 
protections for patients afflicted with intractable pain: 


American Pain Society • American Academy of Pain Medicine • American Association for the Study of Headache 
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JOINT COMMITTEE FOR PATIENTS IN PAIN 


I. MEDICARE BENEFICIARIES SHOULD HAVE A FEE-FOR-SERVICE AND 
A POINT OF SERVICE OPTION AVAILABLE AT ALL TIMES OF 
MEDICARE ENROLLMENT. THESE OPTIONS SHOULD BE REAL - NOT 
SUBJECT TO INORDINATELY HIGH PREMIUM OR CO-PAY 
DIFFERENTIALS. OR UNDUE RESTRICTIONS ON THE ABILITY TO 
SWITCH PLANS. 

II. QUALIFIED MEDICARE PLANS THAT UTILIZE RESTRICTED PROVIDER 
NETWORKS MUST BE REQUIRED TO DEMONSTRATE CAPACITY TO 
EFFECTIVELY TREAT INTRACTABLE PAIN WITHIN THE NETWORK, OR 
THROUGH REFERRAL ARRANGEMENTS OUTSIDE THE NETWORK, AND 
PROVIDE OUTCOME DATA TO PROVE EFFECTIVENESS. 

III . GATEKEEPERS EMPLOYED IN QUALIFIED MEDICARE PLANS MUST: 

■ Be properly trained for the clinical judgements they are asked to make, e.g. 
where prior authorization is required for specialty referral or treatment; 

■ Not have financial incentives to under-treat or under-refer; 

■ Perform a contemporaneous evaluation of the patient before overriding another 
physician's clinical judgement; and 

■ Be accountable for the clinical judgements made in their capacity as 
gatekeepers, 

rv. REFERRAL ARRANGEMENTS MUST BE TARGETED TO PROPERLY 
TRAINED PRACTITIONERS, ACADEMIC CENTERS. AND "CENTERS OF 
EXCELLENCE" WHICH SPECIALIZE IN THE TREATMENT OF 
INTRACTABLE PAIN AND SIMILAR ILLNESSES. 

V. MEDICARE FEE SCHEDULES MUST RECOGNIZE THE SCOPE AND 
INTENSITY OF SERVICES DELIVERED BY PRACTITIONERS WITH 
ADVANCED TRAINING AND MULTI-DISCIPLINARY TEAMS IN CENTERS 
OF EXCELLENCE TO PATIENTS IN PAIN WHO HAVE FAILED TO 
RESPOND TO CUSTOMARY AND USUAL CARE. 

July 1995 


American Pain Society • American Academy of Pain Medicine • American Association for the Study of Headache 
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JOINT COMMITTEE FOR PATIENTS IN PAIN 
THE FACTS ON INTRACTABLE PAIN 

■ Pain is a major public health problem in the United States 

■ 50 million Americans are partially or totally disabled by pain 

■ 45% of all Americans seek care for persistent pain at some point in their lives 

■ Headache and low back pain are the most prevalent forms of intractable pain 

■ Pain accompanies a wide range of other clinical conditions, including: 

o cancer 
o diabetes 
o arthritis 

■ 22% of work-related injuries involve back pain 

■ 150 million workdays are lost annually to head pain alone 

■ Children lose 1 million school days annually due to pain 

■ Intractable pain is frequently untreated or mistreated 

■ Mismanagement of pain has tragic and costly consequences: 

o disability 
o depression 

o over-utilization of diagnostic services and procedures 
o unnecessary hospitalizations and surgery 

■ Pain can be effectively treated: 

o with early intervention 
o by appropriately trained specialists 
o frequently in ambulatoiy settings 
o at reasonable cost 


American Pain Society • American Academy of Pain Medtcine • American Association for the Study of Headache 
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STATEMENT OF PATIENT ACCESS TO SPECIALTY CARE COAUTION 

Mr. Chairman: This statement is made on behalf of the Patient Access to 
Specialty Care Coalition ("Coalition”), consisting of nearly 100 patient, physician, and 
non-physician health care professional organizations dedicated to ensuring the right of 
patients to consult and be treated at a reasonable cost by the health care provider or 
specialist of their own choice, regardless of the health plan in which they are enrolled. 

As Congress considers changes in the Medicare program to encourage more 
seniors to join managed care health plans, we believe that several patient protections 
must be included in any legislative proposal to ensure that seniors continue to be able 
to access the health care providers of their own choosing. 


THE CORNERSTONE OF THE CURRENT MEDICARE LAW IS CHOICE OF HEALTH 
CARE PROVIDER 


Title 42 of the U.S. Code, Section 1395a clearly states; "Any individual entitled 
to insurance benefits under this subchapter may obtain health services from any 
institution, agency, or person qualified to participate under this subchapter if such 
institution, agency, or person undertakes to provide him such services." 

Proposals to increase the choices of the type of health care plans offered to 
Medicare enrollees do not necessarily ensure choice of health care provider. In fact, 
they may limit it. In order to encourage people to move into managed care plans, 
current Medicare enrollees will be required to pay additional copayments, deductibles 
and out-of-pocket expenses to maintain their current status under Medicare fee-for- 
service. If the Medicare population enrolls in managed care plans, they will discover 
that many of these plans may take away their choice of provider and may not permit 
them to see the health care providers that they have been seeing all along, 

The Patient Access to Specialty Care Coalition is proposing a simple quality 
assurance check on managed health care delivery systems to ensure that patients 
receive the full range of health care services to which they are entitled, and that 
patients will continue to have the freedom to choose any health care provider, as 
currently is provided under the Medicare laws. 


PATIENT CHOICE MUST REMAIN PARAMOUNT IN HEALTH CARE DELIVERY 


Many major changes are now taking place in the way people purchase health 
insurance and receive medical care. The pressures to reduce health spending continue 
to be intense, and health plans and providers have become more aggressive in their 
cost containment activities. While many health plans have developed a number of 
effective techniques to achieve economy and maintain quality of care, others have not 
always achieved that balance. Since Medicare is a Federal government funded 
program, we should make sure that these tax dollars result in appropriate patient care. 

The Medicare market is open to many different health plans, and there is no 
guarantee that health care plans would not discriminate against a sicker elderly 
population. Right now, some health care plans are "cherry-picking" senior citizens by 
offering aerobics classes, sponsoring "socials." and developing other promotional 
activities which are targeted at healthy, active Medicare enrollees. Are these added 
options more choice, or a coercive policy to forr^ seniors into lower cost health care 
plans which will provide less than the hjll range of health care services, which are now 
obtainable under the Medicare program? The most vulnerable population, the elderly, 
will be flung into a fiercely competitive marketplace where access to appropriate 
medical services may take a "back seat." 

In this rapidly changing health care delivery environment, the Patient Access to 
Specialty Care Coalition believes that consumers of medical sen/ices must have 
effective protection against the potential that their access to medically necessary health 
care services will be inappropriately limited. 

The most effective check against this potential restraint is the patient’s power to 
seek and obtain medical services outside the provider network established by the 
health plan. Health plans that provide good service to their enrollees should not be 
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troubled by this point-of-service feature. Only health plans that fail to meet the needs 
of their subscribers should be concerned. 


SURVEY DEMONSTRATES THAT CHOICE OF HEALTH CARE PROVIDER IS 
MOST IMPORTANT TO ELDERLY POPULATION 


The Coalition had the firm of ICR Research poll a nationally representative 
sample of Americans age 50 and over on their views concerning Medicare reform. 
(The results of the survey carried a plus or minus 3.2 margin of error). The results of 
this poll demonstrated that roughly three out of four Americans age 50 and older would 
not join a Medicare managed care program without the freedom to continue seeing their 
current doctor or choose a specialist when they became ill. 

The poll results indicated that older Americans view their freedom to choose a 
health care provider as a fundamental personal right that is much more important than 
other principles, such as the right to bear arms or imposing term limits for Members of 
Congress. 

Eighty-two percent of the respondents said that whether a prospective Medicare 
managed care program allowed them the freedom to choose out-of-network physicians 
and specialists would be "critically important/imporlant" to their decision to join one. 
Even among lower-income seniors (those making less than $15,000 a year). 64 percent 
said they would choose a Medicare managed care program with the freedom-to-choose 
feature (for a reasonable co-payment) over a Medicare managed care program that 
covers the cost of prescription medications. Eighty-three percent of respondents 
making over $50,000 gave the same response. 

The results of this poll are consistent with those released this month by Louis 
Harris and Associates for the Commonwealth Fund, It found that managed care 
enrollees were more likely to rate their health plans as fair or poor than enrollees in 
traditional fee-for-service plans. The polling, which covered families in Boston, Los 
Angeles, and Miami demonstrated that choice of health care plan an^ choice of 
physician were key issues, and that those individuals who were forced into managed 
care because it was the only health care coverage provided by their employer were 
twice as likely to rate their plan negatively as those who choose managed care from 
a list of options. 


THE POINT-OF-SERViCE FEATURE 

The Coalition is deeply concerned that there are a number of current practices, 
especially in managed care settings, which impede patient access to treatment, 
particularly specialty care. 

True freedom of choice for patients can only be achieved by making out-of- 
network medically necessary treatment and services available for ^ health care plans. 
All patients should have the option, at an additional but not prohibitive copayment, to 
seek the out-of-network treatment they desire. This feature should be built into every 
health care plan, and not rust offered at the time of enrollment. 

While offering a point-of-service feature at the time of enrollment is a good first 
step in preserving consumer choice, patients sometimes act with less than perfect 
information when choosing a health care plan. Many times healthy patients are unable 
to assess their health care needs, until they actually get sick or need specialty care. 
Consequently, the broadest possible patient protection is to build choice of health care 
provider into every health care plan. 

Real Medicare reform will maintain the freedom for patients to choose their own 
health care providers or specialty care provider, and then to continue to access these 
same caregivers regardless of a change of jobs or health care plans. 
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As Congress explores the role of managed care in controlling health care costs, 
it also has the opportunity to guarantee the patients’ right to choose, and to make 
consumers secure in knowing that the health care provider of their own choice will 
always be there. 

Making out-of-network treatment and services available for enrollees in all health 
care plans provides a very good quality assurance check. It ensures that all health 
care plans provide the health care that their enrollees need and deserve. The ability 
of alt Americans to seek out-of-network coverage provides consumer protection as well. 
If a patient Is not satisfied with care, he or she could pursue other treatment for a 
reasonable, but not cost-prohibitive price. 

Today, one of the more popular health insurance products among consumers is 
a closed panel managed care plan with the availability of out-of-network coverage. 
Patients have been demanding this freedom to choose, and the marketplace has 
responded. This point-of-service feature for all health plans, therefore, is not intrusive, 
but rather advances a developing trend, ensuring consistency and predictability for 
consumers. 


THIS PQINT-QF-SERVICE FEATURE IS NOT COSTLY 


Building a point-of-service feature into all health plans under Medicare will not 
affect any health plans' ability to be aggressive in their cost containment activities, nor 
will it limit their efforts to encourage providers and consumers to use health care 
resources wisely. It will simply put pressure on health plans to keep the patient’s 
welfare uppermost on their agenda, ahead of dividends and the bottom line. 

Consumers expect to bear some additional cost for this point-of-service feature. 
However, this cost is not great, and it is a simple actuarial calculation to determine a 
reasonable copayment. There is also no financial burden placed on the HMO. 

The Patient Access to Specialty Care Coalition retained the firm of Milliman & 
Robertson, Inc. to study the cost impact on HMOs, if all closed-panel HMDs had to 
offer a point-of-service to their enrollees. A closed-panel HMO only allows patients to 
receive care from its own contracted providers. When a closed panel HMO has a 
point-of-service feature, patients have an opportunity to "opt-out" of the managed care 
network of providers, and seek "out-of-network" care. 

The managed care industry has consistently claimed that a point-of-service 
feature in all health plans would greatly increase the cost of doing business. This 
assertion is contradicted by the Milliman and Robertson findings. 

According to this study, a built-in point-of-service feature for ail managed care 
plans would not greatly change the cost of managed care or HMO benefits. In fact the 
study demonstrates that this point-of-service feature. In some instances, can actually 
lower the costs to an HMO. 


The Milliman and Robertson study estimated the "net claim cost” for two typical 
health care plans in today's marketplace. These plans were developed from existing 
data in the HMO Industry Study. 1994 of the Group Health Association of America. 
Milliman and Robertson concluded that when it compared a point-of-service feature to 
a pure HMO (a closed panel), the expected cost ranged from a decrease of about 5 
percent for a typical HMO plan to an increase of about 10 percent for a more generous 
HMO plan. 

Analysis of this data demonstrates that the inclusion of out-of-network coverage 
within an HMO design does not, in itself, either increase or decrease claims costs 
incurred by the HMO. Instead, claims costs are increased or decreased depending 
upon the HMO's selection of factors (deductibles, copayments, and out-of-pocket limits) 
that encourage or discourage utilization of out-of-nelwork coverage and the nature of 
the discounts negotiated with network providers. (For the Committees' use, the 
Coalition has shared a copy of the complete Milliman and Robertson study). 
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Again, the Patient Access to Specialty Care Coalition maintains that a built-in 
point-of-service feature provides a good safety valve for the unhappy or dissatisfied 
members of the closed panel HMO. Under the point-of-service feature, patients are 
able to go to a non-network provider of their choice. In doing so, however, the patient 
would incur a higher copayment for the opportunity to go "out-of-network.” 

This point-of-service feature provides the patient with an out when they question 
the quality of care they are receiving by the network’s limited providers. It also provides 
an opportunity for the patient to seek an additional opinion from a non-partisan provider 
when the patient or family disagrees with the decision made by the closed panel HMO 
or the primary care gatekeeper to withhold treatment or deny an appropriate referral to 
a specialist. 


EXPANSION OF MANAGED CARE IN THE MEDICARE PROGRAM 


The Coalition is not opposed to managed care. It is concerned, however, that 
Congress may be embracing a concept of cost savings of managed care in the 
Medicare population without sufficient data. 

Should Congress choose to go forward with expanding managed care in the 
Medicare program, the Coalition maintains that its recommended point-of-service 
feature will; 

a) End the uncertainty and unpredictability of seniors moving in and out 
of health plans through open enrollment and disenrollment-the feature will 
always be there, and actuaries could easily calculate utilization of out-of- 
network services. 

b) Give the Medicare patient effective protection against the potential for 
restricting access to medically necessary health care services. 

c) Provide a quality assurance check on all health care plans to make sure 
that they are providing the full range of health care services to their 
enrollees. 


THE POINT-OF-SERVICE FEATURE IS NOT AN **ANY WILLING PROVIDER” 
PROVISION 


The point-of-service feature endorsed by the Patient Access to Specialty Care 
Coalition differs substantially from "any willing provider” proposals. "Any willing 
provider" provisions deal with the contractual relationships between health plans and 
providers of medical services. The focus of the Patient Access to Specialty Care 
Coalition is on patient choice and the health care access rights of consumers and 
patients. 


THE COALITION IS NOT AGAINST MANAGED CARE. AND WE HAVE TAKEN 
NO POSITION ON THE REPUBLICAN LEADERSHIP'S PROPOSAL TO 
EXPAND MANAGED CARE IN THE MEDICARE PROGRAM 


There have been several misconceptions about the Patient Access to Specialty 
Care Coalition. Contrary to comments which have appeared in the press, the Coalition 
is not anti-managed care, and we are not tryir>g to interfere with, or slow-down, the rate 
of growth in managed care plans. We have not taken any position for or against the 
House Republican Leadership proposal on Medicare reforni. We are not against the 
gatekeeper concept, and we do not take issue with the important role that primary care 
providers play in offering quality health care to their patients. 

Instead, our message is very simple. We believe that in this rapid changing 
health care marketplace, patients should be afforded a few basic protections. If the 
Congress desires to shift the elderly population more toward managed care health care 
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delivery, all that we asked is that provisions be included to ensure that patient choice 
of health care provider is preserved, so that Medicare enrollees will be able to continue 
to have timely access to the full range of appropriate medical services. 


OTHER PROVISIONS TO ENHANCE PATIENT CHOICE AND ACCESS SHOULD 

ALSO BE INCLUDED 

The Coalition believes that additional provisions should be included in Medicare 
reform legislation to enhance patient choice and access. Medicare reform legislation 
should include; a patient bill of rights ensuring timely access to specialty care; a 
streamlined appeals process for denial of care or copayment for out-of-network care; 
a ban on financial incentives which result in the withholding of care or the denial of a 
referral; and a requirement that health care plans return to patient policyholders, in the 
form of aggregate benefits provided under the policy, at least 85 percent of the 
aggregate amount of premiums. 


Mr. Chairman, the Patient Access to Specialty Care Coalition’s point-of-service 
feature allowing patients to access out-of-network medically necessary care ensures 
real choice and real consumer protection, and is a sound quality assurance check to 
make certain that all plans offer the full range of quality health care. 

In your continuing deliberations on managed care and the expansion of managed 
care in the Medicare program, we urge the House Ways and Means Committee and 
the House Commerce Committee to ensure adequate patient protection and safeguards 
in this changing marketplace by instituting a point-of-service feature in all health plans, 

A listing of the current membership of the Patient Access to Specialty Care 
Coalition follows: 
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Qfgantzalions m the 

PATIENT ACCESS TO SPECIAITY CARE COALITION 


(as of 71705 ) 


Allergy and Asthma Neiwork«Molhers of Asthmatics, Inc. 
American Academy of Allergy and Immunology 
American Academy of Child and Adolescent Psychiatry 
American Academy of Dermatology 
American Academy of Facial Plastic and 
Reconstructive Surgery 
American Academy of Neurology 
American Academy of Ophthalmology 
American Academy of Orthopaedic Surgeons 
American Academy of Otolaryngology • Head and 
Neck Surgery 

American Academy of Pain Medicine 
American Academy of Physical Medicine & Rehabilitation 
American Association for Hand Surgery 
American Association for the Study of Headache 
American Association of Clinical Endocrinologists 
American Association of Clinical Urologists 
American Association of Hip and Knee Surgeons 
American Association of Neurological Surgeons 
American Association of Private Practice 
Psychiatrists 

American College of Cardiology 
American College of Foot and Ankle Surgeons 
American College of Gastroenterology 
American College of Nuclear Physicians 
American College of Obstetricians & Gynecologists 
American College of Osteopathic Surgeons 
American College of Radiation Oncology 
American College of Radiology 
American College of Rheumatology 
American Diabetes Association 
American EEC Society 
American Gastroenterological Association 
American Lung Association 
American Orthopaedic Society for Sports Medicine 
American Osteopathic Academy of Orthopedics 
American Pain Society 
American Podiatric Medical Association 
American Psychiatric Association 
American Psychological Association 
American Rehabilitation Association 
American Sleep Disorders Association 
American Society for Dermatologic Surgery 
American Society for Gastrointestinal Endoscopy 
American Society for Surgery of the Hand 
American Society of Anesthesiologists 
American Society of Cataract and Refractive 
Surgery 

American Society of Clinical Pathologists 
American Society of Dermatology 
American Society of Echocardiography 
American Society of General Surgeons 
American Society of Hematology 
American Society of Nephrology 
American Society of Pediatric Nephrology 
American Society of Plastic and Reconstructive 
Surgeons, Inc. 

American Society of Transplant Physicians 
American Thoracic Society 
American Liver Foundation 
American Urological Association 
Amputee G?alition of America 
Arthritis Foundation 

Arthroscopy Association of North America 
Association of Subspecialty Professors 
Asthma & Allergy Foundation of America 
California Access to Specialty Care Coalition 
California Congress of Dermatological Societies 
College of American Pathologists 
Congress of Neurological Surgeons 
Cooley's Anemia Foundation 
Cystic Fibrosis Foundation 
Eye Bank Association of America 
Federated Ambulatory Surgery Association 
Joint Council of Allergy and Immunology 
Ludus Foundation of America, Inc. 


National Association for the Advancement of Ortholics 
and Prosthetics 

National Association of Epilepsy Centers 
National Association of Medical Directors of 
Respiratory Care 

National Committee to Preserve Social Security 
and Medicare 

National Foundation for Ectodermal Dysplasias 
National Hemophilia Foundation 
National Kidney Foundation 
National Multiple Sclerosis Society 
National Osteoporosis Foundation 
National Psoriasis Foundation 
North Amencan Society of Pacing and 
Elecirophysiology 
Oregon Dermatology Society 
Orthopaedic Trauma Association 
Patient Advocates for Skm Disease Research 
Pediatric Orthopaedic Society of North America 
Pedialrix Medical Croup: Neonatology and Pediatric 
Intensive Care Specialists 
Renal Physiciar>s Association 
Scoliosis Research Society 
Society for Vascular Surgery 

Society of Cardiovascular & Interventional Radiology 
Society of Gynecologic Oncologists 
Society of Nuclear Medicine 
Society of Thoracic Surgeons 

The Alexander Graham Bell Association for the Deaf, Inc. 
The American Society of Dermatophalhology 
The Endocrine Society 

The Paget foundation For Paget’s Disease of Bone 
ar>d Related Disorders 
The TMJ Association, Ltd. 
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